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Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob 
|ect  ot  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
ol  a  misdemeanor. 
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Fujitsu's, 
of  course.  As  one  of  the 
world's  largest  software  companies, 
we're  developing  software  that's  changing 
the  way  business  works.  For  instance,  our  group 
productivity  software,  Team  WARE®  is  helping  people 
n  companies  around  the  world  communicate,  share 
iformation  and  work  together  better.  cP  Our  object- 
riented  database  engine  and  tools  are  driving  new 
lultimedia  and  Internet  applications  that  bring  people 
md  information  together.  And  WebWorld,  our  website 
technology,  brings  companies  and  their  customers 
together  in  lively  interactive  virtual  worlds, 
cP  So  we  suggest  you  look  into  Fujitsu 
software.  It's  where  everything 
comes  together. 


cP 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


f^/tO(f/i/ ever  y thing  t)e  one  thi 


or  the  other  I 


Or  can  something  be  unlike  anything  else? 


Should  ideas  conform  to  existing  categories 


Or  create  new  ones? 


Today,  the  rule 


of  technology  is 


there  are  no  rules. 


And  for  those  still  thinking  inside  the  box, 


perhaps  it's  time 


to  step  outside. 


997  Chrysler  Sebring  JXi  Convertible  and  Town  &  Country  LXi 


TO  EXPERIENCE  A  FULL  RANGE  OF  AUTOMOTIVE  THINKING  FROM  COMPLETELY  OUTSIDE  THE  BOX, WE  INVITE  YOU  TO  VISIT  THE  1997  CHRYSLER • 
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Up  Front 


EDITED  BY  LARRY  LIGHT 
POISON  IVY 

HARVARD  B-SCHOOL: 
A  WOMAN  PROBLEM 

women's  status  is  a  HOT 
topic  at  Harvard  business 
school.  A  task  force  is  meet- 
ing with  Dean  Kim  Clark  to 
recommend  changes  aimed  at 
making  the  school  friendlier 
to  women.  Among  the  prob- 
lems they  see  are  a  fraterni- 
ty-style atmosphere  in  some 
first-year  sections  and  a  lack 
of  day-care  facilities  for  stu- 
dents who  are  mothers. 
Clark  says  he's  looking  for- 
ward to  meeting  with  the 
task  force,  made  up  mostly  of 
students.  "We  are  committed 
to  changes  that  will  make  a 
difference,"  he  says. 

Since  formation  of  the  task 
force  last  summer,  another  is- 
sue has  popped  up:  declining 
female  enrollment.  Harvard's 
913-member  class  of  '98  is 
just  24%  female,  the  lowest 


level  since  1983;  it's  down 
from  29%  in  the  '96  class.  At 
other  elite  B-schools,  women 
make  up  a  larger  portion. 
Stanford's  first-year  class,  for 
instance,  has  been  about  30% 
female  for  years.  And  gener- 
ally, there's  a  50-50  balance 
at  medical  and  law  schools. 

The  school  calls  the  dip  in 
women  an  anomaly  that  next 
fall's  class  will  reverse.  Some 
say  it  may  stem  from  a  huge 
surge  in  male  applicants  for 
the  '98  class.    Nadav  Enbar 

A  WIDENING  GENDER  GAP 


'92     '93     '94     '95     '96  '97 


APERCENT 

DATA  HARVARD  BUSINESS  SCHOOL 


THE  REVOLVING  DOOR 

THIS  COUP  IS 
TURNING  COOL 

THE  HK1H-POWERED  LAW  FIRM 

that  hired  Bob  Dole  may  find 
its  strategy  has  backfired. 
The  firm,  largely  Democratic, 
enlisted  Dole  for  easy  access 
to  the  OOP-led  Congress.  But 
rival  Washington  lobbyists 
say  Dole's  $300,000  loan  to 
House  Speaker  Newt  Gin- 
grich, to  pay  a  penalty  for 
ethics  violations, 
could  complicate 
some  issues  the 
firm  deals  with. 

Tobacco  compa- 
nies, for  example, 
are  clients  of  Vem- 
er,  Liipfert,  Bern- 
hard,  McPherson  & 
Hand.  Dole  had  re- 
ceived financial  sup- 
port from  tobacco 
interests,  and  now 
the  loan  to  Gingrich 
will  prompt  mem-  DOLE:  Ne 


bers  of  Congress  to  avoid  do- 
ing favors  for  Dole's  firm  for 
fear  people  would  suspect  un- 
due influence,  the  theoiy  goes. 
"People  on  the  Hill  may  bend 
over  backwards  to  show  that 
Vemer's  clients  aren't  getting 
special  treatment,"  says  one 
veteran  lobbyist.  Indeed,  Rep- 
resentative George  Miller  (D- 
Calif.)  has  charged  that  Big 
Tobacco  is,  in  effect,  paying 
Gingrich's  fine. 

Two  of  Vemer's  stars — De- 
mocrats Ann  Richards  and 
George  Mitchell — 
made  calls  to  the 
Hill  to  counter  the 
criticism.  The  firm 
says  the  loan  is  a 
private  matter  for 
Dole.  Dole,  who 
won't  comment  on 
the  loan  issue,  has 
said  he'll  provide 
strategic  advice  for 
Verner  and  not 
lobby.  Catherine 
Yang  and  Richard 
ni  lender    S.  Diudiaiti 


TALK  SHOW  «I  want  to  turn  the  keys  over  to  my  successor 
with  the  machine  running  very  well." 

—  William  Smithburg,  announcing  his  resignation  as  Quaker 
Oats  CEO,  on  the  heels  of  the  Snapple  debacle. 

MAD  FADS 

THE  TOY  THAT  ATE  TOKYO  IS  HEADING  WEST 


A  NEW  TOY  CRAZE  IS  ON  ITS 

way  toward  the  U.  S.  from 
Japan.  Called  Tamagotchi  and 
dubbed  the  "virtual  pet,"  the 
item  is  a  tiny  video  game 
tucked  inside  an  egg-shaped 
pendant.  The  fun  comes 
from  making  a  cute 
video  creature  grow 
from  hatchling  to 
adult,  feeding  and 
cleaning  it  by 
pressing  buttons. 
Miss  feedings 
and  it  dies  and 
disappears  into 
a  cybergrave. 

Japanese  toy- 
maker  Bandai, 
which  has  giv-  VIRTUAL  PET 
en  the  world  ~ 


OqO 


the  Power  Rangers,  plans  to 
spend  $2  million  on  U.  S.  ads 
for  the  $15  Tamagotchi 
(translation:  "watch  cute 
egg").  American  retailers  are 


gearing  up  for  a  new  fs 
F.A.O.  Schwarz  will  hq 
the  official  kickoff  May 
Says  Michael  Goldstein,  c 
of  Toys   'R'  I 
America's  No 
toy  merchai 
*|    "This  is  t 
/   next  Bean 
Babies." 
Toys   'R'  i 
planted  several  thej 
sand   in   its  We' 
Coast  stores  to  t| 
demand.  Two  da; 
later,  without  pr 
motion,   they  wei 
gone.  Big  departme! 
stores,  ranging  fro 
hatched     Neiman  Marcus 
"  J.  C.   Penney,  as 
aiming    to    cash    in,  t(j 
They're  busy  building  bo 
tiques   for  Tamagotchi 
shirts,  sweatshirts,  and  basl 
ball  caps.     /.  Jeanne  Dug\ 


HEALTH  DOLLARS 

A  QUICK  CURE  FOR 
LABOR  PAINS 

KAISER  PERMANENTE,  THE 
nation's  largest  hmo,  has  long 
had  union  problems.  So  guess 
who  its  new  ally  is?  The 
afl-oio,  which  has  brokered 
a  peace  agreement  with 
Kaiser's  eight  unions. 
Kaiser  gets  the  federa- 
tion's help  in  signing  up 
union  members  nation- 
wide for  its  health  plan. 

The  nonprofit  hmo, 
must  recently  hit  with  a 
one-day  nurses'  walkout 
in  Oakland,  would  give 
labor  input  into  all  lev- 
els of  decision-making, 
right  up  to  the  executive 
suite.  Union  members  ~ 
would  gain  layoff  protections. 
And  Kaiser's  unions  would  be 
able  to  organize  new  employ- 
ees without  management  op- 
position— a  key  concession. 

Having  the  AFL-CIO  pro- 
mote   it    among  member 


unions  would  be  a  great  bo 
to  Kaiser,  which  is  fighti 
well-funded  efforts  from  f( 
profit  hmos  trying  to  swi 
its  business.  Kaiser's  targ 
16  million  union  househc 
particularly  those  of  M: 
western  factory  workers.  T 
afl-cio's  pact  also  may  b 
ster  Kaiser's  image,  whi 


KAISER  /nils  hii  ions 


has  been  damaged  by  la 
suits  over  quality  issues  I 
California  and  Texas.  Kais 
settled  the  Texas  suit  A 
18  by  paying  a  $1  million  fii 
while  not  admitting  wrorj 
doing.         Aaron  Bernsm 
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RS/6000 


BUSINESS  SOLUTIONS 


Locates 


hHuft 


boots 


elusive 
customer, 


Where  do  today's  leading-edge  retailers  discover  new  opportunities  for  growth?  We  guided  REI,  a  well-known  outdoor  outfitter, 
e  IBM  RS/6000?  Using  proven  e-commerce  solutions,  we  showed  REI  how  an  RS/6000  can  use  the  power  of  the  Internet  to 
:h  new  customers.  We  easily  integrated  it  into  their  existing  systems.  And,  because  RS/6000  solutions  are  remarkably  scalable, 
needn't  worry  about  turning  away  business.  How  can  the  RS/6000  supply  your  business  with  a  powerful  e-commerce  tool?  For  the 
tion  that  fits  your  needs,  drop  by  www.rs6000.ibm.com/solutions  or  call  1  800 IBM-2468,  ext.  FA056. 


tS/6000aie  registered  trademarks  and  Solutions  tor  a  small  plane!  is  a  trademark  ol  IBM  Corp  All  other  company 
Jduct  names  are  trademarks  or  registered  trademarks  ol  their  respective  companies  C>1997  IBM  Corp 
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NEW  WORLD  ORDER 


THE  SWOOSH  INDEX  FOR  EMERGING  MARKETS 


WHICH   EMERGING   NATION  S 

economy  is  about  to  take 
off?  Jardine  Fleming  Securi- 
ties has  come  up  with  the 
Nike  indicator,  which  is 
pointing  to  Vietnam. 

The  investment  firm  has 
found  that  once  Nike  selects  a 
factory  site,  economic  growth 
and  rising  stock  markets  fol- 
low. Nike  first  started  using 
Japanese  plants  in  1964. 
When  labor  costs 
there  climbed 


in  the  mid-1970s,  it  gave 
South  Korea  and  Taiwan  a 
run.  In  the  1990s,  production 
jumped  to  Indonesia  and  Chi- 
na, which  now  account  for 


two-thirds  of  Nike  output. 
Nike  pulled  back  from  Thai- 
land recently  ahead 
of  a  collapse  in 
stock  and  proper- 
ty prices.  Next 
up:  Vietnam.  While 
production  there  is 
now  only  2%  of 
Nike  output,  that's 
expected  to  double 
within  a  year. 
When  choosing  fac- 
tory sites,  Nike  looks 
for  cheap  labor.  How- 
ever, it  also  picks  coun- 
tries with  stable — usually 
authoritarian — leadership, 
decent  infrastruc- 
ture, a  pro-business 
government,  and  a 
liberal  trade  regime. 

When  it  decides 
to  leave,  that  doesn't 
signal  the  end  of  prosperity. 
It  often  means  that  countries 
are  ready  to  move  on  to 
high-end  manufacturing.  And 
democracy.  Mark  L.  Clifford 


AFTERLIVES 

AN  OIL  SHEIKH  SEES 
ANOTHER  OPEC  ROUT 

BACK  IN  THE  1970S,  NO  ONE 
symbolized  the  power  of  Mid- 
dle East  oil  producers  more 
than  Sheikh  Ahmed  Zaki 
Yamani,  the  Saudi 
Arabian  oil  minis- 
ter and  a  leading 
opec  spokesman. 
He  left  his  post  in 
1986  when  oil 
prices  hit  bottom. 
History,  he 
thinks,  may  soon 
repeat  itself. 

The  sheikh  sees 
some  parallels 
between  today's 
market-share  bat-  " 
ties  among  producers  and 
those  that  led  to  the  mid- 
1980s  collapse.  Middle  East 
crude  now  fetches  $17.50  a 
barrel.  If  it  falls  far  below 
$16,  "that  will  create  a  serious 


financial  situation  in  Saudi 
Arabia,"  says  Yamani.  But  he 
says  the  country  likely  won't 
cut  production  to  help  other 
producers.  On  the  political 
front,  he  expects  stability  in 
the  kingdom,  despite  ques- 
tions about  who  will  succeed 
aged  King  Fahd:  "Succession 
will  go  smoothly." 

Today,  Yamani 
spends  most  of  his 
time  in  his  homes 
in  Jidda,  Geneva, 
and  London.  He 
sometimes  lectures 
at  Harvard  law 
school,  where  he's 
an  alum.  The 
sheik,  now  66,  re- 
mains a  major 
heaper  gas  voice  through  his 
"  London  consultan- 


cy, the  Center  for  Global 
Energy.  He  also  bankrolls  ef- 
forts to  preserve  ancient  Ara- 
bic and  Islamic  manuscripts 
through  his  personal 
foundation.  Gary  McWilliams 


DRAWN  &  QUARTERED 


PRODUCT  PEEK 

FROM  FINLAND,  ONE 
FOR  THE  HEART  

WHEN   RAISIO   GROUP  LAST 

year  released  Benecol  mar- 
garine, the  tiny  Finnish  food- 
maker  couldn't  keep  up  with 
demand — even  though,  at  $9 
a  pound,  the  product  costs 
seven  times  as  much  as  ordi- 
nary margarine.  Why  the 
excitement?  Benecol  contains 
a  patented  ingredient,  called 
stanol  ester,  that  blocks  the 
body's  absorption  of  choles- 
terol. A  1995  study  by 
Helsinki  researchers  showed 
that  regular  use  of  Benecol 
reduced  cholesterol  levels 
by  an  average  of  12%. 

Raisio  plans  a  global  roll- 
out next  year,  starting  in  Eu- 
rope. Since  Finnish  regula- 
tors have  approved  its 
medical  claims,  the  company 
can  promote  the  margarine's 


cholesterol-cutting  benefit 
throughout  the  Europea 
Union.  The  U.  S.  may  prove 
harder  sell;  a  federal  0. 1 
could  take  years.  So  Rais: 
may  simply  sell  the  produi 
in  America  as  "margarir 
from  Finland"  and  let  doctoi 
spread  the  good  word. 

To  Michael  Finney  of  Drei 
dner  Kleinwort  Bensoi 
Benecol  is  "the  next-genen 


OLEO:  Cholesterol  cutter? 

tion  NutraSweet."  He  pr< 
diets  annual  worldwide  sale 
of  almost  $400  million  b 
1999,  up  from  $12  million  las 

year.        William  Echikso 


THE  BIG  PICTURE 


BETTING  HEDGES 

After  a  few  years  of  heady  increases,  hedge  fund  growth 
slowed  down  in  1996,  albeit  to  a  respectable  16%.  Blame 
more  mundane  performance  in  these  funds  for  high  rollers, 
with  an  average  return  of  21%,  vs.  22%  for  the  S&P  500. 


DATA:  HEDGE  FUND  RESEARCH 


FOOTNOTES  Premium  cigar  imports  to  the  U.  S.,  in  1995:  1  76.3  million;  in  1996:  293.7  million 
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INTERNET  SOLUTIONS 


Hani 

ofs 


Building  a  Website  that  will  attract  millions  of  fans  requires  a  powerful  teammate.  An  IBM  RS/6000'  Internet  solution  handles 
ly  of  the  busiest  Websites  around:  the  NHL,  the  Olympic  Games,  the  PGA  of  America,  even  Wimbledon,  to  name  a  few.  The  reason"? 
icredibly  scalable  UNIX*  operating  system,  AIX*  gives  the  RS/6000  the  flexibility  to  rise  to  any  challenge  -  now  or  down  the  road, 
f  you're  building  an  Internet  site  for  millions  or  an  intranet  for  hundreds,  we'll  help  design  a  winning  solution  for  your  business.  To  learn 
ut  all  of  our  RS/6000  solutions,  stop  bywww.rs6000.ibm.com/solutions  or  call  1 800  IBM-2468,ext.  FA057. 


5000  and  WX  are  regisleied  trademarks  and  Solulions  lor  a  small  planet  is  a  trademark  ol  IBM  Corp  UNIX  is  a 
J  trademark  in  the  U  S  and  other  countries,  licensed  exclusively  Ihrough  X/Open  Company  Limited  All  other 
and/or  product  names  are  Irademarks  ot  registered  trademarks  of  their  respective  companies  ©1997  IBM  Corp 
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The  world's  leading  Life  Sciences  company. 
Formed  by  the  merger  of  Ciba  and  Sandoz. 


Jtrition 


What  kind  of  power  can  an  energy  company 
have  over  mother  nature? 

Speed.  And  whether  it's  tornadoes  or  hurricanes,  our  five  million  customers  at  home  and  abroad  know  they  can  depend  on 
our  experience,  energy  and  reliable  service.  Because  we'll  have  the  electricity  flowing  again  faster  than  a  bolt  of  lightning. 

SOUTHERN  zl 

COMPANY 

■:.http://www.southernco.com   •  Energy  to  Serve  Your  World™  . 

.i'.V'. '996  Southern  Company  nj',1.**"       <r',"y.'  ,  ,'  '■'  "-<  , 


BusinessWeek 


-CHIEF:  Stephen  B.  Shepard 
5  EDITOR:  Mark  Morrison 
NOMIST:  William  Wolman 
T  MANAGING  EDITORS: 

rtlett.  Robert  J.  Dowling,  G.  David  Wallace 
,TOR:  Malcolm  Frouman 
;0RRESP0NDENTS:  Keith  G  Felcyn 

HT0RS:Bob  Arnold  (New  Media),  Frank  J.  Comes,  James  E. 
tf  Lewis,  Paul  Raeburn,  Kathy  Rebello,  Jane  A.  Sasseen,  Ciro 
ie  Walczak  (Washington),  Elizabeth  Werner,  Chris  Welles, 
Zucker 

PAGE  EDITOR:  Bruce  Nussbaum 

RITERS:  Anthony  Bianco,  John  A  Byrne.  William  Glasgall,  Jeffrey 
nan,  Gene  G-  Marcial,  Karen  Pennar,  Otis  Port,  Gary  Weiss 
;S:  Janes  C.  Cooper  (Sr.  Economist/Business  Outlook  editor), 
Madigan  (Assoc.).  Michael  J.  Mandel  (Economics  editor), 
(Assoc.).  Gene  Koretz  (Economic  Trends  editor) 
I0NAI:  Christopher  Power  (Asian  Edition  editor),  Rose  Brady 
onal  Edition  editor),  Duane  E.  Anderson,  Pete  Engardio 
■lews  editors),  John  Templeman,  (Political  Affairs  editor), 
ner  (Europe  editor),  Shen  Prasso  (Asia  editor).  John  Pearson 
lerica  editor) 

E  EDITORS:  Catherine  Arnst,  Aaron  Bernstein.  Amy  Dunkin, 
Hammonds,  Kelley  Holland,  Mary  Kuntz,  Leah  Nathans 
3d  Strasser  (Enterprise) 
!DIT0R:  Lawrence  Lippmann 
RT  DIRECTOR:  Francesca  Messina 

:NT  EDITORS:  Books:  Hardy  Green.  Computers:  Ira  Sager  Corporate 
tiillip  L.  Zweig  Corporations:  I.  Jeanne  Dugan,  Jennifer  Reingold. 
airs:  Mike  France  Markets  &  Investments:  Suzanne  Wooliey. 
izabeth  Lesly  Money  &  Banking:  Alison  Rea.  People:  Denise 
Personal  Business:  Edward  C.  Baig.  Science:  Naomi  Freundlich. 
ds:  Frederick  F.  Jespersen.  Software:  Amy  Cortese.  Technology: 
i  Up  Front:  Larry  Light 

TORS:  Lori  Bongiorno,  Kerry  Capell,  Paul  M.  Eng,  Toddi  Gutner, 
jnhardt,  Lisa  Sanders,  Edith  Updike 

TORS:  Prudence  Crowther,  Harry  Maurer  (Deputy  chiefs),  Marc 
m  Taibi  (Asst.  chiefs);  Tim  Belknap.  Aleta  Davies,  Jack 
Doug  Royalty  (Sr.  copy  edikrs),  Giles  Blunt,  Cynthia  McClean, 

landel,  Anne  Newman,  David  Pengilly,  Malka  Percal  (Copy 

Gail  Fowler.  Maria  Chapm,  Aida  Rosano,  Oluwabunmi  Shabi 

lers) 

ION  COPY  EDITORS:  Lawrence  Dark  (Chief),  Hallberg  Hall- 
n,  Celine  Keating.  B.  Kite,  Robert  S.  Norman,  Robert  J. 
g,  Victoria  Rubin 

Petrow,  Steven  Taylor  (Deputy  directors),  Don  Besom,  Alice 
Vidree  Kahlmorgan.  Christine  Silver  (Assoc.  directors)  Graphics 
Media:  Arthur  Eves  (Creative  director),  Joan  Danaher  (Graphics 
Rob  Doyle  (Assoc.  graphics  director),  Alan  Baseden,  Lisa 
iraiman,  Alberto  Mena,  Ray  Vella  (Graphics  illustrators),  Jaime 
np  (New  Media  artist),  Matt  Kopit  (New  Media  producer) 
Stephen  J.  Romeo  (Director),  Annette  Kennedy  (Mgr.),  Alan 
Asst.  manager),  Joseph  Rhames  (Coordinator) 
Scott  Mlyn  (Deputy  Picture  editor);  Anne  Murray,  Andrew 
ionnie  Weil  (Assoc.  Picture  editors);  Bettina  Baudom,  Michael 
'.athleen  Moore  (Asst.  Picture  editors);  M.  Margarita  Eiroa 
vlgr.);  Lawrence  Crowe  (Librarian);  Sarah  Greenberg  Morse 
searcher) 

.OPERATIONS:  Yvonne  F.  Rodriguez  (Production  director).  Wally 
Nicholas  M.  White  (Production  managers).  Bruce  M.  Arnold, 
tcher,  Thomas  R.  Dowd,  Stephen  R.  Lebron,  Fidel  Lee,  Jody  A. 

Jose  L.  Martin,  Jane  M.  Perkmson.  Laura  Reissman,  Edgardo 
aren  Turok,  Use  V.  Walton,  Barbara  Wilhelm  (Makeup  editors). 
I  Pearson  (Traffic  manager),  Guillermo  Ortiz  (Traffic  clerk) 
i: Thomas  L.  Morgan  (Director);  Richard  Balestrmo,  Marie 
yant,  Stephanie  Rossi,  Marta  Skrelja,  Craig  Sturgis 
>  WEEK  ONLINE:  Michael  Mercuno  (Managing  editor),  A.  Peter 
3b  production  manager).  John  A.  Dierdorff  (Consulting  editor) 
ONDENTS:  Atlanta:  David  Greismg  (Mgr.).  Nicole  Harris  Boston: 
remont  (Mgr.),  Paul  C.  Judge,  Geoffrey  Smith.  Chicago:  Richard 
ler  (Mgr.),  Greg  Burns,  Susan  Chandler,  Peter  Elstrom,  Ron 

II  Cleveland:  Peter  Galuszka  (Mgr.).  Connecticut:  Tim  Smart 
jsan  Jackson  Dallas:  Wendy  Zeilner  (Mgr ),  Stephanie  Anderson 
tetroit:  Kathleen  Kerwm  (Mgr.),  Keith  Naughton,  Bill  Vlasic 
Gary  McWilliams  (Mgr.).  Los  Angeles:  Ronald  Graver  (Mgr.),  Larry 
g  (Sr.  Correspondent),  Kathleen  Morris,  Eric  Schine  Miami: 
leorge  (Mgr.).  Philadelphia:  Joseph  Weber  (Mgr.).  Pittsburgh: 
Baker  (Mgr.)  San  Francisco:  Joan  O'C  Hamilton  (Mgr.),  Peter 

Linda  Himelstein,  Robert  D.  Hof,  Andy  Reinhardt  Washington: 
llmann  (Sr.  News  Editor),  Douglas  Harbrecht  (News  Editor), 
rett.  Amy  Borrus,  John  Carey  (Sr.  correspondent),  Stan  Crock, 
Del  Valle,  Richard  S.  Dunham,  Paula  Dwyer  (Sr  correspondent), 
ust,  Susan  B.  Garland.  Howard  Gleckman  (Sr.  correspondent), 
>nusson,  Mike  McNamee,  Mary  Beth  Regan,  Michael  Schroeder, 

H.  Wildstrom  (Technology  &  You),  Catherine  Yang.  Frankfurt: 
sterson  (Mgr.)  Karen  Lowry  Miller.  David  Woodruff  Hong  Kong: 
rnathan  (Mgr.),  Mark  L.  Clifford,  Bruce  Einhorn. London:  Stanley 
Igr.),  Julia  Flynn,  Mexico  City:  Gen  Smith  (Mgr.).  Moscow: 
<ranz  (Mgr.).  Paris:  Bill  Javetski  (Mgr.),  Gail  Edmondson  Rome: 
isant  (Mgr  I.  Sao  Paulo:  Ian  Katz  (Mgr  j  Tokyo:  Brian  Bremner 
Robert  C.  Neff  (Contributing  editor),  Steven  V.  Brull,  Emily 

Toronto:  William  C.  Symonds  (Mgr.) 
1  SERVICES:  Broadcasting:  Ray  Hoffman   Business  Manager: 

Boynton.  Information  Services:  Jamie  B.  Russell  (Director), 
tevens  (Mgr.),  Judi  Crowe  (Asst.  editor),  Debra  Dreskin,  Fred 
:rg,  Robert  Roeker,  Barbara  Silverbush  Office  Manager:  Roselyn 
'ublic  Relations:  Christine  Summerson,  Josephine  Coppola. 

Report:  Yvette  Hernandez  Reprint  Permission:  Janet  Gonzalez 

ER:  David  G.  Ferm 
DERATIONS:  Gary  B.  Hopkins 

I.  S.  SALES:  William  P.  Kupper  Jr. 

1ARKETING  8.  BRAND  DEVELOPMENT:  Harold  K.  Somerdyk 

>UMER  MARKETING/CIRCULATION:  Steven  R.  Aster 

iTEGIC  PLANNING  &  PRODUCT  DEVELOPMENT:  Kimberly  Greer 

ES: Constance  E.  Bennett  (International),  Joanne  K.  Bradford 

i  Region),  Dan  Dunn  (Midwestern  Region),  Robert  H.  Kelly 

ist  Region).  Louis  R  Mohn  (Southeast  Region) 

JEGIC  PROGRAMS:  James  H.  McGraw  IV 

S  DEVELOPMENT:  Mark  A  Flmn 

IAGING  DIRECTOR/ASIA:  Harold  J  Berry  III 

IAGING  DIRECTOR/EUROPE:  Fritz  Krusebecker 

INOLOGY:  Thomas  J.  Reed 

LLER:  Gary  M.  Singer 

R,  ADVERTISING  BUSINESS:  Linda  F.  Carvalho 


Readers  Report 


THIS  SCHOOL  PARTNERSHIP 
DOESN'T  SKIMP  ON  DEMOCRACY 

The  title  of  your  article  on  the  Boston 
University-Chelsea  Partnership,  "Demo- 
cratic? No.  Effective?  Yes"  (Social  Is- 
sues, Apr.  7),  should  have  been  changed 
to  say  "Democratic?  Yes." 

The  reason  the  school  committee  has 
not  overruled  any  decisions  is  because 
there  were  discussions  between  both 
parties  before  the  decisions  were  made. 
We  have  public  sessions  at  all  the  school 
committee  meetings  for  community  in- 
put, as  does  the  Boston  University 
Management  Team. 

The  partnership  has  taken  time  to 
develop,  and  the  wrinkles  are  being 
ironed  out.  If  I  did  not  think  or  truly 
believe  that  we  were  going  in  the  right 
direction,  I  never  would  have  made  the 
motion  to  extend  the  contract. 

Under  the  leadership  of  Superinten- 
dent Douglas  A.  Sears,  who  has  been 
the  most  positive  supeiintendent  I  have 
ever  known,  we  have  come  a  lot  closer 
to  our  goals  than  ever  before.  He  has 
taken  the  politics  out  of  the  school  sys- 
tem and  is  concentrating  on  the  educa- 
tional component  for  our  children,  teach- 
ers, and  administrators.  He  has  truly 
been  a  diplomat  in  this  community  in 
cementing  relations  under  very  trying 
times.  I  have  never  known  any  other 
superintendent  to  put  in  the  hours  he 
has  to  assure  our  children's  educational 
and  safety  needs  are  being  met. 

Elizabeth  A.  McBride 
Chairman 
Chelsea  School  Committee 
Chelsea,  Mass. 

THE  MILK  OF  HUMAN 

PUBLIC  RELATIONS  

Contrary  to  the  impression  given  by 
your  article  ("Milk  mustaches  don't  tick- 
le folks,"  Up  Front,  Apr.  14),  the  milk 
marketing  campaign  has  made  great  in- 
roads to  change  attitudes  and  turn 
around  milk  consumption  in  a  very  short 
time.  Here  are  the  facts: 

For  the  first  year,  the  goal  of  the  milk 
mustache  campaign  was  to  change  atti- 


CORRECTIONS  &  CLARIFICATIONS 

"Handle  this  tax  dodge  with  care"  (Personal 
Business,  Apr.  7)  misstated  the  name  of  an 
organization  of  lawyers  specializing  in 
trusts  and  estates.  It  is  the  American  Col- 
lege of  Trust  &  Estate  Counsel. 

James  M.  Wells  III,  president  and  chief  oper- 
ating officer  of  Crestar  Financial  Corp.,  is 
not  dead,  as  was  wrongly  reported  in  a  foot- 
note in  the  tables  accompanying  "Executive 
Pay"  (Cover  Story,  Apr.  21). 


tudes  and  correct  misconceptions  about 
milk  and  milk's  negative  association  with 
health  issues,  fat  content,  relevance  in 
an  adult's  diet,  and  image.  Research 
shows  we've  done  that.  Milk's  image  has 
improved. 

Kurt  Graetzer 
Executive  Director 
Milk  Processor  Education  Program 
Washington 

Editors  note:  While  U.  S.  milk  consump- 
tion grew  in  1996,  per  capita  sales  fell, 
as  business  week  reported. 


Why  am  I  not  surprised  that  the  "milk 
mustache"  ads  aren't  doing  much  to  im- 
prove milk  consumption?  The  advertise- 
ments reinforce  the  idea  that  milk  is  a 
thick,  heavy,  high-fat  beverage — certain- 
ly not  the  choice  of  boomers  looking  to 
avoid  or  shed  those  middle-aged  pounds. 
Interestingly,  your  article  points  out  that 
skim  milk  consumption  is  up  5%. 

A  glass  of  milk  has  as  much  fat  as 
five  strips  of  bacon.  For  $300  million, 
you'd  think  the  ad  agency  would  at  least 
ask  a  couple  consumers  why  they're  not 
drinking  milk. 

Craig  Rairdin 
Cedar  Rapids,  Iowa 

DOCTORS  CAN  CURE 

THE  PATIENT-CARE  GAP,  TOO 

I  enjoyed  "Doctors  Inc."  (Social  Is- 
sues, Mar.  24)  and  concur  with  much  of 
the  writer's  assessment  of  the  physi- 
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•  A  BRIEFCASE  GUIDE  FOR  SENIOR  EXECUTIVES 

•  Internet  -  Client-Server  -  Objects 

•  The  Business  Reality  behind  the  Three  Technologies 


This  Briefcase  Guide  clearly  explains  the 
challenges  and  opportunities  behind  the  three 
technologies  and  how  your  company 
can  navigate  them. 


•  Internet,  Intranet,  Extranet 
Technology  toys  or  business  tools? 

•  Client-Server  Networks 
Flexible  solutions  or  investment 
black  holes? 

•  Objects 
The  foundation 
change  capable  soffjhire? 


tor  your  FREE  copy  of  the  Three  Technologies 
Briefcase  Guide,  please  call  (800)  441-4768. 

Also  ask  for  details  about  other  guiles  in  this  series. 
Sponsored  by  JBA  and  IBM 

JBA  is  a  world  leader  in  integrated  enterprise-wide  financial, 
manufacturing  and  logistics  software. 


For  your  FREE  Three  Technologies  guide,  call  (800)  441-4768  or  fax  the 
coupon  to:  (800)  W>5(I0.  Or  visit  http://www.jbaintl.com 


Name 

Title 

Company 

Address 

City 

State 

Zip  Code 

Tel  No. 

Readers  Report 


cian-practice-management  (ppm)  inc 
try.  I  did  note,  however,  that  one  of 
fundamental  roles  of  truly  vision 
ppms  is  not  mentioned  in  your  arti 
improving  patient  care. 

NeuroSource,  a  specialty  ppm,  wo 
with  its  physician  and  hospital  partr 
to  create  neuromedical  "centers  of 
cellence."  These  have  four  compone 
specialist  physicians;  advanced  diagr 
tic  and  treatment  technology;  comj; 
hensive,  interdisciplinary  patient  a 
and  strong  research  programs. 

The  costs  associated  with  creat 
and  maintaining  the  centers  are  grt 
But  so  are  the  rewards.  When  ph 
cians  do  only  what  they  do  best  and 
it  with  the  most  sophisticated  eqi 
ment  available,  better  patient  outcoi 
result.  These  superior  outcomes  atti 
both  patients  and  payers. 

ppms  with  commitments  to  impro 
patient  care  as  well  as  cost-effecti 
ness  and  profitability  will  prove  to 
Wall  Street's  best  bet. 

Peter  Br 
Chief  Operating  Offi 
NeuroSource 
Chic 

DO  WE  REALLY  NEED 

EPA  DUST  STANDARDS?  

Your  article  on  the  Enviromnen 
Protection  Agency's  proposed  standai 
to  regulate  outdoor  dust,  smoke,  a 
smog  ("The  dustup  over  fine  air  pol 
tants,"  Environment,  Mar.  24)  says  t 
epa  is  combing  through  thousands 
public  comments  on  its  controversial  ro 
plan.  Unfortunately,  the  unrealistic  de; 
line  for  the  epa  to  make  a  final  decisi 
will  not  allow  time  for  the  agency 
take  a  close  look  at  the  public  commen 

Despite  your  attempt  to  mislead  res 
ers  into  believing  that  only  Big  Bu 
ness  is  against  the  epa  plan,  scores  of  s 
entists,  economists,  small  busine 
leaders,  governors,  mayors,  local  officis 
and  members  of  Congress  of  both  parti 
are  questioning  whether  these  new  ste 
dards  make  sense.  So  are  members 
the  Clinton  Administration. 

The  cmcial  point  is  that  if  spendi: 
billions  of  dollars  each  year  would  rea 
improve  public  health,  there  would  n 
be  any  question  about  the  need  for  t 
rules.  But  the  truth  is  that  the  benef 
are  highly  questionable. 

If  the  epa  plan  is  as  convincing  as  t 
agency  claims,  why  not  seriously  revif 
the  public  comments  and  allow  time  i 
honest  public  debate? 

Paul  Bail 

Air  Quality  Standards  Coaliti 
Washingt 
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Life  has  its  challenges. 
We  offer  more  ways  to  face  them. 


Introducing  the 
No-Deductible  PPO.  See  any 
doctor  in  the  state  and  be 
covered  from  the  very  first  visit. 

No  matter  what  size  your  family  is,  there's 
iow  a  PPO  health  plan  that  fits  everyone.  A 
'PO  without  the  worry  of  ever  meeting  a 
leductible.  One  that  you  can  use  immediately. 
Jo  deductible  to  meet  before  your  coverage 
acks  in.  It's  that  simple.  It's  that  affordable. 

The  Blue  Cross  No-Deductible  PPO 
dlows  you  to  choose  any  doctor  from 


the  Blue  Cross  network  of  almost  40,000 
doctors  and  pay  no  deductible.  Even  if  you 
go  outside  the  network,  you'll  never  pay  a 
deductible.*  The  No-Deductible  PPO.  New 
from  Blue  Cross  of  California. 

Call  1-800- 145-9400  or  your  Blue  Cross 


agent  or  broker  for  more  information. 

The  privilege  of  choice.  The  affordable 
access  you  want.  Just  one  of  the  many 
ways  Blue  Cross  of  California  helps  you 
face  life's  challenges.  Even  the  ones  you're 
not  expecting. 


£||  Blue  Cross  of  California 

For  every  life  there  is  a  plan. 


www.bluecrossca.com 


Health  Plans  for  Individuals,  Seniors,  Large  and  Small  Businesses.  Options  for  Dental,  Life,  Pharmacy  and  Workers'  Compensation. 


Hue  Cross  of  California  (BCC)  is  an  independent  licensee  oj  the  Blue  Cross  Association  (BCAJ.  Medical,  Dental  and  Pharmacy  Coverage  provided  by  BCC  and  BC  Life  &  Health 
nsurance  Co.  Life  Insurance  provided  by  BC  Life  6  Health  Insurance  Co,  Workers  Compensation  provided  by  UNICARE  Insurance  Co.  ®  is  a  registered  mark  of  BCA  SM  is  a 
ervice  mark  of  Wellpoint  Health  Networks  Inc.  ©1997  BCC.  *  Out  of  network  benefits  are  limited 
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The  National  Organization  |i 

Salute  Members  t 


w  provide  you 

with  a  competitive 
advantage.  We  are 
natural  problem- 
solvers  and 
innovative  in 
responding  to 
change.  Hire  us! 
We're  good  for 
your  business." 


Jennifer  Sheehv 

MBA  Candidate 
Georgetown  University 
(3.9  GPA) 


he  National  Organi- 
zation on  Disability 
(N.O.D.)  established 
the  CEO  Council  to 
recognize  America's  business 
leaders  for  their  support  of  peo- 
ple with  disabilities  in  the  work- 
force. These  leaders  and  their 
companies  believe  that  a  person's 
ability,  not  disability,  is  what 
counts  in  doing  a  job. 

Through  their  annual  mem- 
bership contributions,  CEO 
Council  members  support  N.O.Ds 
innovative  efforts  to  enable  people 
with  disabilitie  s  to  participate  more 
fully  in  their  community  and  in  all 
aspects  of  life. 


Trustees  Circle 

J.C.  Penney  Co.,  Inc.,  James  E,  Oesterreicher 
The  McGraw  Hill  Companies,  Harold  McGraw  III 

Chairman's  Circle 

American  K\prev»  Company,  Harvey  Golub 

Business  Week,  David  G.  Ferm 

Merrill  Lynch  &  Co.,  Inc.,  David  H.  Komansky 

Providenl  Companies,  Inc.,  J  Harold  Chandler 

Reicher  Capital  Management  Co.,  leffrey  P,  Reich 

United  Parcel  Service,  James  P.  Kelly 

Westinghouse  Electric  <  lorporation,  Michael  H.  Jordan 

Vice-Chairman's  Circle 

Alcoa,  Paul  O'Neil 

(  itihank,  John  S.  Reed 

Compaq  Computer  Corporation,  Eckhard  Pfeiffer 
Kastman  Kodak  Company,  George  M.C.  Fisher 
Fannie  Mae.  James  A  Johnson 
HJ.  Heinz  Company.  Anthony  II  O'Reilly 
Mobil  Corporation.  Lucid  A-  Nolo 


New  York  Slock  Exchange,  Richard  A.  Grasso 
Potomac  Electric  Power  Company.  Edward  F.  Mitel 
Xerox  Corporation.  Paul  A.  Allaire 

President's  Circle 

Ameritech,  Richard  C.  Notebaert 
AT&T.  Robert  E.  Allen 
CBS,  Inc.,  Michael  H  Jordan 
Chrysler  Corporation,  R.J.  Eaton 
Dorsar  Investment  Company,  Stephen  L.  Feinberj 
Exxon  Corporation,  Lee  Raymond 
GTE  Corporation,  Charles  R  Lee 
Joseph  E.  Seagram  &  Sons,  Inc.,  Edgar  Bronfman 
National  Broadcasting  Company,  Robert  C.  Wrigl 
Owl  Hollow  Enterprises,  Philip  E.  Beekman 
Win.  Wrigley,  Jr.  Company,  William  Wrigley 
Woolworth  Corporation.  Roger  Farah 

Leadership  Circle 

Alex  Lee,  Inc.,  Boyd  L.  George 
Allstate  Insurance  Company,  Jerry  D  Choate 
Anheuser-Busch  Companies,  Inc.,  August  A  Busch 
Apple  Computer.  Inc.,  Gilbert  F  Amelio 
Avon  Products  Inc..  James  L.  Preston 
Bristol-Myers  Squibb,  Charles  A  Heimbold.  Jr. 
Capital  Cities/ABC,  Inc..  Robert  A  Eiger 
Champion  Enterprises,  Inc.,  Waller  R  Young,  Jr. 
CIGNA  Group  Insurance,  John  K.  Leonard 
CONRAIL,  Inc.,  David  LeVan 
I'he  Dun  &  Bradstreet  Corporation,  Volney  Taylo 
Ford  Motor  Company,  Alexander  J.  Trotman 
Eortis  Benefits  Insurance  Company,  Robert  B  Pollot 
Gannett  Broadcasting,  Cecil  L.  Walker 
General  Electric  Company,  John  F.  Welch,  Jr 
General  Motors  Corporation,  John  F  Smith,  Jr 
Harvard  Pilgrim  Health  Care,  Allan  Greenberg 
Henry  Ford  Health  System,  Gail  L.  Warden 
The  Hearst  Corporation,  Frank  A  Bennack,  Jr 
Ingersoll-Rand  Company,  I  F  Perrella 
ITT  Hartford  Life  Insurance  Companies. 

Low  ndes  A  Smith 
Johnson  &  Johnson.  Ralph  Larsen 
Kellogg  Company,  Arnold  G  I  angbo 
Mallinckrodt  Medical.  Inc.,  Robert  G  Moussa 
Marriott  International.  Inc..  J  W.  Marriott  li 
Northrop  Grumman,  Kent  Kresa 
PPG  Industries,  Inc.,  Jerry  E  Dempsey 
K.IR  Nabisco  Holdings  Corp..  Steven  Goldstone 
Rockwell,  Donald  R.  Beall 

Sando/  Pharmaceuticals  (  orporation.  E  J  Fullag; 

Schering-Plough  Corporation,  Robert  P.  Luciano 

Shell  Oil  Company,  Philip  J  Carroll 

Tenet  Healthcare  Corporation.  Jeffrey  C.  Barbakov 

Towers  Perrin,  John  T  Lynch 

United  Capital  Group,  JP  Mililli 

UST  Inc.,  Vincent  A.  Gierer 

U.S.  Can  Company.  William  J  Smith 

Warner-Lambert  Company,  Melvin  R.  Goodes 

Worthington  Industries,  John  P  McConnell 

Council  Circle 

Advocate  Health  Care.  Richard  R  Risk 
Alcatel  Network  Systems,  Inc.,  David  E.  Orr 
Allegheny  Health.  Education  &  Research 
Foundation.  Sheril  S  Abdelhak 


New  Competitive  Advantage 

isability  and  BusinessWeek 
e  CEO  Council 


leghany  I  ndium  Corp.,  R  P.  Simmons 

bin/  I  ift  Insurance  (  umpam  if  Narth  Allien',  a. 

Lowell  C.  Anderson 

nerican  Brands,  Inc..  Thomas  (  Hays 
merican  Home  Products  Corporation, 

John  R  Stafford 
tnerican  Physical  Therapy  Association, 

Marilyn  MoM.n 
mgen  Inc.,  Gordon  M  Binder 
VIP  Incorporated.  William  J.  Hudson 
iichor  Industries  International,  Vincent  J  Naimoli 
ndersen  Corporation,  Jerold  W.  Wulf 
rchcr  Daniels  Midland  Company, 

Dwayne  O  Andreas 
ri/.ona  Public  Service  Co.,  O.  Murk  DeMichele 
ndersen  Worldwide,  Lawrence  A.  Weinbach 
ssociation  of  Trial  Law  y  ers  of  America. 

How  ard  F.  Twiggs 
P&T  Wireless  Services,  Inc.,  Sieve  Hooper 
ink  of  America,  David  A.  Coulter 
jnk  of  New  York,  J  Carter  Bacol 
•aeon  Properties  Corporation,  Alan  M.  Leventhal 
elfinance  Haussmann,  Louis  B.  Lloyd 
el!  Atlantic,  Raymond  W.  Smith 
etz  Laboratories,  Inc.,  William  R.  Cook 
lack  &  Veatch,  PJ.  Adam 
he  Boeing  Company,  Frank  A.  Shrontz 
ozell,  Jacobs,  Kenvon  &  Eckhardt, 

Charles  D.  Peebler.  Jr. 
ridgestone/Kirestone,  Inc.,  Masatoshi  Ono 
rinker  International  Inc.,  Ronald  A.  McDougall 
rooklyn  Union  Gas  Company,  Robert  B.  Catell 
alifornia  Steel  Industries,  Inc.,  Marcus  Mota  e  Silva 
ambrex  Corporation,  James  A  Mack 
harles  Schwab  &  Co.,  Inc.,  Charles  R.  Schwab 
he  Chase  Manhattan  Bank,  Walter  V.  Shipley 
hevron  Corporation.  Kenneth  T.  Derr 
ineplex  Odeon  Corporation,  Allen  K.irp 
he  CIT  Group,  Inc.,  Albert  R.  Gamper,  Jr. 
LARCOR  Inc.,  Lawrence  E.  Gloyd 
he  Clorox  Company,  G.  Craig  Sullivan 
he  Coca-Cola  Bottling  Group  (Southwest),  Inc., 

Edmund  M.  Hoffman 
olgate-Palmolive  Co.,  Reuben  Mark 
omcast  Corporation,  Ralph  J  Roberts 
ommonwealth  Land  Title  Insurance  Co- 
Herbert  Wender 
Computer  Associates  International  Inc.. 

Charles  B.  Wang 
onnell  Limited  Partnership,  William  I-  Connell 
IPC  International,  Charles  R.  Shoemate 
'raig  Hospital.  Denny  O'Malley 
'ubic  Corporation,  Waller  J.  Zable 
tai  ling  International,  Inc.,  Dennis  B  Longmire 
»eloitte  &  Touche  LLP,  J.  Michael  Cook 
Muxe  Corporation,  John  A.  Blanchard  III 
tevro-Teepak,  Inc.,  James  E.  Hermesdorf 
he  Dexter  Corporation  Foundation.  Inc., 

K.  Grahame  Walker 
)iversey  Corp.,  Donald  N.  Gray 
)ole  Food  Company,  Inc.,  David  H.  Murdock 
)ominion  Resources,  Inc..  Thomas  E.  Capps 
>Omino  Sugar  Corporation.  Ed  Makin 
)SC  Communications  Corporation,  James  L  Donald 
)uracell  International  Inc.,  Charles  R  Perrin 
A-hlin  Inc.,  Frederick  J.  Mancheski 


Lcolab  Inc.,  Allan  L.  Schuman 

EG&G,  Inc.,  John  M.  Kucharski 

KMC  Insurance  Companies,  Bruce  G.  Kelley 

Ernst  ei  Young  LLP.  Philip  A  Laskawy 

Fisher  Scientific  International,  Inc., 

Paul  M.  Montrone 
Fleet  Financial  Group,  Terrence  Murray 
Forbes  Magazine,  Malcolm  S.  Forbes,  Jr. 
Frank  Russell  Company,  Michael  J.  Phillips 
Franklin/ 1 empleton  Group  of  Funds, 

Charles  B.  Johnson 
Genentech,  Inc.,  Arthur  Levinson.  Ph.D. 
The  Gillette  Company,  Alfred  M  Zeien 
Glaxo  Wellcome  Inc.,  Robert  A  Ingram 
Golden  Rule  Insurance  Company.  John  M  Whelan 
1  he  Gccdyear  Tire  &  Rubber  (  ampanj 

Samir  Gihara 
Graybar  Electric,  Carl  L  Hall 
< oKiidsin.u  k.  Inc.,  ha  A.  Lipman 
Hasbro,  Inc..  Alan  G.  Hassenfeld 
Household  International,  William  F  Aldinger 
The  Huntsman  Group,  Jon  M  Huntsman 
Illinois  Tool  Works,  Inc.,  W.  James  Farrell 
Invacare  Corporation,  A.  Malachi  Mixon  III 
John  Hancock  Financial  Services,  Stephen  L.  Brown 
Johnson  &  Higgins,  David  A.  Olson 
Johnson  Publishing  Company.  Inc.,  John  II  Johnson 
The  Jordan  Company,  John  W.  Jordan  II 
J. P.  Morgan  &  Company,  Inc.,  Douglas  A.Warner  III 
Keebler  Company.  Sam  K  Reed 
Kemper  National  Insurance  Companies, 

Da\  id  B  Mathis 
Kmart,  Floyd  Hall 

Knight-Ridder  Inc..  P.  Anthony  Ridder 
Landstar  System  Inc.,  Jeffrey  C  Crowe 
Lockheed-Martin,  Norman  R.  Augustine 
Marsh  &  McLennan  Companies  Inc.,  J  C.  Smith 

For  a  free  reprint  of 
BusinessWeek's  "Diversity, 
Making  the  Business  Case  , 
and  more  information  on  how 
you  can  join  the  CEO  Council, 
contact: 

Andrew  J.  Dvorshak 
CEO  Council  Program  Officer,  N.O.D. 
910  16th  Street  NW,  Suite  600 
Washington,  DC  20006 

or  e-mail  ceocouncil@nod.org 

Tel  (202)-293-5960 
Fax  (202)-293-7999 

TDD  (202)-293-5968 
www.nod.org 
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Matsushita  f  leutric  t  srporation  of  Amen;  i 

Richard  Kraft 
I  he  M  r,  Department  Stores  (  cmpany, 

David  C  Farrell 
MidAmerican  Energy  Company,  Stanley  J  Bright 
Motion  Future  Asscici  iti::n  of  Ameri; :i,  In; 

Jack  Valenti 
Motorola  Inc.,  Gary  Tooker 
Multifoods,  Gary  Costley 
Nash  Finch  Company,  Al  Flaten 
NationsBank  Corporation,  Hugh  L  McColl,  Jr. 
NEC  America,  Inc.,  Mineo  Sugiyama 
Nellcor  Puritan  Bennett,  C.  Raymond  Larkin.  Jr. 
New  Venture  Gear,  Fred  L.  Hubacker 
The  New  York  l  imes  ( lompany, 

Arthur  Ochs  Sulzberger 
Nordson  Corporation,  W  P  Madar 
Northeast  I  lilities.  Bernard  M  Fox 
Northern  States  Power  Company. 

James  J  Howard  III 
Novell.  Inc..  Joseph  Merengi 
NYNEX,  Ivan  G.  Seidenberg 
Olin  Corporation,  Donald  W.  Griffin 
Oshman's  Sporting  Goods,  Inc.,  Alvin  N.  Luhctkm 
The  Perkin-Elmer  Corp..  Tony  L.  White 
Pitney  Bowes  Inc.,  Michael  J  Critelli 
PolyGram  Holding  Inc.,  Eric  Kronfeld 
Price  Waterhouse  LLP,  James  J  Schno 
The  Prudential  Insurance  Company  of  America, 

Arthur  Ryan 
The  Reader's  Digest  Association.  Inc.. 

James  P  Schadt 
Reebok  International  Ltd.,  Paul  Fireman 
Republic  New  York  Corporation,  Walter  H  Werner 
The  Riggs  National  Bank  of  Washington  DC, 

Joe  L.  Allbritton 
Safeway  Inc.,  Steven  A.  Burd 
Sea-Land  Serv  ice,  Inc.,  John  Clancey 
SERD/BTS,  Mcrcedese  M.  Miller 
Shaklee,  Chatles  On 
SmithKline  Beecham,  Jan  Leschly 
Sony  Electronics  Inc..  Carl  J.  Yankowski 
Sprint,  William  T.  Esrey 
State  f  arm  Insurance  Companies, 

Edward  B  Rust.  Jr. 
Statistica  Inc.,  Jerry  L  Ashworth,  Sr. 
Steelcase  Inc.,  James  Hackett 
Sunrise  Medical  Inc..  Richard  H  Chandler 
Tambrands  Inc.,  Edward  I  Fogarty 
Tribune  Broadcasting  ( 'o.,  James  < '  Dowdle 
ULLICO,  Inc.,  Robert  A  Georgine 
UNI  M  Corporation,  J.unes  F.  Orr.  Ill 
I  nited  Technologies,  George  David 
US  West,  Inc.,  Richard  D.  McCormick 
VF  Corporation,  Mackey  J.  McDonald 
W.R.  Grace  &  Co.,  Albert  I  Costello 
Washington  Gas  Light.  Patrick  I  Mahei 

The  Washington  Post  Company,  Donald  E.  Grah  

Wells  Rich  Greene  BDDP.  Frank  Assumma 
VHiirlpool  Corporation.  David  R  Whitwam 
Wyse  Technology  Inc.,  Douglas  Chance 


l  lyatt  can  actually  maRe  this  a  weeR  you  11  looR  tor  ward  to. 


nd  why  not?  Business  is  good  and  wherever  that  business  takes  you  in  California,  there's  a  Hyatt 
Hotel  waiting  for  you  at  the  end  of  the  day  Eighteen  gorgeous  properties  in  all.  Each  convenient  to 
California's  major  convention  and  financial  centers.  And,  of  course,  to  the  California  experience. 

Whether  it  be  preparing  documents  while  surrounded  by  a  panoramic  view  of 
San  Francisco,  or  conducting  a  serious  meetitig  on  the  golf  course,  we  understand 
how  business  gets  done  here.  Which  means  we  also  know  what  you  need  to  get  the 
job  done.  For  instance,  you  can  upgrade  to  Hyatt  Business  Plan  which  includes 
breakfast  and  a  room  with  desk,  fax,  waived  telephone  access  fees  and  a  newspaper, 
all  for  a  nominal  surcharge.  And  when  it's  time  to  leave  "the  office,"  our  staff  will  be  happy  to  assist 
you  with  the  what-to-do's  and  the  where-to-go's.  So,  on  your  next  California  business  trip,  be  sure  you 
pencil  in  Hyatt  Hotels.  It's  one  appointment  you'll  always  look  forward  to 
keeping.  Call  your  Travel  Planner  or  1-800-HYATT-CA. 


H  YATT 

HOTELS  &  RESORTS 


Fee!  the  Hyatt  Touch 


Grand  Hyatt  San  Francisco 
Hyatt  Regency  San  Francisco 

Pdrk  Hyatt  San  Francisco 
Hyatt  At  Fisherman's  Wharf 
Hyatt  Regency  San  Francisco  Airport 


Hyatt  Regency  Sacramento 
Hyatt  Samte  Claire  (San  Jose) 
Hyatt  Regency  Monterey 
Hyatt  Rickeys  'Palo  Alto) 
Hyatt  Regency  I  OS  Angeles 


Park  Hyatt  Los  Angeles 

Hyatt  Westlake  Plaza 
(Thousand  Oaks) 

Hyatt  West  Hollywood 

Hyatt  Regency  Alicante  (Anaheim) 


Hyatt  Regency  Long  Beach 
Hyatt  Regency  Irvine 
Hyatt  Newporter  (Newport  Beach) 
Hyatt  Regency  La  Jolla 


GOLF 

DIGEST 

SCHOOLS 


A  Truly  Unique  Corporate  Golf  Experience 

Business  relationships  aren't  built  in  the  board  room. 
They're  custom-tailored  by  Golf  Digest  Schools' 
Corporate  Golf  Experiences. 

Investigate  it  at  800-243-6121. 
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made  us  a  world  leader 

It  helps  you  find  better 
financial  solutions. 


As  a  world  leader  in  insurance  and  investment 
management  ($450  billion),  we  have  some 
assets  that  might  interest  you.  Like 
100,000  professionals  in  more  than  50 
countries.  Like  a  unique  combination  of  local 
knowledge  and  global  perspective.  In  the 
US,  where  we  manage  $230  billion  in  assets, 
you  know  us  as  Equitable.  We  lead  the  industry 
in  the  number  of  agents  who  qualify  as  both 
Chartered  Life  Underwriters  (CLU)  and 
Chartered  Financial  Consultants  (ChFC), 
key  measures  of  professionalism.  That's  why, 
more  than  ever,  we  can  say: 

Go  ahead  you  can  rely  on  us 


INSURANCE  &  INVESTMENT 

with  our  us  member,  EQUITABLE  COMPANIES 

Please  visit  our  Web  site  :  http://www. axa .com 


Books 


BLOOMBERG  BY  BLOOMBERG 

By  Michael  Bloomberg  with  Matthew  Winkler 
Wiley  261pp.  $24.95 


IN  SEARCH  OF 
MICHAEL  BLOOMBERG 


In  the  worlds  of  finance  and  finan- 
cial journalism,  Michael  Bloomberg 
is  a  phenomenon.  He  was  the  first 
one  to  package  a  vast  amount  of  raw  fi- 
nancial data,  analysis  of  that  data,  and 
financial  news — and  make  it  all  avail- 
able on  a  computer  terminal  in  an  easy- 
to-use  format.  It  is  no  exaggeration  to 
say  that  many  money  managers,  corpo- 
rate treasurers,  and  journalists  are 
hooked  on  Bloomberg's  boxes:  They 
need  Bloomberg's  information  to  do 
their  jobs. 

Bloomberg  built  from  scratch  a  $1 
billion  information-and-media  empire 
that  employs  thousands  of  workers 
around  the  world.  His  larger,  better- 
capitalized,  well-entrenched  competitors 
were  hit  squarely  between  the  eyes. 
Now,  Bloomberg  has  succumbed  to  the 
publishing  industry's  demand  for  mem- 
oirs, telling  his  life  story  in  Bloomberg 
by  Bloomberg,  which  he  wrote  with 
Matthew  Winkler,  a  former  Wall  Street 
Journal  reporter  and  now  editor-in-chief 
at  Bloomberg  News.  Organized  loosely 
as  a  chronology,  the  book  is  well-written 
and  lively.  But  readers  must  slog 
through  continual  self-promotion  and 
pontification  to  get  glimpses  of 
Bloomberg's  savviest  moves. 

Bloomberg  only  indirectly  answers 
the  question  that  99%  of  his  readers 
undoubtedly  want  answered:  How  did 
he  achieve  his  success?  A  close  read- 
ing of  the  book  provides  one  answer: 
Merrill  Lynch  &  Co.  Of  course, 
Bloomberg  is  a  bulldog  who  had  the 
talent  to  build  and  administer  the  com- 
plex system.  But  the  backing  of  titan 
Merrill  Lynch  was  key. 

The  book  explains  how  a  down-but- 
not-out  Bloomberg  came  to  Merrill 
Lynch  in  1981  after  being  fired  from 
Salomon  Brothers  Inc. — a  result,  he 
says,  of  political  back-stabbing.  He  per- 
suaded Merrill  to  back  his  plan  to  build 
a  system  that  supplied  data  and  analysis 
of  that  data.  Two  Merrill  traders  even 


helped  him  figure  out  what  to  put  on 
the  system.  Once  he  delivered,  the  firm 
put  up  a  critical  $30  million  for  a  30% 
stake.  Later,  Merrill  Chief  Executive 
Daniel  P.  Tully  graciously  waived 
Bloomberg's  exclusive  contract  with 
Men-ill  so  he  could  market  his  service  to 
others. 

The  other  explanation  of  Bloomberg's 
success  was  his  insight — as  a  former  in- 
sider— into  what  data  Wall  Street  firms 
needed:  At  Salomon  Brothers,  he  had 
been  the  head  of  information  technology. 
He  knew  what  his  clients  required  better 
than  any  other  outside  data 
vendor  or  any  staff  techie. 
And  he  took  high  technology 
on  Wall  Street  seriously  be- 
fore most  others  did,  catch- 
ing the  wave  perfectly. 

His  is  a  classic  tale  of  a 
nimble,  customer-focused, 
entrepreneurial  David  out- 
smarting bureaucratic,  os- 
sified, corporate  Goliaths. 
His  competitors,  Dow  Jones 
&  Co.  and  Reuters,  were 
asleep  at  the  switch,  a  tale 
that  Bloomberg  relishes  re- 
counting. He  gloats  over  the  Journal's 
flattering  1988  page  one  story  that 
praised  the  Bloomberg  service  and  dis- 
paraged Dow  Jones's  Telerate.  The 
writer  of  the  Journal  article?  Co-au- 
thor Winkler,  who  later  went  on  to  build 
Bloomberg  Business  News,  which  is 
now  a  serious  competitor  to  Dow  Jones's 
and  Reuters'  wire  services. 

Anecdotes  about  breaking  into  the 
news  business  in  Washington  and  Tokyo 
make  good  reading.  Bloomberg  also  re- 
lates gripping  stories  about  two  near- 
crashes  in  aircraft  he  was  piloting,  one  a 
helicopter  and  another  a  small  plane. 
He  tells  how  he  saved  a  friend's  life  in 
an  avalanche  on  the  ski  slopes:  He  ar- 
gued with  skeptics  and  obstinately  re- 
fused to  leave  the  spot  where  his  friend 
turned  out  to  be  buried. 


Otherwise,  Bloomberg  on  Bloomb 
is  an  infomercial.  Anyone  who  has  m 
aged  to  make  his  name  part  of  the  v 
nacular,  in  the  fashion  of,  say,  Hei 
Ford,  can  hardly  be  lacking  in  self- 
teem.  He  relentlessly  honks  his  o 
horn:  "I  believe  my  design  instinct,  sa 
savvy,  and  management  skills  are 
best  around."  Bloomberg  even  tal 
partial  credit  for  Merrill  Lynch's  s 
cess.  "By  1987,  Merrill  was  poised 
become  the  world's  top  underwriter 

stocks  and  bonds  We  helped  Mer 

get  there." 

Bloomberg  says  he  wrote  the  be 
because  he  was  too  "pigheaded"  to  ti 
his  friends'  advice  not  to.  He  says 
shares  the  "desire  to  see  one's  name 
print,"  because  "receiving  even  ins 
cere  adulation  is  a  kick."  And  he  wai 
ed  to  "say  something"  that  help 
young  people. 

But  his  life  story,  or  the  semi-sa 
tized  version  we  get  in  the  book,  is 
too  interesting.  The  book  tells 
Bloomberg  came  from 
I  working-class  home  a: 
went  to  Johns  Hopki 
University  and  Harva1 
.  business     school.  Fs> 
JB  enough,  but  do  we  need 
**^B  see  his  baby  pictures?  ; 
deed,  Bloomberg  is  reput 
to  be  a  far  more  interests 
man — one  who  has  a  h 
temper,  loves  profanity,  ar 
is  a  ruthless  competitor. 

That  temper  emerges 
bit,  as  Bloomberg  uses  ti 
book  to  settle  old  score 
"Truth  never  got  in  [his]  way,"  he  says 
one  adversary  in  a  long-ago  battle.  ' 
the  facts  didn't  fit,  he  just  made  the 
up."  And  Bloomberg  frequently  clambe 
up  onto  his  soapbox  to  offer  advice  ths 
while  indisputably  true,  is  heavy-hand< 
and  trite.  He  speaks  in  imperatives:  Th 
is  what  I  do,  you  should  do  it  too.  E 
spends  pages  describing  his  generous  co 
tributions  and  admonishes  readers 
"give  most  of  your  wealth  to  charity!" 

Bloomberg  comes  across  as  a  doe 
an  activist — but  not  as  a  man  who 
self-observant,  ironic,  humorous,  analy 
ical,  or  subtle  enough  to  pen  a  good  ai 
tobiography.  His  legacy  will  surely  t 
his  business,  not  his  book. 

BY  LEAH  NATHANS  SPIR 
Associate  Editor  Spiro  covers  finam 
and  Wall  Street. 


BLOOMBERG  WANTED  HIS  NAME  IN  PRINT, 


BECAUSE  "EVEN  INSINCERE  ADULATION  IS  A  KICK" 


It's  here  I  he  power  you've 
been  waiting  for  in  a  mobile 
PC.  The  Pentium®  processor 
with  MMX'"  technology  is 
now  available  for  the  mobile  platform. 
Combine  our  new  processor  with  software 
written  for  Intel  MMX  media  enhancement 
technology,  and  you  get  great  multimedia. 


communications  and  imaging,  improving 
video  conferences  and  presentations  while 
you're  on  the  road.*  You'll  have  the  power  to 
run  today's  business  applications,  as  well  as 
future  multimedia  applications  that  can  be 
maximized  with  Intel  MMX  technology.  The 
mobile  Pentium  processor  with  MMX  tech- 


nology. Pack  up  and  go.   *-  www.intel.com/mobile 


intel 

The  Computer  Inside: 


©  1997  Intel  Corporation  "As  compared  to  a  Pentium*  processor  without  Intel  MMX™  technology  at  the  same  speed. 


M/t*  ScWfilfe 
9H9KJ  BBwaao 


U^/ry  go        o/r/  route  when  a  supercharged  family  like  yours  can  get  the  latest  on  any 
highway — the  all-new  supercharged  Regal  GS.  With  Regal's  240  horsepower,  you  can  access 
power  ivhen  you  want  it  most.  And  access  information  even  quicker  at  our  very  cool 
site — www.regal.com.  Altogether,  Regal's  quite  the  performer.  In  fact,  Motor  Trend  says, 
"...to  touch  a  similar  import  sedan. ..you'd  need  to  nearly  double  the  sticker." 
The  new  supercharged  Regal  GS  by  Buick.  It's  the  latest  way  of  getting  there. 


by  Buick 


©1 997  GM  Corp.  All  rights  reserve  Regal  is  a  registered  trademark  of  GM  Corp  Buckle  up,  America'  For  more  information,  call  1-800-4A-BUICK. 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

APPLE 
GETS  AN  A' 


Its  Newton-based 
eMate  for  schools 
is  both  kid-friendly 
and  kid-proof 

Whenever  I  visit  a 
school,  I  check  out 
the  computer  equip- 
ment. And  no  matter  how 
up-to-date  the  facility  is,  I  al- 
most always  find  some  Apple 
lis  still  in  use.  The  last  mod- 
el was  produced  in  1989,  but 
these  ancient  machines  just 
keep  chugging  away.  In  fact, 
Apple  Computer  estimates 
that  more  than  2  million  are 
still  used  in  U.  S.  schools. 
They  endure  because  budget- 
starved  educators  have  yet 
to  discover  a  replacement 
with  the  same  virtues  of  low 
cost,  simplicity,  and 
ruggedness. 

An  unlikely  candi 
date  has  arrived.  I 
say  unlikely  be- 
cause it  is  the  off- 
spring of  Apple's 
much-maligned 
Newton,  the  per- 
sonal digital  assistant 
that  has  been  trying — and 
failing — to  read  handwriting 
for  the  past  three  years.  But 
after  spending  some  time  us- 
ing the  new  eMate  300,  a 
$750  mini-laptop,  I  think  it 
could  give  teachers  a  more 
effective  way  to  use  comput- 
er technology  in  math  and 
science  classes  than  conven- 
tional PCS. 

CLAMSHELL  CASE.  Mean- 
while, those  who  liked  the 
idea  of  the  original  Newton 
but  were  disappointed  by  its 
performance  should  take  a 
close  look  at  the  souped-up 
MessagePad  2000,  a  handheld 
computer  that  finally  has  the 
horsepower  to  deliver  on  the 


promise  of  practical  hand- 
writing recognition. 

The  eMate's  design  shows 
some  careful  attention  to  the 
needs  of  schools,  especially 
for  the  elementary  and  mid- 
dle grades.  It  runs  all  New- 
ton software,  and  Apple  is 
working  with  developers  on 
educational  programs.  Unlike 
the  MessagePads,  though, 
eMate  uses  a  laptop-like 
clamshell  configuration,  with  a 
full-size  keyboard  on  one  side 
and  a  6x4-in.  touch-sensitive 


puters  are  better  for  word 
processing  or  Internet  re- 
search, but  the  eMate  fits 
neatly  into  a  big  change  in 
how  schools  use .  technology. 
The  emphasis  has  switched 
from  programming  and  drill 
to  using  high-tech  gear  to  col- 
lect and  analyze  data  (page 
88).  That  means  the  comput- 
ers have  to  travel  to  where 
the  experiments  are. 

The  eMate  is  ideally  suited 
to  the  task.  A  $400  accessory 
kit  from  Knowledge  Revolu- 
tion measures  voltages,  light 
levels,  and  temperature,  and 
provides  software  that  makes 
it  easy  to  copy  data  into  the 
eMate  for  reports.  Similar 
add-ons  are  available  for  Win- 
dows or  Macintosh  comput- 
ers. But  these  are  harder  to 
set  up,  and  they're  not 
portable.  Texas  Instruments' 
graphing  calculators  also 
work  with  the  probes,  but 
they  offer  no  sure  and  easy 
way  to  get  the  infor- 
mation into  written 
work. 
The  eMates  show 
Apple's  extensive  expe- 
rience in  classroom  com- 
puting. For  example,  the 
units  have  built-in  se- 
curity that  keeps  stu- 
dents from  messing 
with  settings.  Although 
the  eMate  has  no  disk 
drives,  it  can  easily  trans- 


li 


CLASS  ACT 


Portable 
and  sensor-equipped, 
eMate  is  ideally  suited  to  the  big  change 
in  how  schools  are  using  technology 


grayscale  display  on  the  oth- 
er. The  unit  comes  in  an  at- 
tractive green  case  designed 
to  be  both  kid-friendly  and 
kid-proof.  While  a  school 
could  purchase  an  older-mod- 
el Wmdows  laptop  with  a  col- 
or display  for  perhaps  $250 
more  than  an  eMate,  the  lap- 
top would  be  lucky  to  sur- 
vive a  week  at  the  hands  of 
10-year-olds. 

Conventional  desktop  com- 


fer  data  to  a  classroom  Mac 
or  Windows  PC  for  storage  or 
printing,  whether  via  a  net- 
work, a  cable  connection,  or 
an  infrared  link.  A  molded 
handle  makes  it  easy  to  se- 
cure a  bunch  of  eMates  with 
a  cable  lock. 

Students  familiar  with  pes 
or  Macs  may  find  the  eMate's 
performance  sluggish  and  its 
monochrome  display  disap- 
pointing, though  it  will  look  a 


lot  more  appealing  than 
Apple    IPs.    The  eM; 
biggest  shortcomings  ar 
software.  I  found  the  bui 
graphing  calculator 
handy  than  a  dedicated 
culator  such  as  a  ti-82. 
while   using   the  Nev 
Works  word  processor 
spreadsheet,  I  occasion 
got  annoying  messages  r< 
ing,  "Sorry,  an  error  has 
curred,"  though  there  wa 
sign  of  anything  amiss  ai 
could  just  go  on  working 
KLUTZY   KEYS.   The  elV 
would  be  a  truly  exci 
product  if  it  could  only  in 
porate  the  technology  of 
new  MessagePad  2000 
move  precluded  for  now 
cost  considerations.  The 
MessagePad  is  construe 
around  a  Digital  Equipn 
StrongARM  processor  that 
erates   at   162  megah 
while  drawing  very 
power. 

The  Newton  still  can't 
my  cursive  handwriting.  (I 
ther  can  I  half  the  time.) 
it  accurately  reads  about 
fast  as  I  can  print.  The  K 
sagePad  2000  also  feature 
larger  screen,  improved  c< 
munications  capability, 
easier  connections  to  desk 
pes.  I  still  find  the  New 
4x8-in.,  20-ounce  pack 
clumsy.  It's  too  big  to  fit  i 
pocket.  And  while  an  acces 
ry  keyboard  ma 
for  easy  data  en 
the  Newton-pl 
keyboard  comb( 
a  clumsy  lap 
alternative. 

For  three  ye< 
Newton  has  bee 
technology  in  sea 
of  useful  produi 
It  may  have  found  them — 1 
just  as  Apple,  which  has  t 
ger  problems  to  worry  abc 
is  losing  interest.  The  cc 
pany  has  made  no  secret 
its  readiness  to  sell  the  N« 
ton  division.  Whatever  h: 
pens,  the  eMate  shows  tl 
Apple  hasn't  lost  its  feel 
the  educational  market  it  c 
ated.  One  hopes  that  any  n 
owner  can  retain  the  Ap 
touch. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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rom  the  People  of  Prudential 


iVhich  Piece  of  The  Rock 
Will  You  Need  Today? 


eVe  Been  There 


Prudential  Milestones 

1875  The  Prudential  Friendly  Society 
is  founded  in  Newark,  New  Jersey. 

1928  Prudential  issues  the  first-ever 
group  credit  life  insurance  oolicy. 

1951  Prudential  pioneers  major 
medical  insurance. 

1970  Prudential  is  the  first  major 
insurance  company  to  offer 
individual  variable  annuities. 

1992  In  Hurriccne  Andrew's  wake, 
Prudential  pays  claims  of  $1.5  billion 
to  help  policyowners  recover  from 
the  devastation. 

1995  fortune  magazine  places 
Prudential  in  its  "Fortune  500," 
ranking  the  company  5th  in  assets 
and  13th  in  revenues. 

1996  Prudential  Investments, 
Prudential's  new  consolidated 
money  management  unit,  forms 
and  quickly  introduces  a  top  selling 
variable  annuity  and  wrap-fee 
mutual  fund  program. 


nd  We'll  Be  There 


Today's  Prudential 

•  The  largest  capital  base  of  any  life 
insurance  company  in  America 

•  Providing  more  than  $1  trillion  of 
insurance  coverage  for  individuals 
and  businesses 

•  Managing  over  $300  billion  in 
investments  on  behalf  of 
policyowners  and  investors 

•  One  of  the  largest  real  estate 
brokerage  networks  in  the  country, 
with  more  than  $52  billion  in  sales 
transactions  in  1995  alone 


Prudential — it's  a  company  you've  known  all  your  life.  But  maybe  you  haven't 
noticed  just  how  much  we've  grown.  Today,  1  in  5  Americans1  relies  on 
Prudential  for  an  entire  lifetime  of  needs.  Isn't  it  time  we  got  reacquainted? 


I  jf  a  Prudential's  steadfast  commitment  to 

meeting  America's  insurance  needs  has 
been  the  heart  of  our  business  for  more  than  a  century. 
Today,  Prudential  Insurance  continues  that  tradition, 
providing  practical  financial  solutions — like  the  new- 
Discovery  Select"  Variable  Annuity2 — to  help 
millions  of  people  protect  t  heir  loved  ones  and  provide 
for  their  financial  future. 

HofTtP   Prudential  Real  Estate3  is 
a  powerful  force  in  helping 
Americans  meet  their  home  buying  or 
selling  needs.  Creative  new  marketing 
techniques,  like  Prudential  Value 
Range  Marketing™  are  making  it 
easier  for  families  to  find  a  place  to  call 
home.  And  Prudential's  full  line  of  auto 
and  homeowners  insurance  is  providing 
rock-solid  protection  for  their  most  valued 
belongings.1 

H^fllth  Pruc*ent'al  nas  Deen  a  leader  and  an 
innovator  in  taking  care  of  America's 
health  needs  for  half  a  century.  Today,  Prudential 
HealthCare  continues  that 
pioneering  spirit,  offering  some 
of  the  country's  leading  health 
and  dental  plans. 
It's  no  surprise  our 
Point  of  Service 
Plan  was  rated 
number  one  in  value 
in  major  markets 
nationwide. 


\A/pf]  If  U    Decades  of  investing  and  managing 
V  Vt?U  1 1 1 1    asse{S  on  behalf  of  our  clients  has 
given  Prudential  a  unique  perspective  on  wealth  building 
in  today's  financial  markets.  That's  why  Prudential 
Securities  can  offer  more  of  the  solutions  investors 
want.  Like  PruChoice,5"  a  new  way  to  choose  from 
today's  popular  mutual  funds,  with  help  from  a 
Financial  Advisor,  and  without  paying  sales  charges — 
just  one  all-inclusive  fee."  Of  course,  as  with  all 
investment  programs,  PruChoice  does  involve 
some  risk. 


Community 


Community  spirit 
is  a  proud  part  of 
the  Prudential  heritage.  Today,  we  vigorously 
promote  community 

involvement  among  America's    free  Brochure.' 

young  people  through  The 
Prudential  Spirit  of  Community 
Initiative — a  nationwide  volunteer 
education  and  recognition  program. 
Our  free  brochure,  Catch  the  Spirit, 
is  filled  with  tips  to  help  your  child 
get  involved  in  the  community. 

Getting 


We're  waiting  to  hear  from 
you.  Call  today.  For  a  free  Live, 
Love,  Laugh,  Plan  brochure; — or  for 
your  copy  of  Catch  the  Spirit: 

A  Student's  Guide  to  Community  Service — call  us  toll  free 


""Wpwpreporefo, 
"ig  rhonges  rn  your  /ife 


1-800-THE-ROCKext  1341 

www.prudential.com 

(Jmj  Prudential 


ie  Prudential  Insurance  Company  of  America,  Prudential  Plaza,  Newark,  New  Jersey  07102-3777.  'Prudential  1995  annual  report.  'Discovery  Select'""  Variable  Annuity  is  issued  by  Pruco  Life  Insurance  Company 
id  offered  through  Pruco  Securities  Corporation.  Call  your  Pruco  Securities  Registered  Representative  or  your  Prudential  Securities  Financial  Advisor  for  more  information  on  the  Discovery  Select  Variable  Annuity, 
eluding  prospectuses  detoiling  risks,  charges  and  expenses  for  the  Discovery  Select  Vanable  Annuity  and  Variable  Investment  options.  Please  read  all  prospectuses  carefully  before  you  invest  or  send  money, 
iscovery  Select  is  not  available  in  all  states.  'Prudential  Real  Estate  brokerage  services  are  offered  through  the  independently  owned  and  operated  members  of  The  Prudential  Real  Estate  Affiliates,  Inc.  network, 
udential  VRMW  may  nol  be  offered  by  all  members.  'Coverage  written  by  Prudential  Property  and  Casualty  Insurance  Company,  Prudential  Commercial  Insurance  Company,  Prudential  General  Insurance 
ompany  or  Prudential  Property  and  Casualty  Insurance  Company  of  New  Jersey,  23  Mom  Street,  Holmdel,  New  Jersey  07733.  In  Texas,  coverage  may  be  written  by  Consolidated  Lloyds  or  Consumers  County 
■utual  Insurance  Company  which  are  not  Prudential  companies.  Coverage  not  avoilable  in  every  state.  "Sachs  Group.  'PruChoice'"  is  offered  by  Prudential  Securities  Incorporated.  PruChoice  has  an  annual  fee  of 
.25%  of  total  assets  in  the  program,  which  is  assessed  quarterly.  Except  as  otherwise  noted,  all  business  organizations  mentioned  herein  are  subsidiaries  of  The  Prudential  Insurance  Company  of  America. 


C  ) 


With  virtual  office  solutions 
from  AT&T,  you  can  connect 
your  laptop  to  a  managed 
intranet.  Get  instant  access 
to  information  and  process 
orders  electronically.  When 
you  live  on  the  world's  most 
powerful  network,  you're  in 
business  everywhere.  Call 
I  800  756-6700.  Or  visit  us 
at  www.att.com/growth 


on  the  road  and  still  sit  at  your  desk. The  latest  information  will 
delivered  right  to  your  laptop.  With  virtual  office  solutions  from  AT&T, 
'where  you  go  is  a  place  you  can  get  something  done. 


AT&T 


It's      all      within      your  reach 


Economic  Viewpoint 


BY  PAUL  CRAIG  ROBERTS 


A  GROUNDSWELL  IS  BUILDING: 
TOSS  THE  TAX  SYSTEM 


MAKEOVER 

Several 
approaches 
to  fixing  a 
flawed  system 
are  before 
Congress. 
Let's  grab  this 
chance  to  do 
the  economy 
some  good 


'O 


Paul  Craig  Roberts  is  John  M.  Olin 
Fellow  at  the  Institute  for  Political 
Economy  in  Washington,  D.C.,  and 
Research  Fellow  at  The  Independent 
Institute  in  Oakland,  Calif. 


ur  current  tax  system  is  compli- 
cated and  unfair,  and  it  must  be 
eliminated."  Only  a  few  years  ago, 
these  would  have  been  extremist  words  as- 
sociated with  tax  protesters.  Today,  it  is  the 
jointly  penned  language  of  Richard  K.  Armey 
(R-Tex.),  Majority  Leader  of  the  House  of 
Representatives,  and  Bill  Archer  (R-Tex.), 
chairman  of  the  Ways  &  Means  Committee.  A 
large  and  growing  number  of  fiscal  specialists 
agree. 

Archer  wants  to  do  away  with  the  income 
tax  and  substitute  a  consumption  tax  (sales  or 
value-added).  Armey  advocates  a  flat-rate  in- 
come tax. 

The  Senate  Finance  Committee  is  equally 
disgruntled.  Its  chairman,  William  V.  Roth 
(R-Del.),  has  figured  out  that  the  estate  tax 
destroys  family-owned  businesses  and  farms — 
bedrock  institutions  of  our  country.  The  estate 
tax  exemption  is  a  miserly  $600,000  and  has 
not  been  increased  for  a  decade.  Roth  pro- 
poses to  raise  the  exemption  to  $1  million. 
Others — including  House  Speaker  Newt  Gin- 
grich (R-Ga.) — argue  for  abolishing  the  tax 
altogether. 

Jack  Kemp's  organization,  Empower  Amer- 
ica, is  agitating  for  the  elimination  of  the  cap- 
ital-gains tax.  On  Apr.  15,  he  sponsored  a 
tax-cut  summit  in  the  Capitol  at  which  vari- 
ous congressional  leaders  declared  war  on 
the  tax.  Even  Fed  Chairman  and  deficit-wor- 
rier Alan  Greenspan  says  the  capital-gains 
tax  "is  a  direct  tax  on  the  nation's  standard  of 
living"  and  argues  that  the  optimal  capital- 
gains  tax  rate  is  zero. 

CRYING  SHAME.  This  across-the-board  assault 
on  the  tax  system  by  policymakers  shows  a 
fundamental  shift  in  thinking.  The  function 
of  a  tax  system  is  to  raise  revenues,  not  to 
engineer  society.  To  succeed,  the  tax  system 
must  do  its  work  with  the  least  possible  dam- 
age to  incentives  and  prosperity.  Policymaker's 
now  understand  that  the  U.  S.  tax  system 
fails  miserably  in  this  regard.  All  of  the 
above-mentioned  tax-reform  proposals  repre- 
sent serious  thinking  about  how  to  lower  the 
cost  of  capital  and  other  factors  of  production. 

Until  the  supply-side  revolution,  policy- 
makers were  preoccupied  with  the  effects  of 
taxes  on  aggregate  demand.  Taxation's  main 
impact  was  considered  to  be  on  total  demand 
for  goods  and  services.  A  tax  cut  was  be- 
lieved to  boost  consumer  demand  and  em- 
ployment, while  a  tax  increase  was  thought  to 


fight  inflation  by  taking  money  out  of 
sumers'  pockets.  Taxation's  other  impact 
held  to  be  on  income  distribution  as  a  re 
of  progressive  tax  rates. 

Although  policymakers  occasionally  to 
with  investment  tax  credits,  investment 
thought  to  be  dependent  on  interest  ra 
To  stimulate  inflows,  policymakers  would 
tempt  to  lower  interest  rates  by  expanc 
the  money  supply.  This  approach  failed  \ 
the  rising  inflation  of  the  1970s.  Supply- 
economics  brought  the  insight  that  marg 
tax  rates  directly  impact  the  cost  of  capita 
reduction  in  marginal  tax  rates  makes 
investment  opportunities  profitable  that 
merly  could  not  return  a  normal  profit  a 
meeting  tax  and  depreciation  charges.  T 
fresh  perspective  opened  a  more  promis 
avenue  for  stimulating  investment  than  "e 
money." 

Before  the  supply-side  revolution,  fis 
policy  was  believed  to  affect  demand  o 
Now,  it  is  understood  that  fiscal  policy 
fects  relative  prices  and  incentives. 
tax  rates  increase  the  value  of  future  incc 
streams  and  thus  stimulate  saving,  work,  i 
risk  taking.  The  U.  S.  tax  system  was  cobt 
together  at  a  time  when  economists  had 
comprehension  of  the  supply-side  effects  of 
cal  policy.  Most  economists  believed  that  t 
es  had  no  adverse  macro  effect  whatsoever 
long  as  government  spent  the  money  it  i 
lected,  thus  maintaining  the  same  level  of 
mand.  Whenever  tax  cuts  were  a  political 
tion,  they  were  justified  as  a  stimulus 
consumer  spending,  and  it  was  believed 
make  no  difference  whether  the  tax  cut  wa 
rebate  of  last  year's  taxes  or  a  reduction 
future  tax  rates. 

A  tax  system  that  is  based  on  such  ext 
ordinary  analytical  errors  is  full  of  miscl 
and  does  considerable  damage  to  savir 
rates,  capital  formation,  labor  productiv: 
and  the  competitive  position  of  the  U.  S.  ee 
omy.  This  is  especially  true  now  that  a  glo 
capitalism  appears  to  be  rising  from  the  a 
es  of  European,  Asian,  and  Latin  Amerit 
socialism.  Archer,  Armey,  Gingrich,  Ken 
Trent  Lott  (R-Miss.),  Roth,  and  many  oth 
are  engaged  in  an  effort  to  construct  a  tot 
ly  different  tax  system  that  raises  reveni 
with  minimum  damage  to  economic  outp 
If  they  succeed,  our  tax  system  will  ha 
been  brought  up-to-date  with  our  econor 
knowledge. 
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Introducing  Sky  Word  Plus. 


Men  you're  out  of  paging  range,  SkyTei®is  the  only  nationwide  service  that  will 
store  your  messages  and  automatically  deliver  them  to  you  when  you  get  back.  With  other  companies,  you'd 
never  even  know  you  were  paged.  That's  why  the  company  that  was  the  first  to  offer 
nationwide  text  paging  is  used  by  mole  Fortune  1000  companies  than  anyone.  Because 
whether  you're  a  numeric  or  text  user,  getting  the  message  is  always  serious  business. 


Call  l'800'643-0289  or  visit  http://wimskytel-.com. 
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A  GUEAT  IDEA  CAN 
START  ANYWHERE. 


ERE  S  WHERE  IT  ENDS  UP.  Imagine  if  a  computer  peripheral  could  work  the  way 
>ur  mind  does.  Just  one  device  capable  of  sending,  receiving  and  processing  vast  amounts  of  information 
Dm  many  different  places  -  all  at  once.  That's  the  idea  behind  PeripheralPower™  by  Xionics.  Our  revolu- 
tionary parallel  microprocessor,  the  Xip  Chip  enables  multifunction  peripherals  to  print,  copy, 
scan  and  fax  simultaneously,  without  compromising  speed  or  quality.  So  you  can  communicate 
more  quickly,  efficiently,  effectively.  Which,  come  to  think  of  it,  is  the  best  way  to  make  sure  your 
great  ideas  end  up  as  powerful  as  they  began. 

>y  XIONICS  ■ 


Economic  Trends 


BY  PETER  COY 

FROM  DOLE 
TO  PAYROLL 

Welfare  reforms  boost  employment 

Will  welfare  reform  put  more  people 
to  work?  Skeptics  have  their 
doubts,  arguing  that  the  U.  S.  economy 
has  little  need  for  unskilled  workers. 

But  a  new  study  by  Macroeconomic 
Advisers  LLC,  a  St.  Louis  economic  con- 
sulting firm,  gives  grounds  for  optimism. 
The  firm  looked  at  Illinois,  Michigan, 
Oregon,  and  Wisconsin,  which  have  had 
aggressive  welfare-to-work  programs 
starting  as  far  back  as  1992.  In  that 
year,  the  percentage  of  adults  with 
jobs — the  so-called  employment  ratio — in 
the  four  states  was  roughly  the  same  as 
the  national  average. 

By  the  end  of  1996,  the  employment 

THE  JOB  IMPACT  OF 
WELFARE  REFORM 
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ratio  in  the  welfare-reform  states  had 
jumped  to  66.2%,  a  big  step  above  the 
national  average  of  63.4%  (chart). 

The  added  workers  provided  by  wel- 
fare reform  also  enabled  these  four 
states — which  in  1996  had  an  average 
unemployment  rate  of  4.9%,  lower  than 
the  5.4%  national  average — to  maintain 
their  strong  growth  without  igniting  in- 
flation. The  implication  is  that  national 
welfare  reform  may  help  suppress  infla- 
tion, even  at  low  unemployment  rates. 


IS  SILICON  VALLEY 
HAPPY  VALLEY? 

Workers  love  to  lov^  its  companies 


Things  really  are  different  in  Sili- 
con Valley.  According  to  a  new  sur- 
vey by  International  Survey  Research 
Corp.  (isrc),  people  who  work  there 
have  unusually  high  opinions  of  their 
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agement,  working  S|UC0N  SM||_ES 

conditions      and  HOW  VALLEY  WORKERS 

opportunities  for  RATE  THE  WORKPLACE 

advancement.  vs.  NATIONAL  NORM* 

The  Chicago     ^^"'""+8  " 
firm  based  its  con- 
elusions    on    re-  "G^ 
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els  in  Silicon  Val-  BENEFITS 
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found  that  Silicon   
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Valley  employees' 

opinions  were  PERFORMANCE  -1 
more  favorable  APPRAISAL  

than  the  national      ORGANIZATION  "4 
norm  by  a  statis- 
tically significant     *percentage-point  difference 
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sues,  and  less  fa- 
vorable on  only  two  (table).  Silicon  Valley 
firms  ranked  worst  on  work  organiza- 
tion, which  partly  concerns  whether 
there  is  enough  staff  for  the  workload. 
Staffing  is  difficult  because  projects  have 
to  be  added  and  dropped  on  short  notice, 
says  isrc  President  and  ceo  John  R. 
Stanek.  But  Valley  employees  seem  to  be 
enormously  self-motivated,  says  Stanek: 
"Nobody  on  earth  could  make  people 
work  as  hard  as  they're  working." 


FLIGHT  FROM 
THE  BIG  CITIES 

Immigrants  don't  displace  natives 

Forget  about  the  theory  that  says 
immigrants  are  pushing  native-born 
Americans  out  of  big  cities  and  their 
suburbs.  It's  just  not  true,  according  to 
a  statistical  analysis  of  population  move- 
ments by  John  D.  Hancock,  a  senior 
economist  at  Regional  Financial  Associ- 
ates Inc.  in  West  Chester,  Pa. 

Immigrants  do  tend  to  settle  in  major 
metropolitan  areas.  And  native-born 
Americans  are  indeed  moving  out  of 
them,  into  smaller  metro  areas  such  as 
Charlotte,  N.  C,  and  Provo,  Utah.  But 
Hancock  showed  that  there's  no  cause- 
and-effect  relationship  between  foreign 
immigration  into  big  metro  areas  and 
native  outmigration  from  them.  Instead, 
he  found,  natives  tend  to  leave  metro 
areas  that  have  the  biggest  populations 
and  the  highest  jobless  rates.  Census 
Bureau  data  shows  there  was  actually  a 
small  net  gain  of  natives  in  the  metro 


areas  that  had  the  most  foreign  ^ 
gration,  though  not  enough  to  be  a 
tic-ally  significant. 


QUALITY  OF  LIFE, 
VS.  LONGEVITY  I 

Which  is  medicine's  priority?  is 

Economists  are  rushing  in  wf 
medical-ethics  specialists  fell 
tread.  The  question  is  whether  it'af 
ter  to  maximize  longevity  or  qualiw 
life  when  deciding  how  to  treat  pe# 
The  answer  depends  on  the  agj 
the  person,  asserts  David  0.  Me  a 
an  assistant  professor  in  the  dew 
ments  of  medicine  and  economics* 
the  public-policy  school  at  the  Univf 
ty  of  Chicago.  In  a  National  Burea? 
Economic  Research  paper,  Meltzeiii 
gues  that  for  young  people,  son 
should  lean  toward  adding  longeB 
while  for  old  people,  society  should  I 
preference  to  operations  that  add  ql 
ty  of  life.  Right  now,  he  says,  sociel 
biased  in  the  opposite  direction. 

The  reason,  he  says,  is  that  yol 
people  usually  have  jobs,  so  it's  be! 
for  society  to  keep  them  alive  and  I 
ductive,  even  if  they  aren't  feeling 
top.  Meanwhile,  society  would  be  be 
off  treating  older  people  in  ways  1 
improve  their  remaining  years,  inst 
of  focusing  on  extending  longevity. 

Imagine,  says  Meltzer,  that  soci 
must  decide  whether  to  allocate  mo: 
to  treat  a  60-year-old  man  for  sev 
hypertension,  or  to  give  chemotherc 
at  roughly  the  same  cost,  to  anot 
60-year-old  man  with  colon  cam 
Chemotherapy  increases  life  expecta 
somewhat  more  than  the  hypertens 
treatment,  but  at  the  cost  of  quality 
life.  While  chemotherapy  adds  1.8  ye 
to  longevity,  it  adds  a  scant  0.1  yeai 
life  expectancy  that  is  adjusted  for 
minished  quality  of  life,  says  Melt: 
In  contrast,  hypertension  treatm 
adds  1.5  years  to  life  expectancy,  an 
nearly  equal  amount  to  quality-adjus 
life  expectancy:  1.4  years.  If  the  g 
is  to  maximize  the  increase  in  "qu 
ty-adjusted  life  years"  per  dollar  sp( 
then  hypertension  treatment  wins. 

Advocates  for  the  elderly — who 
cording  to  this  approach  are  net  cc 
to  society — worry  that  future-c 
analysis  could  be  used  to  discrimin 
against  them.  So  Meltzer,  a  physic 
who  also  holds  a  PhD  in  econom 
from  Chicago,  says:  "It's  not  young 
old.  It's  how  to  allocate  resources  wi 
in  age  groups." 
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)0KING  FOR  TROUBLE? 

LKE  a  look  at  trade 

3  good  news:  Imports  stave  off  inflation.  The  bad:  Growth  will  suffer 


US.  ECONOMY 


IMPORTS  ECLIPSE 
EXPORT  GROWTH 

tf:  INFLATION-ADJUSTED 
GOODS 


The  forecasts  found  in  the  tea 
leaves  of  most  economists 
shifted  recently  from  what  was  expected  when  the 
began.  First,  domestic  demand  is  showing  more 
lgth  than  projected.  Also,  instead  of  promising 
ler  help  nor  harm,  foreign  trade  now  may  end  up 
y  a  drag  on  1997  growth. 

le  first  new  reading  of  the  oolong  is  partly  re- 
sible  for  the  second.  That's  because  the  robust 
of  domestic  demand  is  drawing  in  more  imports, 
merchandise  imports  are  growing  at  a  double- 
rate,  outpacing  exports  since  late  1996  (chart), 
problem  for  the  outlook  is  that  this  trend  is  un- 
y  to  change  much  until  1997's  second  half.  Domes- 
lemand  has  yet  to  show  any  signs  of  sustained 
ing,  and  inventories  need  to  be  rebuilt. 

At  the  same  time,  exports 
will  continue  their  moderately 
healthy  advance  of  6%  to  8%, 
after  adjusting  for  inflation. 
Stronger  world  growth  will 
boost  demand  for  U.  S.-made 
goods  and  services.  But  the 
dollar's  rapid  appreciation  will 
offset  some  of  those  increases. 
All  this  means  that  net  ex- 
ports— the  difference  between 
exports  and  imports  in  the 
s  domestic  product — subtracted  sharply  from  first- 
ter  economic  growth,  and  they  will  probably  con- 
3  to  deduct  from  the  second  quarter,  and  perhaps 
third. 

)r  policymakers  at  the  Federal  Reserve,  the  trade 
ition  holds  some  benefits.  First,  because  of  the  dol- 
rise,  import  prices  are  falling,  offsetting  increases 
Dmestic-goods  prices.  Second,  global  capacity  works 
safety  valve  that  guards  against  U.  S.  capacity  be- 
ing overextended — a  precursor  to  shortages  and 
ard  price  pressures.  But  in  Washington's  more  po- 
ll venues,  the  overall  deterioration  of  trade,  in- 
ing  wider  gaps  with  Japan  and  China,  may  in- 
se  protectionist  sentiment. 

FEBRUARY  TRADE  NUMBERS  from  the  Com 

ze  Dept.  were  good,  if  somewhat  erratic.  Commerce 
reported  that  the  trade  deficit  for  goods  and  ser- 
3  had  shrunk  to  $11.6  billion,  from  January's  record 
7  billion.  Later,  however,  they  corrected  themselves, 


IMPORTS 
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EXPORT  PRICES  ARE 
HOLDING  STEADY 


saying  the  true  February  gap  was  just  $10.4  billion.  The 
problem  was  an  error  in  oil  imports. 

Exports  managed  to  bounce  back  by  4%  in  the 
month,  to  $73.5  billion,  after  falling  for  two  consecutive 
months.  Imports  rose  a  much  smaller  0.7%,  but  that 
was  the  fourth  consecutive  gain,  so  imports  stood  at  a 
record  $83.9  billion.  The  import  gains  were  widespread. 

After  adjusting  for  prices,  the  monthly  trade  fig- 
ures suggest  a  steep  widening  in  net  exports  last 
quarter.  Of  course,  net  exports  usually  widen  in  the 
first  quarter  of  every  year  because  of  problems  in 
Commerce's  seasonal-adjustment  process.  But  this 
year,  net  exports  appear  to  have  lopped  some  two 
percentage  points  off  real  GDP  growth.  Moreover,  net 
exports  typically  do  not  improve  in  the  second  quarter. 
And  that  trend  will  probably  be  repeated  in  1997  be- 
cause domestic  demand  shows  no  signs  of  slowing. 

Further  evidence  of  that 
comes  from  a  survey  of  busi- 
ness executives  done  by  the 
Conference  Board.  The  first- 
quarter  survey  shows  that  ex- 
ecs are  more  confident  about 
economic  activity  over  the 
next  six  months  than  they 
were  in  either  the  third  or 
fourth  quarters.  And  their  op- 
timism for  their  own  industry 
is  the  highest  in  three  years. 
In  addition,  over  30%  of  those  surveyed  plan  to  hire 
more  workers  this  year,  up  from  just  10%  at  the  start 
of  1996.  And  it  is  strong  job  markets  that  are  fueling 
the  robust  pace  of  consumer  spending — which  in  turn 
lifts  import  growth. 

CONSUMERS  WILL  CONTINUE  to  snap  up  imports 

because  they're  getting  cheaper,  thanks  to  the  dollar. 
Prices  of  all  imports  fell  1.4%  in  March,  the  third  de- 
cline in  a  row.  And  while  plunging  oil  prices  caused 
most  of  the  drop,  prices  of  nonoil  imports  slipped  0.3% 
and  have  risen  only  twice  in  the  past  15  months. 

Export  prices,  however,  are  also  not  increasing  (chart). 
That  seems  an  anomaly  given  that  over  the  past  year, 
the  dollar  has  risen  3.6%  against  an  inflation-adjusted 
basket  of  currencies.  Part  of  the  explanation  may  be 
that  exporters  have  hedged  against  the  dollar's  swing  or 
are  swallowing  the  exchange-rate  loss.  Eventually, 
though,  the  dollar's  strength  will  pressure  these  com- 
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panies  to  protect  their  profits  by  lifting  export  prices. 

Another  reason  for  the  drop  is  the  price  cuts  for 
computers  and  semiconductors,  a  major  export  sector. 
Those  products  are  dropping  in  price  in  the  U.  S.,  so  it's 
not  surprising  that  their  manufacturers  are  also  charg- 
ing less  overseas.  The  prices  of  high-tech  equipment 
will  continue  to  fall,  and  those  cuts  should  keep  overall 
export  prices  from  rising  very  much. 

FALLING  PRICES,  combined  with  strong  demand  by 
developing  nations,  are  why  high-tech  exports  will 
maintain  their  muscle  this  year.  Already,  the  trade 
surplus  in  high-tech  equipment  has  bounced  back  from 
its  1995  decline.  Exports  are  up  6.9%  from  a  year  ago, 
when  they  surged  19.3%  (chart).  High-tech  imports 
have  been  flat  for  about  a  year,  but  again,  that  mostly 
reflects  falling  prices  rather  than  declines  in  volume. 

Brighter  export  prospects  aren't  confined  to  the  high- 
tech sector.  A  pickup  in  lower-tech  exports  is  also  ex- 
pected in  the  second  half  because  of  the  better  outlook 
for  global  growth.  However,  these  goods  will  feel  the 
dollar's  impact  when  it  comes  to  pricing. 

Even  so,  stronger  economies  in  Europe  and  southeast 
Asia  will  improve  U.  S.  sales  there.  And  Canada,  Mex- 
ico, and  Latin  America  will  continue  to  lead  export 
growth.  Canada  and  Mexico  have  accounted  for  78.8% 
of  the  export  growth  so  far  in  1997  vs.  1996. 

One  weak  spot  could  be  Japan.  Economic  growth 


CANADA 


A  WIDER  TRADE  SURF 
IN  A  KEY  SECTOR 


there  will  still  be  tentative.  Plus,  the  doDar  soared  1 
against  the  yen  in  1996  and  has  climbed  an  addit* 
7.7%  in  the  first  three  months  of  1997.  Already, 
U.  S.  trade  gap  with  Japan — which  had  narrowed  she 
in  1995  and  most  of  1996 — has  begun  to  widen  aga 

Another  unknown  for  the 
dollar — and  hence  exports — is 
the  question  of  the  European 
Monetary  Union.  The  early 
parliamentary  elections  in 
France,  now  set  for  June  1, 
may  turn  into  a  referendum 
on  the  emu.  And  Britain's 
May  1  vote  could  also  shift 
emu  sentiment  there.  One  risk 
is  that  voters  may  show  that 
they  prefer  less  budget-cut- 
ting to  more  job-creating.  That  would  roil  the  Eurof 
financial  markets,  raising  the  dollar  even  more 
further  lessening  the  competitiveness  of  U.  S.  expc 

For  now,  though,  the  bigger  danger  to  the  I 
trade  picture  is  imports.  By  the  end  of  1996,  imp< 
had  captured  a  record  27.1%  of  all  nonoil  merchan* 
sold  in  the  U.  S.  The  intense  pace  of  domestic  dem 
in  1997  will  lift  that  share  even  higher,  amid  only  j 
manlike  export  growth.  As  a  result,  a  widening  de 
and  the  strong  dollar  could  put  trade  back  in  the  Wj 
ington-policy  spotlight  this  year. 


jj  iiiiiiiiii  iiiiiiiii 

JAN  '94  FEB. 
▲  BILLIONS  OF  CURRENT  DOLLARS. 
12-MONTH  MOVING  AVERAGES 
DATA:  COMMERCE  DEPT.,  BUSINESS  WE 


WHERE  RATES  HAVE  NOWHERE  TO  GO  RUT  UP 


Sooner  or  later,  the  Bank  of 
Canada  is  going  to  have  to 
raise  interest  rates.  The  question 
is:  How  long  can  it  hold  out? 

Fallout  from  the  Federal  Re- 
serve's Mar.  25  hike  in  U.  S.  inter 
est  rates  is  clobbering 
the  Canadian  dollar, 
which  is  already  down 
4%  from  its  January 
high  of  74.8  U.  S.  cents 
(chart)  to  71.7(2  on  Apr. 
23.  That's  close  to  the 
low  of  70.4(2  hit  just 
before  the  1995  vote 
on  Quebec  indepen- 
dence. The  reason:  Of- 
ficial Canadian  rates, 
at  3%,  are  now  an  unprecedented 
2}A  points  below  their  U.  S.  equiv- 
alents, decreasing  the  attractive- 
ness of  Canadian  securities. 

Still,  the  Bank  of  Canada  is  re- 
sisting the  financial  markets'  call 


CANADA'S  CURRENCY 
IS  SWOONING  AGAIN 
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for  higher  rates.  With  Prime  Min- 
ister Jean  Chretien  expected  to 
call  national  elections  soon,  the 
central  bank  will  be  reluctant  to 
roil  the  political  waters.  It  also 
believes  that  Canada's  low  infla- 
tion, new  fiscal  disci- 
pline, and  labor-mar- 
ket slack  allow  room 
to  maneuver  more  in- 
dependently of  the 
Fed.  But  given  the 
huge  spread  between 
Canadian  and  U.  S.  of- 
ficial rates,  that  lee- 
way is  all  but  spent, 
especially  if  a  strong 
U.  S.  economy  forces 
further  Fed  hikes. 

The  Bank's  problem  is  that  the 
weaker  currency  makes  an  al- 
ready-loose monetary  policy  even 
more  accommodative.  That's  be- 
ginning to  fuel  concern  about  fu- 


ture inflation,  which  was  running 
at  2%  in  March— below  the  U.  S. 
rate.  Compounding  the  problem  i 
Canada's  resurgent  economy. 
Booming  demand  is  drawing  in 
costlier  imports  and  absorbing 
spare  capacity.  Fueled  by  low  in- 
terest rates,  first-quarter  domest: 
demand  appears  to  have  matched 
the  fourth  quarter's  7%  annual 
growth  rate.  And  a  robust  U.  S. 
economy  is  lifting  exports. 

Looking  ahead,  strong  demand 
is  expected  to  spur  inventory  re- 
building and  further  gains  in  out- 
put and  employment.  March  job 
growth  was  stronger  than  expect 
ed,  and  the  jobless  rate  dipped 
from  9.7%  to  9.3%.  With  the  econ 
omy  projected  to  grow  4%-5%  in 
the  first  half,  joblessness  will  con 
tinue  to  decline,  and  pressure  on 
the  Bank  of  Canada  to  lift  rates 
will  grow. 
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Welcome  to  the  Age  of  Multimedia.  An 
where  the  barriers  of  time  and  space 
no  longer  exist.  An  age  where  people 
i  opposite  sides  of  the  world  will  be 
to  communicate  face-to-face. 
At  NEC,  we've  positioned  ourselves  to 
he  true  leader  at  this  turning  point  in 
)ry.  We're  the  only  high-tech  company 
ranks  among  the  top  five  in  all  three  key 
imedia  technologies:  semiconductors, 

6A.hK.1BW 


FINALLY,  A  VISION 
OF  MULTIMEDIA 
THAT  LINKS  MORE 

THAN  JUST 
WORDS,  PICTURES 
AND  SOUNDS. 


computers  and  communications.  In  fact, 
we  hold  over  29,000  patents  worldwide  on 
everything  from  memory  chips  to  portable 
satellite  phones. 

To  learn  more,  call  1-800-338-9549 
or  reach  us  on  the  Internet  at  http:// 
www.nec.com. 
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Auto  megadealers 
are  hitting  speed 
bumps.  And  the 
Street  is  worried 


On  Apr.  16,  H.  Wayne  Huizenga 
and  Steven  R.  Berrard,  co-ceos 
of  Republic  Industries  Inc.,  took 
time  out  during  a  trip  to  Japan 
for  an  hour-long  conference  call  with 
Wall  Street  analysts  and  investors.  Al- 
though Republic,  through  a  bold  invest- 
ment and  acquisition  strategy,  had  come 
from  nowhere  to  become  the  nation's 
largest  auto  retailer  in  just  six  months, 
its  stock  was  sagging.  Toyota  Motor 
Corp.  was  balking  at  awarding  new  deal- 
erships to  Republic,  possibly  complicat- 
ing expansion.  Huizenga  and  Berrard 
assured  analysts  that  all  was  on  track 
for  Republic's  new-car  dealers  and  its 
used-car  chains,  Auto- 


Fla.,  sold  254  used  ears  and  trucks,  com- 
pared with  a  plan  for  373.  Sales  at  the 
worst-performing  dealerships,  in 
Lewisville,  Tex.,  and  the  Valu  Stop  store 
in  Pompano  Beach,  Fla.,  sold  slightly  less 
than  half  their  targets.  Sales  improved  in 
February  for  all  stores,  but  only  three 
reached  the  January  budget  figures. 
INTERNAL  GOALS.  While  not  disputing 
the  numbers,  Berrard  plays  down  their 
significance,  saying  they  were  merely 
internal  goals  for  AutoNation  employees, 
not  actual  budget  targets.  He  and 
Huizenga  say  it  will  take  12  to  15 
months  before  the  superstore  concept 
reaches  its  full  potential,  but  they  insist 
that  AutoNation  will  carry  out  its 
growth  plan.  "We're  on  track.  I  wouldn't 
be  telling  people  we're  on  track  if  we're 
not,"  Berrard  says.  "We  always  ask  our 
people  to  reach  a  little  bit  more  than 
what  our  own  internal  projections  are." 

Still,  these  are  white-knuckle  times 
for  the  newly  public  superdealers  and 
their  investors.  Two  days  after  Berrard 
and  Huizenga  phoned  home  to  assuage 
analysts,  Marshall  Cogan  of  United  Auto 


STUCK  IN 
FIRST  GEAR 
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gel,  who  remains  a  uag  consultant,  s; 
he  wasn't  forced  out,  but  participants 
the  call  blame  his  inadequate  expla 
tion  of  the  first-quarter  shortfall  for 
selloff  in  the  stock,  which  slid  $11.38  o' 
the  next  two  days.  Shares  of  CarlV 
and  Cross-  Continent  Auto  Retaile 
and  other  auto  retail  stocks,  are  also  1 
ging.  Even  strong  first-quarter  resi 
for  CarMax  failed  to  move  that  stock 
The  climate  began  to  chill  for  the  n 
auto  retailers  this  past  winter  as  Indus 
data  began  to  emerge  showing  used-i 
prices  and  sales  declining.  Prior  to  th< 
setbacks,  investors  were  bullish  ab< 
the  prospects  for  revamping  the  fn 


NaSX™a£  If  the  auto  boom  slows,  can  Huizenga  and  oth 

documents  obtained  by 


BUSINESS  week,  though,  indicate  that 
sales  at  AutoNation  and  Valu  Stop  have 
fallen  short  of  at  least  some  internal  tar- 
gets. January  sales  were  well  below  bud- 
get for-  both  chains,  the  documents  say. 
AutoNation's  best-performing  store,  in 
Chandler,  Ariz.,  reached  77%  of  its  tar- 
get. Its  flagship  store  in  Coconut  Creek, 


Group  Inc.,  a  new-car  megadealer,  met 
with  investors  in  Boston  to  discuss  why 
uag's  first-quarter  earnings  will  come  in 
below  expectations.  The  meeting  followed 
the  abrupt  resignation  in  March  of  uag's 
former  chairman,  Carl  Spielvogel,  one 
week  after  a  conference  call  with  ana- 
lysts to  announce  the  shortfall.  Spielvo- 


mented  and  woefully  inefficient  auto- 
tailing  business.  Now  Wall  Street  reali 
that  a  revolution  in  the  $6  billion  bi 
ness  won't  come  so  easily. 

Investors  are  also  focusing  on  wl 
will  happen  to  the  retailers  when  t 
car  market  cools.  Detroit's  Big  Thi 
already  warn  that  new-car  sales  v 
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from  the  torrid  15.5  million  annual 
the  industry  hit  in  the  first  quarter. 
|  auto  retailers'  first-quarter  eam- 
are  not  robust,  investors  will  dump 
ealer  stocks,  analysts  say. 
^public  is  the  one  with  the  most  to 
Its  far-reaching  strategy  includes 
il  cars  and  new  cars  as  well  as 
sed-car  superstores.  Republic  will 
$9.3  billion  in  revenues  this  year, 
lates  analyst  William  Genco  of 
ill  Lynch  &  Co.,  and  $13.5  billion 
year.  The  AutoNation  used-car 
ation,  he  figures,  will  generate 
t  $1  billion  in  revenue  this  year 
$3  billion  in  1998,  with  a  nominal 


cars  higher  than  other  dealers — as  much 
as  $1,000  higher,  the  executive  and  com- 
peting local  dealers  say.  Berrard  says 
that  when  comparable  features  are  in- 
cluded, AutoNation's  prices  are  about 
$200  higher.  "We're  going  to  try  to  com- 
mand some  premium  for  the  value 
added,"  he  says,  noting  AutoNation's 
generous  warranty  and  return  policies. 

AutoNation's  below-target  sales  don't 
bother  analysts  as  much  as  above- 
average  overhead.  If  profits  are  squeezed 
at  AutoNation,  Republic's  overall  earn- 
ings could  be  depressed  and  weaken  the 
stock  that  Huizenga  and  Berrard  have 
been  using  to  fund  their  acquisition 
binge.  AutoNation  outlets  feature  ameni- 
ties such  as  play  centers  for  kids  and 
snack  bars,  items  that  industry  sources 
say  push  the  breakeven  point  at  a  store 
such  as  the  Coconut  Creek  (Fla.)  unit  to 
550  cars  per  month — well  above 
what  AutoNation  hit  in  January 
or  February.  Berrard  says 
breakeven  is  350  but  concedes 
that  the  formula  needs  fine 
tuning.  "We  put  together 


ntain  their  frenetic  growth? 


ribution  to  profits  that  year, 
it  an  AutoNation  executive  points 
ime  troubling  glitches.  Some  used 
have  to  be  sent  back  for  additional 
iditioning,  and  AutoNation's  sales 
oach  is  so  low-key  some  customers 
)lain  of  being  ignored,  the  execu- 
says.  AutoNation  also  prices  used 


a  model  with  a  tolerance 
level  for  a  certain  number  of  mis 
takes  and  we're  well  within  that  toler- 
ance level,"  he  adds. 

For  AutoNation  and  other  dealers, 
the  next  several  months  will  be  crucial. 
The  outlook  for  interest  rates — an  im- 
portant barometer  for  car  sales — should 


become  clearer.  And  AUTONATION: 

thanks  to  continuing  Not  hitting 
expansion,  the  new  targets 
chains  will  start  to  ~ 
compete  directly.  CarMax  and  AutoNa- 
tion will  go  head-to-head  in  Dallas, 
Houston,  and  South  Florida,  and  con- 
sumers will  be  able  to  compare  Car- 
Max's  low-price  strategy  to  AutoNa- 
tion's focus  on  service.  CarMax  ceo 
Richard  L.  Sharp  is  confident.  "Con- 
sumers want  the  benefit  of  selection,  of 
guarantees  and  service,  but  they  don't 
want  to  pay  more  for  it,"  he  says. 
EXTRA  SERVICE.  In  the  end,  though,  it's 
consumers  who  will  decide  the  retail- 
ers' future.  And  the  signs  are  encour- 
aging. After  Estes  J.  Bailey  left  Auto- 
Nation without  buying  because  he 
couldn't  afford  the  model  he  wanted,  a 
salesperson  called  him  with  another 
idea.  He  ended  up  buying  a 
1993  Toyota  Corolla  for  $7,000. 
The  extra  service  sold  him. 
He  says  he'll  buy  his  next  car 
there  and  would  recommend 
it  to  others. 

Wall  Street  still  needs 
some  convincing,  though.  Bill  - 
Gilliland,  chairman  of  Cross- 
Continent,  is  set  to  issue  the 
company's  first  annual  report 
this  week,  with  a  headline  that 
reads:  "Driven  by  the  bottom 
line."  That's  a  motto  all  megadealers 
will  have  to  live  up  to. 

By  Gail  DeGeorge  in  Miami  and 
Keith  Naughton  in  Detroit,  with  Jen- 
nifer Rivera  in  Perrine,  Fla. 
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CAN  THIS  CABLE  HERO 
RESCUE  TCI? 

The  new  president  struggles  to  stop  the  flight  of  subscribers 

service,  figures  ana- 
lyst Jessica  Reif-Co- 
hen  of  Merrill  Lynch 
&  Co. 

Hindery  arrived 
from  privately  held 
InterMedia  Partners 
(tci  owns  a  minority 
stake),  where  he  had 
boosted  subscriptions 
4.7%  and  cash  flow 
by  12%  in  the  last 
year.  But  his  resume 
hasn't  done  anything 
for  tci's  stock  which, 
at  around  $11,  is  off 
22%  from  the  day  he 
arrived.  That's  not 
great  for  Hindery, 
who  says  his  entire 
net  worth  is  in  com- 
pany stock.  Investors 
remain  skeptical  that 
the  company  will  de- 
liver   on  promises 
of  digital-quality  pic- 
tures, more  channels, 
and  data  transmis- 
sion. "We  have  all 
been  here  before," 
says  Melissa  T.  Cook, 
an  analyst  with  Prudential  Securities  Inc. 
who  gives  the  company  a  "hold"  rating. 
"We'd  like  to  see  some  results  first." 
PROMISES,  PROMISES.  So  would  Hin- 
dery. "I  agree  with  them,"  he  says. 
"We've  promised  too  much  in  the  past." 
His  promise  now:  to  stop  subscribers 
from  fleeing.  The  first  step  is  to  slow 
down  TCl's  rate  hikes,  which  averaged 
10%   last   year.  He's 
made  progress  in  cut- 


HINDERY:  He  says  his  entire  net  worth  is  now  in  TCI  stock 


Pain  is  nothing  new  to  Leo  J.  Hin- 
dery Jr.  The  49-year-old  president  of 
cable  giant  Tele-Communications 
Inc.  fractured  a  vertebra  in  his  neck 
last  year  while  driving  one  of  his  stock 
cars.  When  he  showed  up  in  February 
for  his  first  day  at  the  Englewood 
(Colo.)  cable  company,  his  right  hand 
was  in  a  cast — the  souvenir  from  a  spill 
on  an  overpolished  office  floor. 

Just  the  right  guy,  perhaps,  to 
bungee-jump  into  the  tortured  finances 
at  TCI,  arguably  the  sickest  company  in 
the  cable  business.  After  six  months  of 
cost-cutting,  including  broad  layoffs  and 
firings  of  several  senior  managers,  TCI  is 
expected  to  announce  at  least  a  10% 
jump  in  cash  flow,  to  $675  million,  for 
the  fu  st  quarter.  But  subscriber  growth, 
the  engine  that  makes  cable  companies 
run,  has  been  absent  for  nearly  a  year, 
contributing  to  the  company's  $813  mil- 
lion loss  in  1996.  In  this  year's  first 
quarter,  the  cable  giant  lost  50,000  of  its 
14  million  customers,  many  to  satellite 


CHAIRMAN 
MAL0NE: 

His  stock 
maneuvers 


ting  programming  costs 
through  tough  negotiat- 
ing, a  campaign  Chair- 
man John  S.  Malone  be- 
gan last  year  after 
rates  charged  by  some 
channels  zoomed  20%. 
In  early  April,  for  in- 
stance, Hindery  inked 
a  10-year  deal  with  the 
Disney  Channel  and 
Walt  Disney  Co.'s  80%- 
owned  ESPN  that  he 
says  will  keep  price  in- 
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creases  closer  to  the 
rate  of  inflation. 

But  tci  can't  sim- 
ply cut  to  win.  With 
satellite  services  com- 
peting for  customers, 
it  needs  to  improve 
service,  long  a  weak 
point.  One  step:  Hin- 
dery plans  to  split  the 
company  into  as  many 
as  12  operating  units 
of  1  million  to  3 
million  subscribers 
apiece,  sending  pro- 
gramming authority 
and  other  responsibil- 
ities back  to  the  local 
areas.  "Subscribers  may  Hinder  I 
don't  care  if  their  ca-  the  COmpanl 
ble  company  is  Hin-  turnaround ! 
dery  Cable  Company 
or  tci,"  Hindery  says.  "They  want  til 
cable  installed  on  time,  their  questiJ 
answered,  and  value  for  the  money  i. 
they  pay."  Hindery  is  negotiating  w 
smaller  cable  operators,  including  F 
con  TV  and  Jones  Intercable  Inc.,  to  joi 
ly  operate  some  of  the  dozen  baby 
systems. 

Another  place  tci  can't  skimp  1 
much  is  in  rolling  out  new  digital  s 
vices.  It  is  two  years  behind  schedule 
and  this  year  it  will  cut  capital  spendi 
on  new  fiber-optic  wiring  in  half,  to  $r 
million.  Malone.  who  has  a  PhD  in  » 
gineering,  says  he  has  found  a  way 
delivering  digital  services  over  low' 
frequency  cable  than  rivals  by  usinj 
compression  technique  developed  by  S 
Francisco-based  I  Media  Corp. 

But  that's  a  huge  gamble  for  tci. 
estimated  40%  of  its  systems  are  in  i 
ral  areas,  with  systems  so  old  that  th 
are  limited  to  40  channels  compar 
with  satellite's  175-channel  packages, 
its  partial  upgrades  don't  work,  su 
scribers  could  leave  in  droves.  Still,  H 
dery  says  the  work  is  going  so  w 
that  tci  may  be  offering  the  service 
as  many  as  15  milli 
homes  later  this  yeai 
Can  Hindery  pull 
off?  The  job  won't  I 
made  easier  by  Mi 
one's  financial  dealin 
and  asset  shufflin 
Take,  for  example,  tl 
Apr.  21  announceme 
that  tci  will  issue  1 
million  additional  Cla 
A  shares  to  acquire  tl 
Kearns-Tribune  Cor 
for  about  $630  millic 
Separately,  Malone  h 
arranged  to  swap  Cla 


HBBSIH 
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lares  he  owns  for  Class  B  shares 
by  Kearns-Tribune  without  paying 
!mium  for  the  Class  B  shares.  Since 
shares  have  10  times  the  voting 
is  of  Class  A  shares,  the  deal  gives 
me  more  control  over  TCI,  at  no 

it  the  deal  doesn't  do  much  for  tci's 
ice  sheet — or  shareholders.  It's  di- 
e,  and  tci's  depressed  stock  is  a 


sorely  undei-valued  currency  for  the  pur- 
chase of  a  newspaper  publishing  com- 
pany tci  doesn't  need  to  own.  "It's  a 
troubling  transaction,"  says  corporate- 
governance  expert  Nell  Minow  of  the 
lens  Fund.  "It's  as  though  he  bought 
equity  at  below-market  prices."  tci  says 
the  shares  were  fairly  valued,  and  the 
transaction  is  only  slightly  dilutive. 
Hindery's  fans  remain  upbeat  about 


his  prospects.  "The  place  needs  a  lot  of 
work,  but  Leo  works  harder  than  any- 
one I  know,"  says  a  longtime  friend, 
Falcon  Chairman  Marc  B.  Nathanson. 
He  also  has  a  history  of  pratfalls:  He's 
"a  bit  of  a  klutz,"  laughs  Nathanson. 
Hindery  may  yet  feel  more  pain  before 
his  work  at  tci  is  done. 

By  Ronald  Grover  in  Los  Angeles 
and  Elizabeth  Lesly  in  New  York 


ACOM'S  HEADACHE: 
S  A  BLOCKBUSTER 

company  wanted  a  cash  cow.  Did  it  buy  a  turkey? 


NOT  A  STELLAR 
PERFORMANCE 


iacom  Inc.  Chief  Executive  Sumner 
M.  Redstone  has  a  big  problem.  He 
runs  a  media  giant  with  several 
using  businesses  run  by  executives 
r  to  expand  their  franchises.  But 
g  to  a  huge  debt  load  of  about  $10 
m  and  a  stock  that  is  60%  off  its 
,  Viacom  has  to  retrench  to  get  its 
;cial  house  in  order. 
ievitably,  those  limitations  have 
lpted  some  ambitious  managers  to 
>  ship.  The  latest  casualty  is  Block- 
er Entertainment  Group  chief  Bill 
ds,  hired  away  from  Wal-Mart 
es  Inc.  barely  a  year  ago  and  once 
d  by  Redstone  as  his  possible  suc- 
3r.  Fields  abruptly  left  Viacom  on 

22.  He  wasn't  available  for  com- 
|  and  a  Viacom  spokesman  would- 
;ay  whether  Fields  was  fired  or 

But  Fields  is  expected  to  take  a 
)r  position  at  another  large  retailer 
tly.  The  stock  market  reacted  vio- 
y  to  the  news:  Viacom  lost  $1.6 
»n  of  market  value  in  the  two  days 
wing  the  announcement. 
IE  SHORTAGE.  What  went  wrong? 
lysts  and  investment  bankers  say 

Fields's  aggressive  plan  to  trans- 
i  Blockbuster  into  a  one-stop  re- 
r  of  videos,  music,  books,  and  com- 
r  games  conflicted  with  Redstone's 
1  to  trim  capital  investments.  And 
ces  say  Fields's  effort  to  save  mon- 
y  centralizing  the  licensing  opera- 
5  of  all  Viacom  units  ran  afoul  of 
r  corporate  fiefdoms. 
l  addition,  the  video  industry  is  un- 
doing a  shift  away  from  rentals  to 
■r-priced  tapes  that  consumers  buy 
)  supermarkets  or  general  retail- 
That  trend — along  with  the  dearth 
it  movies  going  to  video — is  hurting 
kbuster's  cash  flow,  which  Viacom 
;  declined  by  as  much  as  20%  in 
first  quarter.  So  no  matter  how  sol- 
ields's  turnaround  plan  might  have 
l,  Blockbuster  wasn't  generating 


the  results  Redstone 
needed  to  pay  down 
debt.  "Clearly,  there  was 
a  falling-out  between 
Fields  and  Redstone  as 
to  how  that  business 
would  be  managed," 
says  Furman  Selz  Inc. 
media  analyst  Frederick 
Moran.  "Redstone  is  a 
very  hands-on  individual,  who  likes  to 
have  the  division  heads  execute  the 
strategy  while  he  determines  that 
strategy." 

What  will  Viacom  do  about  Block- 
buster now?  On  the  day  Fields  left, 
the  media  conglomerate  announced 
plans  to  issue  in  early  1998  a  separate 
class  of  stock  tied  to  Blockbuster's  per- 


VIACOM  STOCK  PRICE 

25  

4 

0  ■  r  1 1  r  i  ]  1 1 1 1 1 1  r  1 1 1 1 1 1 1  r  i  i  1 1 1 1 1 1 1 M  i  r  1 1 1 1 1 1 1  r  1 1  l  1 1 1 1 1  r  1 1 1  r  m  i  r  1 1  i  1 1 

JAN.  5,  '96  APR  22.  '97 

A  DOLLARS 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


just  $4.6  billion,  because  of  its  slipping 
cash  flow.  "That's  an  incredible  loss  of 
value  in  only  three  years,"  says  Reif- 
Cohen.  And  now,  with  Fields  gone  and 
his  turnaround  plan  aborted,  "they 
have  to  start  the  clock 
again."  The  Viacom 
spokesman  says  the 
company  believes  Block- 
buster is  worth  between 
$6  billion  and  $8  billion. 
EXODUS.  Oddly  enough, 
Viacom  bought  Block- 
buster largely  because 
it  produced  enough  cash 
to  enable  Viacom  to  buy 
Paramount  Communica- 
tions Inc.  in  1994.  But 
Viacom  soon  learned 
that  in  order  to  keep  fu- 
eling the  video-rental  chain's  growth, 
Blockbuster's  cash  flow  had  to  be  rein- 
vested in  new  retail  outlets.  Then, 
changes  in  the  method  Blockbuster 
used  to  account  for  its  tape  inventory 
made  the  chain's  margins  appear  lower 
in  1996. 

Fields  follows  several  executives  who 
have  left  the  financially  pressed  Via- 
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REWINDING:  The  video-rental  chain  has  lost  two  CEOs  in  a  year 


formance.  Viacom  didn't  say  what  por- 
tion of  Blockbuster  would  be  sold,  or  at 
what  price.  The  deal  is  unusual  be- 
cause companies  typically  issue  tracking 
stock  for  units  performing  better  than 
the  parent  company.  And  the  an- 
nouncement backfired  because  it  led 
analysts  to  focus  on  how  little  Block- 
buster might  be  worth. 

And  how  little  is  that?  Viacom  paid 
$8.4  billion  for  Blockbuster  in  1994. 
Now,  says  Merrill  Lynch  &  Co.  media 
analyst  Jessica  Reif-Cohen,  it's  worth 


com  in  the  past  18  months.  Nickelodeon 
chief  Geraldine  Laybourne  skipped  to 
Walt  Disney  Co.  ceo  Frank  Biondi  was 
fired  in  1996  and  now  heads  Universal 
Studios  Inc.  Former  Blockbuster  chief 
Steven  R.  Berrard  left  to  rejoin  former 
Blockbuster  owner  Wayne  Huizenga. 
Technology  chief  Edward  D.  Horowitz 
left  for  Citicorp. 

Top  executives  at  any  large  company 
come  and  go.  But  at  Viacom  lately,  it 
seems  they  only  go. 

By  Elizabeth  Lesly  in  New  York 
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REGULATORS 


THE  SMOKE  THICKENS 
AT  THE  TOBACCO  TALKS 

Activists  split  over  tactics,  and  that  could  weaken  their  hand 


■  t's  a  remarkable  development.  At  the 
Bsame  table  sit  cigarette  company 
Bceos,  state  attorneys  general,  even 
Matthew  Myers,  the  influential  general 
counsel  of  the  National  Center  for  To- 
bacco-Free Kids.  With  so  many  interests 
represented,  no  wonder  some  Wall 
Street  analysts  predict  a  "global  settle- 
ment" of  tobacco  litigation  within  weeks. 

Indeed,  the  outlines  are  in  focus:  sig- 
nificant new  protection  from  lawsuits 
for  tobacco  companies  in  exchange  for 
accepting  Food  &  Drug  Administration 
jurisdiction,  new  regulations  such  as  ad- 
vertising restrictions,  and  at  least  $300 
billion  for  victims  of  smoking-related 
diseases.  "The  very  presence  of  these 
people  at  the  table  suggests  goodwill 
on  both  sides,"  says  Smith  Barney  Inc. 
analyst  Martin  P'eldman. 
hopping  mad.  There's  just  one  prob- 
lem: While  Myers  talks,  the  rest  of  the 
antismoking  and  public-health  commu- 
nity is  balking.  That's  bad  news  for  the 
tobacco  industry.  If  the  American  heart, 
lung,  and  cancer  societies  and  other  key 
activist  groups  are  united  in  opposition 
to  a  deal,  then  it's  a  tough  sell  political- 
ly. The  White  House,  key  members  of 
Congress,  and  the  state  attorneys  gen- 
eral won't  get  near  a  deal  that  the  an- 
tismoking community  brands  a  sellout. 

That's  troublesome,  since  most  anti- 
tobacco  activists  are  hopping  mad — 


both  at  the  proposed  settlement  and  at 
Myers  himself  for  lending  it  legitima- 
cy. The  proposed  plan  "is  a  total  sell-out 
to  industry,"  charges  William  T.  God- 
shall,  director  of  SmokeFree  Pennsyl- 
vania. "The  public-health  community  has 
been  locked  out  of  this  negotiation." 

The  antismoking  groups  agree  that 
any  deal  is  fraught  with  peril:  Just  look 
at  the  record,  they  say.  "Without  ex- 
ception, federal  legislation  designed  to 
favor  the  public  health  has  worked  to 
the  advantage  of  the  industry,"  says 
University  of  Michigan  tobacco  policy 
expert  Kenneth  E.  Warner.  The  1965 
law  requiring  labels  on  cigarette  packs 
proved  singularly  ineffective  in  cutting 
smoking — and  gave  the  industry  new 
protections  against  liability  lawsuits. 

And  now,  activists  fear,  Washington 
won't  do  any  better.  No  matter  what 
the  negotiators  hammer  out,  "this  Con- 


gress is  not  going  to  do  anythi 
that  hurts  companies  more  tr 
it  helps  them,"  cautions  Ju 
Carol,  co-director  of  Ame 
cans  for  Nonsmokers'  Righ 
Specifically,  health  advocal 
worry  that  Congress  will  g 
the  industry  too  much  immu 
ty,  while  watering  down  evei 
thing  from  fda  jurisdiction  to  : 
vertising  restrictions. 

While  activists — with  the  i 
table  exception  of  Myers — i 
largely  united  against  the  sha 
and  substance  of  the  current  tall 
they  are  badly  split  on  tactics.  0 
faction  vehemently  opposes  the  v« 
idea  of  a  deal,  no  matter  how  mu 
the  industry  claims  to  be  giving  i 
But  other  activists  argue  that  I 
Tobacco's  willingness  to  talk  is 
breakthrough  that  should  be  exploite 
"Anytime  someone  wants  to  settle,  y 
ought  to  at  least  hear  them  out,"  sa 
former  Surgeon  General  C.  Evert 
Koop.  If  a  settlement  is  delayed,  i 
tense  public  anger  against  the  indust 
may  wane,  antitobacco  lawsuits  may  f; 
ter,  and  President  Clinton's  success 
may  not  share  his  antitobacco  views. 
A  PAIN?  Even  those  moderates,  howe 
er,  want  to  go  in  with  the  right  nego 
ating  team — a  high-powered  group  wi 
the  likes  of  Warner,  Koop,  or  Repr 
sentative  Henry  A.  Waxman  (D-Cali 
the  leading  health  advocate  in  tl 
House.  Myers,  they  fear,  is  outnumber! 
and  outgunned.  They  say  he's  the  han 
picked  choice  of  tobacco  interests.  Tho 
fears  are  unwarranted,  Myers  insist 
"While  everyone  else  [in  the  antismo 
ing  world)  thinks  I'm  selling  them  oi 
everyone  in  these  meetings  thinks  I' 
being  the  worst  pain  in  the  ass  in  tl 
history  of  mankind,"  he  says. 

Myers'  critics  in  the  antismoking  cor 
munity  aren't  reassured.  They  belie\ 
that,  united,  they  can  oppose  a  bad  de? 
But  they  are  split  on  whether  to  ris 
forging  a  compromise.  Ultimately,  the 
ability  to  resolve  that  ambivalence  cou 
be  what  makes  or  breaks  a  tobacco  des 
By  John  Carey  in  Washington,  mi 
Justin  Catanoso  in  Greensboro,  N.  C. 


WHO'S  FEUDING 

Factions  within  the  public-health  community 


Antismoking  activist  Matthew  Myers  is  negotiating  a  settle- 
ment with  tobacco  companies,  plaintiffs'  lawyers,  and  state  attorneys  general. 

•  Researcher  Stanton  Glantz  and  others  vehemently  oppose  a 

deal  in  any  form.  Public  health  always  loses  in  such  settlements,  they  say. 

MODERATES  C.  Everett  Koop  and  others  say  that  if  tobacco  is  willing  to 
negotiate,  activists  should  listen.  But  they  want  higher-powered  negotiators. 
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COMMENTARY 

By  Owen  Ullmann 

GINGRICH:  NOT  EXACTLY  THE  COMEBACK  KID 


When  he  announced  his 
$300,000  loan  from  new- 
found pal  Bob  Dole  on 
)r.  17  to  pay  off  his  ethics 
nalty,  House  Speaker  Newt 
ngrich  hoped  to  lift  a  weight 
■  his  shoulders  and  reclaim  the 
ormous  clout  he  wielded  two 
ars  ago.  But  the  controversial 
?orgian  has  sunk  so  low  in  the 
teem  of  voters — including 
ose  in  his  own  party — that  it 
uld  be  too  late  for  political 
Ivation.  Gingrich  may  have 
fathered  his  latest  crisis,  but 
jpublicans  are  deeply  pes- 
nistic  about  his  chances  of  re- 
unding.  "He  has  no  agenda, 
nservatives  are  disaffected, 
d  the  public  despises  him," 
ys  gop  strategist  William 
"istol. 

How  far  has  Gingrich  fallen? 
wording  to  pollsters,  the 
teaker  has  racked  up  the  high- 
t  negatives  for  a  national  po- 
ical  figure  in  the  history  of 
illing — three-fourths  of  the 
ting  public  in  recent  surveys. 
Iven  Richard  Nixon  had  more 
anding  at  the  depth  of  Water- 
±e,"  says  New  Hartford 
f.  Y.)  independent  pollster 
hn  J.  Zogby.  According  to  an 
pr.  7-10  Zogby  poll,  conducted 
tfore  Gingrich  disclosed  his 
an  arrangement,  64%  of  Re- 
iblicans  disapproved  of  the 
)eaker's  job  performance, 

I  hile  just  24%  had  a  positive 
anion.  "Republicans  think  he's 
irting  the  party,"  says  Zogby. 

I  'ESPERATE  MAN."  Dole's  favor- 
tie  loan  terms — which  let  Gin- 
ich  postpone  all  payments 
r  eight  years — certainly  won't 
lprove  the  Speaker's  image, 
oreover,  Gingrich's  ethics  woes  may 

|  )t  be  over.  He  still  faces  potential 
•oblems  from  the  Internal  Revenue 
irvice  over  his  use  of  tax-exempt 
nds  to  teach  a  college  course.  And 
emocratic  House  Minority  Whip 
avid  E.  Bonior  (D-Mich.),  who  has 
)gged  Gingrich,  is  preparing  a  raft 
'  new  ethics  complaints. 
Meanwhile,  Gingrich  is  battling  to 
;assert  control  over  the  House  by 
illing  off  some  key  legislative  victo- 
es.  But  in  pursuing  them,  he  places 


PARTY  DISFAVOR 


Newt  "has 
no  agenda,  conservatives 
are  disaffected,  and 
the  public  despises  him" 


himself  in  a  catch-22.  To  pass  bills,  he 
needs  to  deal  with  Democrats  and 
moderate  Republicans.  Yet  whenever 
he  tries  to  compromise,  he  faces  rebel- 
lion on  the  right. 

The  results  can  already  be  seen  in 
Gingrich's  flip-flops  on  key  policy  is- 
sues this  session.  Consider  taxes:  In 
an  overture  to  the  White  House,  he 
suggested  that  tax  cuts  be  postponed 
to  make  it  easier  to  reach  a  bal- 
anced-budget deal.  But  he  did  a 
pirouette  after  conservatives  howled. 


Now,  he's  calling  for  elimination 
of  estate  and  capital-gains  tax- 
es— a  proposal  that  has  virtually 
no  chance  of  passage.  "It's  just 
silly  talk  from  a  desperate  man," 
scoffs  a  gop  business  lobbyist. 
"He  can't  deliver  anything." 

If  Gingrich  is  no  longer  taken 
seriously,  that  could  lessen  House 
influence  in  the  budget  talks. 
Clinton's  negotiators  are  comfort- 
able dealing  with  Senate  Majority 
Leader  Trent  Lott  (R-Miss.),  but 
they're  not  sure  who  is  really  in 
charge  of  the  chaotic  House. 
"Lott  speaks  for  his  folks,  but  we 
don't  have  any  confidence  that 
Gingrich  speaks  for  his  troops," 
says  a  senior  Clinton  adviser. 
LIABILITY.  Gingrich  is  also  in  a 
bind  on  another  big  issue:  China's 
annual  bid  for  renewal  of  its 
most-favored-nation  trade  status. 
The  Speaker  has  routinely  sup- 
ported China  on  this  in  the  past. 
But  gop  conservatives  have  made 
mfn  opposition  a  key  condition  of 
their  continued  support  for  Gin- 
grich. His  awkward  compromise 
proposal  would  be  to  extend  mfn 
for  just  six  months.  Trade  ex- 
perts say  his  idea  is  a  nonstarter. 

As  he  struggles  to  regain  pow- 
er, Gingrich  is  likely  to  become 
more  of  a  liability  to  his  GOP  col- 
leagues. Indeed,  some  freshman 
Republicans  who  won  close  races 
in  swing  districts  last  year  fret 
that  they'll  lose  in  1998  if  Gin- 
grich stays  as  Speaker.  "History 
argues  for  Republican  gains  in 
1998,  but  history  could  be  thwart- 
ed if  Gingrich  is  still  around," 
says  Rutgers  University  congres- 
sional scholar  Ross  K.  Baker. 

Gingrich,  a  former  college  pro- 
fessor, considers  himself  an  as- 
tute reader  of  history.  So  he  should 
eventually  come  to  the  same  conclu- 
sion— and  resign  for  the  sake  of  his 
party.  No  doubt,  he'd  like  to  be  re- 
membered as  the  political  savant  who 
led  the  gop  to  capture  the  House  and 
retain  it  for  the  first  time  in  68  years. 
That  would  sure  beat  going  down  as 
the  pol  who  brought  the  gop's  majori- 
ty status  to  a  premature  end. 

Ullmann  is  Washington  senior 
news  editor. 
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HUMAN  RIGHTS 


A  COMPANY 
WITHOUT  A  COUNTRY? 

Unocal  says  it  won't  leave  Burma,  but  it  may  de-Americanize 


The  U.  S.  is  becoming  a  distinctly  in- 
hospitable place  for  Unocal  Corp. 
to  hang  its  hat.  In  March,  a  federal 
district  court  judge  in  California  ruled 
that  the  oil  and  natural-gas  company 
could  face  trial  in  the  U.  S.  for  human- 
rights  violations  in  Burma,  where  it  has 
a  $340  million  stake  in  a  natural  gas 
project.  Then,  on  Apr.  22,  the  Clinton 
Administration  imposed  sanctions 
against  the  rogue  state  that  prohibit 
further  investment  by  U.  S.  companies. 

Faced  with  this  political  pressure 
at  home  and  drawn  by  the  lure  of 
growth  opportunities  abroad,  the  $5.3 
billion  company  is  taking  a  radical  step: 
It  is  de-Americanizing.  Legally,  the 
company  is  headquartered  in  El  Se- 
gundo,  Calif.  But  in 
company  literature, 
Unocal  says  it  "no 
longer  considers  itself 
as  a  U.S.  company" 
but  a  "global  energy 
company."  In  practice, 
it  is  slowly  moving  as- 
sets, research  spend- 
ing, and  management 
to  Asia. 

On  Apr.  21,  Unocal 
opened  what  it  calls  a 
'"twin  corporate  head- 
quarters" in  Malaysia. 
President  John  F. 
Imle  Jr.  and  several 
senior  executives  will 
be  posted  there  while 


BANGLADESH 


ceo  Roger  C.  Beach  remains  in  Cali- 
fornia. This  after  it  sold  off  its  U.  S.  re- 
fining operations  and  gas  stations  to 
Tosco  Corp.  in  March  for  $2  billion.  An- 
alysts say  Unocal  may  decide  to  spin 
off  its  Asia  headquarters  into  an  en- 
tirely separate  company — and  in  so  do- 
ing, may  be  able  to  bypass  U.  S.  sanc- 
tions. "They  have  structured  their 
operations  now  so  it  would  be  easy  for 
them  to  pull  out  of  the  U.  S.  if  that's 
what  they  needed  to  do,"  says  Jennifer 
Weinstein,  research  associate  at 
NatWest  Securities  Corp. 

Unocal  says  it  has  no  imme- 
diate plans  to  relocate  or  spin 
off  the  international  division. 
Its  Burmese  operations,  the 
company  says,  are 
grandfathered  under 
the  sanctions,  and  62% 
of  Unocal's  revenue  is 
still  generated  in  the 
U.  S.,  mostly  from  pro- 
duction in  the  Gulf  of 
Mexico  and  Alaska.  But 
two-thirds  of  its  $1.34 
billion  in  capital  spend- 
ing currently  goes  to 
Asia — Central  Asia, 
Bangladesh,  China,  and 
elsewhere  in  Southeast 
Asia — as  well  as  Bur- 
ma. "Our  major  focus 
area  for  future  invest- 
ment is  Asia,"  Beach 
wrote  in  a  recent  let- 
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LIGHTNING  ROE 

Democracy 
groups  say  this! 
gas  pipeline-a| 
Unocal  joint 
venture-will 
fund  the  brutal 
military  regima 

ter  to  sharehold| 
In  Burma,  Una 
owns  28%  of  a  jj 
venture  with  Frarjj 
Total,  the  Petrokj 
Authority  of  Til 
land,  and  Myanmal 
&  Gas  Enterprise,  a  state-owned  comp| 
The  four  are  investing  $1.2  billion  to 
velop  a  natural-gas  field  in  the  Andarjj 
Sea  south  of  Rangoon  and  a  254-nj 
pipeline  to  Thailand  set  to  open  in  rJ 
1998.  A  proposed  second  pipeline,  to  R 
goon,  could  be  halted  by  U.  S.  sanctkj 
Unocal  isn't  the  only  U.  S.  comp; 
operating  in  Burma.  Texaco  Inc.  s 
Arco  Corp.  have  invested  in  small 
natural-gas  projects.  But  pressure 
mounting  against  multinationals  t| 
deal  with  the  State  Law  &  On 
Restoration  Council  (slorc),  the  nj 
tary  junta  that  has  run  the  coun 
since  forcibly  taking  power  in  1988.  P 
siCo,  Philips  Electronics,  and  Moton 
among  other  U.  S.  and  European  cc 
panies,  have  pulled  out  of  Burma  in 
last  year.  That  leaves  Unocal  1 
biggest  U.  S.  player  in  the  country 
far — and,  so,  a  magnet  for  activists. 
RUNAWAYS.  The  anti-SLORC  campa; 
may  only  drive  Unocal  closer  to  divorc 
itself  from  the  U.  S.  Overnight,  it  co 
join  a  growing  community  that  incluc 
Hongkong  &  Shanghai  Banking  Coi 
which  moved  to  Britain  in  1993  ahead 
China's  takeover  of  Hong  Kong,  and  A 
Asea  Brown  Boveri  Ltd.,  which  now  a 
itself  a  "multidomestic  coiporation." 

Other  multinationals  will  be  wat< 
ing.  The  human-rights  case  appears  t< 
uous:  Total  is  building  and  running  t 
Burma  operation,  while  Unocal  is  ji 
an  investor.  But  if  the  trial  is  heard 
the  U.  S.,  it  could  have  broad  impli 
tions  for  other  U.  S.  companies  oper 
ing  abroad.  "It  should  be  a  warning  tl 
companies  should  be  aware  of  what  a 
of  their  government  partners  are  ( 
ing,"  says  Robert  W.  Benson,  profess 
of  international  human-rights  law 
Loyola  Law  School  in  Los  Angeles.  1 
they  should  start  thinking  about  a  n< 
home. 

By  Sheri  Prasso  in  New  York,  w 
Larry  Armstrong  in  Los  Angeles 
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PATRICIA  BOUCHILLON, 
JIMMY  OWNER 

Competitive  equestrienne.  Makes  own  jewelry. 
Into  biking,  skiing  and  working  out. 
Pursuing  Master's  in  Clinical  Psychology. 
Husband:  Mark.  Cat:  Derby. 
Horse:  Parable. 


JIMMY  SLT 

Cargo  space  accommodates  all  riding  gear. 
Luxury  and  style  for  formal  occasions. 
Bikes  fit  easily  in  back  or  on  available  rack. 
Available  shift-on -the-fly  four-wheel  drive 
helps  ensure  perfect  attendance  at  classes. 


J  I  MM Y 


COMFORTABLY 
IN  COMMAND' 


for  more  information  call  tolu-free  1-888-97-JIMMY  or  visit  ocr  website  at  www.gmc.eom/ jimmy 


COMMENTARY 


By  Richard  A.  Melcher 


WELFARE  REFORM:  TOUGHER  TIMES  AHEAD 


■  n  early  April,  the  National  City 
I  Bank  of  Cleveland  began  looking 
I  for  as  many  as  300  entry-level  re- 
cruits from  a  new  source — local  wel- 
fare bureaus.  Hotelier  Marriott  In- 
ternational Inc.  is  expanding  its 
six-week  job-training  program  for 
welfare  recipients  from  16  sites  to  22 
this  year.  And  on  Apr.  10,  President 
Clinton  pledged  that  the  federal  gov- 
ernment will  hire  10,000  people  off 
welfare  rolls  over  four  years,  includ- 
ing six  for  the  White  House. 

JONES:  Loves  the  work,  but  her 
checks  won't  stretch  far  enough 


mission.  "The  time  for  welfare 
reform . . .  couldn't  be  better." 

In  other  words,  as  we  celebrate 
early  success,  let's  not  forget  some 
very  real  problems  that  still  make  re- 
form difficult.  Not  surprisingly,  those 
moving  off  the  welfare  rolls  first  are 
the  easiest  to  place:  They  typically 
have  some  secondary  education  and 
work  experience.  Even  those  work- 
ers, welfare  officials  and  activists 
worry,  could  be  trapped  in  dead-end 
jobs  paying  less-than-subsistence 
wages.  Indeed,  the  mass  influx  of  for- 
mer welfare  recipients  almost  surely 
will  keep  wages  of  all  low-skill  jobs 
■■DHMM 


It  seems  so  easy.  Four  months  af- 
ter an  overhaul  of  the  welfare  sys- 
tem became  law,  growing  numbers  of 
former  welfare  moms  are  becoming 
machine  operators,  bookkeepers,  and 
maids.  Indeed,  most  states  will  have 
little  trouble  meeting  the  federal 
mandate  that  25%  of  their  welfare 
recipients  be  employed  for  at  least 
20  hours  a  week  by  yearend. 

Problem  solved?  Not  quite.  The 
25%  target,  for  one  thing,  is  illusory: 
A  host  of  exemptions  and  exclusions 
make  the  real  mandate  much  lower. 
And  the  robust  economy,  producing 
an  unemployment  rate  of  5.2%,  has 
made  the  rest  of  the  job  simple. 
With  labor  markets  in  most  regions 
drum-tight,  "employers  are  crying 
for  help,"  says  Doug  Rothwell,  ceo 
of  the  state-run  Michigan  Jobs  Com- 


When  the  economy  slows,  and  the 
most  employable  clients  have 
jobs,  real  problems  will  surface 


from  rising,  predicts  Brookings  Insti- 
tute economist  Gary  Burtless. 

STRIVE/Chicago  Employment  Ser- 
vice, a  placement  outfit,  has  tracked 
welfare  recipients  for  three  years  af- 
ter they  left  the  rolls — and  the  find- 
ings aren't  encouraging.  Typical  cases 
moved  through  at  least  three  jobs 
during  that  time,  ending  up  with  pay 
of  just  $6.70  an  hour,  or  $1  an  hour 
above  where  they  started.  Moral: 
"Ending  welfare  doesn't  end  pover- 
ty," warns  Mary  Ann  Cook,  of  the 


Dane  County  (Wis.)  welfare  agency 

Theresa  I.  Jones,  for  one,  still 
struggles  to  make  ends  meet.  On  an 
off  welfare  for  23  years,  Jones,  49, 
says  she  "couldn't  be  happier  getting 
up  in  the  morning  and  going  to  wor] 
at  Hanky  Panky  Ltd.,  the  New  Yorl 
City  lingerie  factory  where  she's  a 
seamstress.  But  at  $7  an  hour,  the  j( 
forces  some  fiscal  gymnastics.  "Ever 
week,  I've  got  to  put  money  away  fc 
rent  and  lights,  and  I  don't  have  mu 
left  to  buy  food  and  clothing." 

Millions  of  welfare  clients  will  fin 
the  going  even  tougher.  By  2002, 
states  must  prove  that  50%  of  their 
recipients,  or  roughly  2  million  peo- 
ple, are  working,  or  lose  big  chunks 
of  federal  funds.  The  next  wave,  sa; 
welfare  experts,  will  comprise  more 
of  the  chronically  unemployed,  dis- 
abled, and  those  with  family  prob- 
lems— straining  potential  employers 
FLURRY.  For  now,  many  companies 
are,  admirably,  moving  to  ease  the 
transition.  Manpower  Inc.  has  set  u 
an  inner-city  office  in  Milwaukee  to 
train  and  find  jobs  for  welfare  recip 
ents.  In  the  Kansas  City  (Mo.)  area 
Sprint  Corp.  works  with  community 
colleges  and  such  companies  as  AT&r 
and  Gateway  2000  Inc.  to  develop 
training  and  job  leads  for  the  area's 
telemarketing  industry.  "You'd  be 
amazed  at  how  seriously  the  busine 
community  is  taking  this,"  says  Pa- 
cific Telesis  ceo  Philip  J.  Quigley. 

The  flurry  of  ac 
tivity  is  an  encour 
aging  start  to  a 
bold  gamble.  But 
the  true  test  will 
come  when  tough* 
economic  times  an 
stricter  federal 
mandates  converge.  As  labor  mar- 
kets loosen,  companies  aren't  likely 
to  hire  millions  of  low-skilled  work- 
ers out  of  altruism — nor  should  thej 
Rather,  states  must  keep  up  invest- 
ments in  critical  training,  child  care, 
and  transportation,  even  through  th 
bad  times.  In  the  long  run,  that's 
what  will  produce  the  better  workei 
that  business  truly  wants  to  employ 

Melcher  watches  welfare  from 
Chicago. 
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was  Thomas  Edison,  founder  of  the 
eneral  Electric  Company,  who  electri- 
ed  the  world  a  century  ago  with  his  invention  of  the  light 
ulb.  Now,  at  the  dawn  of  a  new  century,  the  company  he 
mnded  is  repeating  history.  GE  Information  Services  is 
lectrifying  the  business  world  with  the  new  technologies  of 
iectronic  commerce. 

We're  helping  more  than  40,000  trading  partners  become 
lore  proficient  in  their  business  processes  and  the  way 
ley  exchange  information  with  their  suppliers,  distributors, 
nd  manufacturers  through  the  power  of  global  networks. 


again. 


Through  our  technology,  experience  and 
innovative  electronic  commerce  solutions, 
businesses  are  better  able  to  serve  their  customers,  improve 
their  productivity,  reduce  their  costs,  and  strengthen  their 
competitiveness. 

From  EDI  business  applications  to  Internet  based  solu- 
tions, GE  Information  Services  is  a  global  leader  in  busi- 
ness-to-business electronic  commerce.  If  you  want  to  electri- 
fy your  supply  chain  and  extend  your  market  reach,  give  us 
a  call.  Because  in  the  world  of  electronic  commerce  .  .  . 
We  Bring  Good  Things  To  Life. 


GE  Information  Services 


For  more  information  call  800-560-GEIS,  www.geis.com 
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RESTRUCTURING 


EDS  IS  LEARNING 
THE  PRICE  OF  FREEDOM 

Independent  of  GM,  it  plans  what  may  be  a  painful  revamping 


Computer-services  giant  Electronic 
Data  Systems  Corp.  is  about  to  get 
a  dose  of  its  own  medicine.  With 
slimmer  profits  from  its  biggest  cus- 
tomer, former  parent  General  Motors 
Corp.,  and  growing  competition,  EDS  is 
about  to  start  reengineering  itself  to 
gain  greater  efficiency. 

Jolted  by  lower  sales  and  earnings 
late  last  year  and  a  plunging  stock  price, 
EDS  has  turned  to  A.  T.  Kearney  Inc., 
the  management  consulting  company  it 
bought  in  1995,  for  help.  Kearney  is 
studying  the  $14.4  billion  parent's  cost 
structure  and  organization.  The  first 
wave  of  what  the  company  says  will  be 
big  changes  were  due  to 
be  announced  on  Apr.  24, 
when  the  company's  top 
200  managers  are  set  to 
meet  at  the  Piano  (Tex.) 
headquarters,  eds  says 
that  job  cuts  in  its  work- 
force of  100,000  are  likely 
but  that  rumors  of  mass 
layoffs— 10,000  to  20,000 
positions — are  way  off. 
There  is  likely  to  be  con- 
solidation of  eds's  45 
"strategic  business  units." 
Says  a  rival:  "It's  now  so 
Byzantine,  you  don't  know 
who's  doing  what." 

"HUNGRIER."  EDS  Vice- 
C  hair  man  Gary  J.  Fer- 
nandes  promises  there  will 
be  a  business  "transfor- 
mation." The  company  al- 
ready cut  expenses  after 
being  spun  off  from  GM 
last  June,  chopping  about 
4,000  jobs,  consolidating 
data  centers,  and  taking  a 
charge  of  $850  million.  But 
those  efforts,  Fernandes 
concedes,  didn't  go  "far 
enough,  fast  enough." 
With  tougher  competition 
and  more  demanding  cus- 
tomers, he  says,  "doing 
what  we've  always  done 
the  way  we've  always 
done  it  isn't  good  enough." 

One  change  that  rivals 
have  already  noticed  is 
eds's  willingness  to  com- 


pete on  price,  "eds  concerns  me  more 
now  than  last  year — because  they're 
hungrier,"  says  a  competitor.  Instead  of 
forcing  every  deal  to  meet  set  profit 
targets,  EDS  says  it  will  measure  the 
profitability  of  its  "portfolio"  of  busi- 
nesses. Stephen  T.  McClellan,  an  analyst 
at  Merrill  Lynch  &  Co.,  figures  eds 
could  take  some  deals  with  8%-to-10% 
margins,  instead  of  12%. 

eds  has  little  choice.  Last  year,  the 
company  saw  new  orders  sag,  partly 
because  of  the  distractions  of  the  spin- 
off. In  all  of  1996,  it  failed  to  win  a  sin- 
gle contract  valued  at  more  than  $1  bil- 
lion, while  rival  IBM  snared  two — and 


EDS:  ORDERS  ARE 
COMING  BACK... 


..BUT  THE  STOCK 
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Computer  Sciences  Corp.  had  t! 
With  the  stock  at  43,  down  from  a 
high  of  49MS,  investors  "are  sittin 
their  hands  waiting  for  EDS  to  wi: 
contracts,"  says  McClellan. 

The  outlook  is  already  improving, 
first-quarter  contract  signings  exp 
to  hit  nearly  $3  billion,  triple  the 
ago  level,  eds  and  its  partner  And< 
Consulting  are  favored  to  win  a  $1. 
Hon  software  development  deal  for 
South  Corp.  Patrick  M.  Burton,  an 
lyst  at  Lehman  Brothers  Inc.,  fi£ 
EDS  will  snag  $13  billion  in  new  cont 
this  year,  up  from  $8.4  billion  in  199 
contrast,  he  says,  IBM's  services 
should  have  $20  billion  in  new  cont 
in  1997,  down  from  $27  billion  in 
Burton  figures  that  eds  will  finisl 
year  with  a  16%  jump  in  earning 
$1.2  billion,  on  revenue  of  $16.2  bill 
BRANCHING  OUT.  Meanwhile,  eds  is 
ing  to  expand  in  higher-margin  a 
such  as  electronic  commerce  and 
ness-process  outsourcing,  where  it  1 
over  such  functions  as  telemarketin 
a  customer.  Even  Fei 
des  says  that  when 
lands  such  work  now, 
almost  by  accident." 
in  Internet-related  v 
IBM  is  well  ahead  of  e 
The  biggest  chall 
involves  dealings  wit! 
biggest  customer,  gm 
sponsible  for  more  ths 
billion  of  eds's  annual 
enue,  is  pushing  for  1< 
prices.  Under  the  spi 
agreement,  most  of 
business  is  covered  b 
EDS  commitment  to  s 
rates.  To  keep  the  j 
sure  on,  gm  is  allowe 
seek  competitive  bid 
as  much  as  25%  of  i 
work  by  2005. 

That  has  eds  racin 
land  non-GM  business 
to  cut  costs.  While  EDS 
probably  be  able  to  su. 
revenue  gains  of  12f 
13%  a  year,  Richan 
Bove,  an  analyst  at  '. 
mond  James  &  Associ 
questions  whether  it 
hit  the  rates  of  15%  to 
that  he  believes  w 
push  the  stock  price 
to  60.  "The  market's 
ting  heavily  against  th 
he  says.  That's  one  t 
eds  didn't  bet  on  wh< 
pushed  to  be  free  of  G 
By  Wendy  Zet 
in  Di 
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THE  ECONOMY 


WANT  TO  BUY  A  HOUSE? 
GET  IN  LINE 

Across  the  U.S.,  homes  are  moving  fast 


Philippe  and  Linda  Bourguet  toured 
15  houses  in  a  single  April  weekend 
as  they  planned  their  move  to 
South  Florida.  They  found  a  two-story, 
Spanish-style  house  overlooking  the  wa- 
ter and  made  an  offer  on  the  spot.  In  24 
hours,  they  had  a  contract  to  buy  it  for 
$445,000  and  were  headed  back  to 
Kansas  to  pack. 

Across  the  U.  S.,  residential  property 
is  moving  fast.  Strong  job  growth  and 
low  unemployment,  together  with  modest 
interest  rates,  helped  lift  sales  of  existing 
houses  9%  in  February,  to  an  annual  lev- 
el of  426  million  units,  nearing  the  record 
set  last  May.  And  new  houses  sold  at 
an  annual  rate  of  more  than  800,000  in 
January  and  February — 
about  7.5%  higher  than 
the  average  for  1996. 

That  was  before  the 
Federal  Reserve  raised 
the  federal  funds  rate  a 
juarter  point  on  Mai-.  25. 
onomists  expect 
darcl  housing  num- 
bers, set     i  release  on 
Apr.  25,  to  1   >  4  million 
again,  i  demand 
remains  r,  and 

mortgage  r.        're  up 


GIMME  SHELTER 


JAN.  '95 
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DATA  NATIONAL  ASSN  Of  REALTORS,  PNC  BANK  CORP 


just  a  half-point  since  the 
Fed  move.  "I  wouldn't  be 
surprised  to  see  March  and 
April  and  maybe  even  May 
remain  strong,"  says  PNC 
Bank  Corp.  economist  Stu- 
art G.  Hoffman. 

After  that,  will  rising  in- 
terest rates  spoil  the  par- 
ty? The  same  conditions 
that  give  buyers  the  where- 
withal to  trade  up  to  new 
houses — a  strong  job  mar- 
ket and  rising  wages — also 
could  prompt  the  Fed  to 
boost  rates  again,  perhaps 
dampening  housing  demand. 

For  now,  though,  home 
sales  are  strong  across  the 
country.  In  long-depressed 
Detroit,  prices  have  posted 
double-digit  growth.  Corpo- 
rate relocations  are  helping 
chive  Nashville  prices  6%  to 
7%  higher  than  last  year, 
says  Jackie  W.  Charlton  of 
Century  21  Chariton  Realty. 
true  TALES.  Nationwide, 
prices  rose  2.6%  last  year. 
And  a  few  markets  are  see- 
ing the  double-digit  gains 
that  marked  the  '80s  boom. 
In  Seattle,  neighbors  swap 
stories  about  sellers  such  as 
Don  and  Jocelyn  Pearl  of 
Bellevue.  They  got  then-  asking  price — 
$239,000— in  48  hours,  for  a  home  they 
had  bought  for  $198,000  four  years  ago. 

Of  course,  some  markets  aren't  as  vi- 
brant. Overbuilding  and  government 
downsizing  have  left  District  of  Colum- 
bia suburbs  with  an  inventory  overhang 
and  prices  well  below  those  of  the  early 
'90s.  But  even  in  Los  Angeles,  lenders 
are  bullish.  "Southern  Cal  has  been  fan- 
tastic," says  Ray  W.  Sims,  who  heads 
mortgage  origination  at  Great  Western 
Financial  Corp.  He  says  prices  are  up 
some  2%  since  last  year — and  statewide, 
existing-home  sales  rose  19%  in  1996. 

That's  welcome  news.  Yet  the  buying 
frenzy  that  has  gripped  Northern 
California — where  more 
than  100  buyers  recent- 
ly camped  out  for  the 
opening  of  a  new 
housing  development — 
should  raise  a  few  red 
flags.  For  where  real  es- 
tate booms,  busts  often 
follow. 

By  Tim  Smart  in 
New  Haven,  with  Eliz- 
abeth Roberts  in  Fort 
Lauterdale  and  bureau 
reports 
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HIGH  PRESSURE 
AT  GOODYEAR 

A  strike  will  test  Gibara's 
strategy-and  his  strength 

Samir  F.  Gibara  had  his  hands 
when  he  took  over  as  ceo  of  G 
year  Tire  &  Rubber  Co.  last 
His  predecessor,  Stanley  C.  Gault,  ha< 
vived  the  company  by  erasing  some 
billion  in  debt  and  expanding  glot 
To  keep  Goodyear  rolling,  Gibara  sh 
production  to  low-wage  countries 
pushed  for  more  flexible  work  ruk 
the  U.  S. 

Now,  as  a  result  of  those  moves, 
Egyptian-born  executive  faces  his  big 
test  as  ceo.  On  Apr.  20,  12,500  u 
members  walked  out  of  nine  Good; 
factories.  The  company  was  still  nej 
ating  with  the  United  Steelworker 
America  (usw)  three  days  later,  a  pos 
sign.  If  a  deal  isn't  reached  before  G 
year's  inventories  run  out,  the  dis] 
could  become  a  nasty  mess  simila 
the  27-month  Bridgestone/Firestone 
strike,  says  Douglas  M.  McCabe,  a  I 
professor  at  Georgetown  University, 
dispute  was  set- 
tled in  December 
but  not  before 
the  union  original- 
ly representing 
the  workers,  the 
United  Rubber 
Workers,  collapsed. 

Gibara  wants 
concessions  that 
would  allow  Good- 
year   to  match 
work    rules  at 
Bridgestone  and 
Michelin  Corp., 
whose  U.  S.  plants 
are  mostly  nonunion.  "Goodyear  is  n 
ing  from  a  paternalistic  culture  to  a 
formanee-based  culture,"  he  told  sh 
holders  at  the  company's  annual  mee 
on  Apr.  14.  Steelworkers,  however, 
Goodyear's  proposals  as  threats  to  t 
middle-class  lifestyles.  "We  make  $1! 
hour  and  they  make  890  an  hour 
Chile,  says  Tim  Donahue,  a  picketer 
side  Goodyear's  Akron  technical  cenl 
If  the  strike  continues,  Gibara  n 
decide  whether  to  hire  replacement  w 
ers.  If  he  does,  the  Steelworkers 
hunker  down  for  a  long  fight.  And  Gil 
will  be  in  for  a  very  bumpy  ride. 

By  Peter  Galuszka  in  Ak 
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Palm  Computing 

A  division  of  U.S.  Robotics 

www.usr.com/palm 

PeopleSoft 

www.  peoplesoft.com 

The  Principal  Financial  Group 

www.principal.com 

Praxair 

www.praxair.com 

PSINet 

www.psi.net/ 

QUALCOMM 

www.qualcomm/com/cdma/ 

Raytheon 

www.raytheon.com 

Ricoh  Corporation 

www.ricoh.com 

Republic  National  Bank 

www.rnb.com 

Roberts  Express,  Inc. 

www.roberts.com 


Royal  Insurance 

www.royal-usa.com 
RPS,  Inc. 
www.shiprps.com 
SAP 

www.sap.com 
SAS  Institute 
www.sas.com/ 
Charles  Schwab 
www.schwab.com 
Sharp 

www.sharp-usa.com/ 
Siemens 

www.siemens.com 
Silicon  Graphics 
www.sgi.com 
SkyTel 

www.skytel.com 
Sprint 

www.sprint.com 
Sun  Microsystems 
www.sun.com 
Sybase 

www.sybase.com 
Symantec 
www.symantec.com 
Texas  Instruments 
www.ti.com 
Toshiba  America 
Information  Systems 
computers.toshiba.com 
Toyota  Motors 
www.toyota.com 
T.  Rowe  Price 
www.troweprice.com 
Unisys 

www.unisys.com 
United  Airlines 

www.ual.com 
UPS 

www.ups.com 
U.S.  Robotics 
www.usr.com 
U.S.  Web 
www.usweb.com 
The  Vanguard  Group 
www.vanguard.com 
Visioneer 
www.visioneer.com 


Want  financial  software  solutions 
that  provide  faster  access  to 
information,  exploit  the  Internet, 
leverage  object  technology, 
and  adapt  to  relentless  change ... 
worldwide? 


Flexilnternational  Software 

800-353-9492 
http://www.  flsxi.  com 


In  Business  This  Week 


EDITED  BY  KELLEY  HOLLAND 


HEADLINER:  HERBERT  HAFT 


RELIEF  FOR  A  POISONED  DART  GROUP 


The  end  may  be  in  sight 
for  the  Haft  family  feud. 
On  Apr.  22,  Herbert  Haft, 
76,  reached  a  conditional 
settlement  to  give 
up  control  of  Dart 
Group  and  its 
three  sub- 
sidiaries, Shop- 
pers Food 
Warehouse, 
Trak  Auto,  and 
Crown  Books. 

Herbert  triggered  ' 
the  battle  in  1993  when  he 
fired  son  Robert  from  Dart 
management  and  replaced 
him  with  his  other  son, 
Ronald.  There  followed  a 
series  of  suits  in  which  the 
Hafts  battled  for  control  of 
Dart.  Herbert  and  wife 
Gloria  divorced.  The  Haft 
real  estate  company  filed 
for  bankruptcy  protection. 


Under  the  tentative  dt 
Herbert  will  give  up  his 
post  as  chairman  of  Dart 
and  sell  back  all  his  st< 
and  options  nettin 
him  roughly  $4£ 
*  million.  Talks  ; 
M  under  way  to 
•*~  jffl  resolve  the  r< 
•W)^^B  naming  dis- 
Wf  putes  betweei 
Dart  and  Haft' 
W  children  and  for- 
mer wife,  including 
bringing  the  real  estate 
company  out  of  bankrupt 
cy — and  possibly  selling  ( 
pieces  of  the  empire.  "Th 
settlement  is  good  for  Da 
because  it  will  eliminate  1 
involvement  of  the  Haft 
family,"  says  analyst  Rob 
E.  Robotti.  And  it's  not  l 
for  Herbert,  either. 

By  Amy  Bar 


HEWLETT-PACKARD 
JUMPS  INTO  THE  NET 

WHILE    OTHER  SILICON 

Valley  companies  have  made 
splashy  announcements 
about  their  Internet  ambi- 
tions, Hewlett-Packard  has 
been  relatively  subdued.  It 
sells  network-server  com- 
puters and  other  behind-the- 
scenes  gear.  Now,  the  $38.4 
billion  computer  giant  is 
making  a  big  statement 
about  its  plans  for  commerce 
on  the  Net.  On  Apr.  23,  the 
company  announced  plans  to 
pay  $1.18  billion  for  Veri- 
Fone,  the  leading  supplier  of 
credit-verification  systems 
used  by  merchants.  HP 
expects  to  sell  systems  that 
include  its  computers  and 
VeriFone's  readers  and 
secure-transaction  technolo- 


CLOSING  BELL 


A  GREAT  FALL 

When  the  market  is  volatile, 
Wall  Street  can  be  hard  on 
companies  whose  earnings 
slip.  Just  ask  APAC  TeleSer- 
vices.  On  Apr.  21,  the  tele- 
marketer reported  earnings  of 
180  a  share,  below  the  210 
analysts  expected.  Worse, 
APAC  said  results  would  be 
hurt  for  all  of  1997  because 
revenues  from  a  major  cus- 
tomer— which  sources  say  is 
United  Parcel  Service — will 
be  lower  than  expected.  That 
was  that.  In  one  day,  APAC's 
stock  lost  nearly  half  its  val- 
ue, dropping  lOKto  UK  and 
fell  further,  to  %  on  Apr.  22. 


APAC  TELESERVICES 
„     :1HARE  PRICE 

r-  1  fK,r    ■>    ,  ,  , 
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gy.  These  bundles  could  be 
attractive  to  companies  that 
need  bulletproof  setups  for 
Net  commerce. 


SAKS  FIFTH  AVENUE 
MAY  BAG  BARNEY'S 

CAN    SWANK    SAKS  FIFTH 

Avenue  and  hip  Barney's  mix? 
That  was  Fashion  Avenue's 
question  on  Apr.  22,  when 
Saks  Holdings  disclosed  its 
long-expected  bid  to  buy  bank- 
nipt  Barney's  for  $290  million. 
The  offer,  in  conjunction  with 
Barney's  lead  creditor,  the 
Japanese  department  store  gi- 
ant Isetan,  now  requires  a  nod 
from  U.  S.  Bankruptcy  Court. 
"The  combination  of  Saks 
and  Isetan  represents  the 
strongest  possible  pairing  of 
retailing  and  real  estate  ex- 
pertise," the  companies  said. 
Barney's  comment  on  the  bid: 
"It's  being  reviewed." 

SNAPPLE  CLAIMS  A 
VICTIM  AT  QUAKER 

THE   SNAPPLE   SNAFU  HAS 

come  home  to  roost.  Just 
weeks  after  agreeing  to  sell 
its  tea  and  juice-chink  unit  for 
$300  million,  $1.4  billion  less 
than  it  paid  in  1994,  Quaker 
Oats  said  on  Apr.  23  that  it's 
looking  for  a  new  ceo.  William 
Smithburg,  who  has  held  the 
post  for  16  years,  is  expected 
to  stay  on  until  a  replacement 
is  found.  The  news  came  as 
Quaker  announced  stronger- 
than-expected  first-quarter  re- 
sults for  its  Gatorade  and  ce- 
real businesses — and  one-time 
restructuring  charges  of  up  to 
$100  million.  "I  want  to  turn 
the  keys  over  to  my  successor 
with  the  machine  running 
very  well,"  Smithburg  told  an- 
alysts. Quaker  stock  closed 
that  day  at  39%,  up  IX. 

HMOs  MAY  LOSE  A 
LEGAL  SHIELD 

WANT  TO  SUE  YOUR  HEALTH- 

maintenance  organization  for 


malpractice?  If  you  work  for 
a  large  company,  you're  prob- 
ably out  of  luck,  because  self- 
insured  health  plans  that  offer 
hmos  are  immune.  That  could 
change.  On  Apr.  23,  Repre- 
sentative Charlie  Norwood 
(R-Ga.)  and  Senator  Alfonse 
D'Amato  (R-N.  Y.)  introduced 
legislation  that  would  let  pa- 
tients bring  malpractice  suits 
against  managed-care  plans 
covered  by  the  Employee  Re- 
tirement &  Income  Security 
Act  of  1974.  That  includes 
most  large-company  health 
plans,  which  are  not  covered 
by  state  insurance  laws. 


TAKING  THE  REINS:  THE  NEXT 

CEO  of  agribusiness  giant 
Archer  Daniels  Midland  is, 
not  surprisingly,  another  An- 
dreas. After  Michael  Andreas, 
son  and  heir  apparent  to 
longtime  Chairman  and  CEO 
Dwayne  Andreas,  was  indict- 


ed for  alleged  price  fixing 
fall,  his  cousin,  Allen 
dreas,  moved  to  the  shor 
to  succeed  his  uncle.  He 
duly  anointed  by  outsid 
rectors  on  Apr.  17.  And 
a  lawyer  by  training,  bi 
some  useful  talents  to 
which  paid  a  $100  millior 
in  1996  for  price-fixing 
head  of  adm's  compli 
committee,  he  "will  insur 
don't  get  caught  in  any 
sible  impropriety,"  say; 
rector  Glenn  Webb, 
headed  the  search. 

ET  CETERA ... 

■  Clinton  was  to  nomi 
Edward  Gramlich  and  R 
Ferguson  as  Fed  goveri 

■  Christian  Coalition  i 
Ralph  Reed  is  leavin, 
start  a  consulting  firm. 

■  Bausch  &  Lomb  is  e 
nating  1,900  jobs,  its  t 
round  of  cuts  in  two  yei 

■  Saudi  Prince  Alwaleei 
Talal  took  a  1%  stak 
Planet  Hollywood. 


ARCHER  DANIELS 
STAYS  IN  THE  FAMILY 


Incredibly  fast.  Incredibly  available. 

Incredibly  connected. 

(Did  we  mention  it  was  fast?)  

Introducing  the  new  x2"'  Technology  56K'  modem  from  U.S.  Robotics.  The 
fastest  modem  ever  created  for  regular  phone  lines,  x2  has  quickly  earned  the 
support  of  most  of  the  top  Internet  service  providers,  including  America  Online, 
CompuServe,  Prodigy,  and  NETCOM.  (Not  to  mention  more  than  500  others 
who  have  pledged  their  support  -  many  of  which  are  live  now,  with  local  access.) 
That  means  you  can  connect  immediately  at  high  speeds  with  x2."  Because  x2 
uses  DSP  Solutions  technology  from  Texas  Instruments,  the  world 
leader  in  digital  signal  processing,  it's  software  upgradable,  so  you'll 
easily  get  performance  enhancements  over  time.  And  you  can  rest 
assured  that  as  the  56K  standard  evolves,  U.S.  Robotics  will  provide 
you  with  an  easy  upgrade  path.  Visit  our  Web  site  at  www.usr.com/x2now  or 
call  1-800-525-USR1  to  find  a  provider  near  you  that  has  live  x2  service  today. 
Now  download  twice  as  fast  with  the  company  that  connects  more  people 
to  the  Internet  than  any  other  What  are  you  waiting  for? 


Hobotics 


TECHNOLOGY 


rashington  Outlook 
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VHY  BUSINESS  IS  WARY 
IF  VOLUNTEERISM 


Vhat  do  you  do  if  you're  a  Big  Government  activist  but 
don't  have  the  money — or  the  political  juice  with  Con- 
gress— to  attack  such  problems  as  pollution,  jobless- 
ss,  and  illiteracy?  If  you're  Bill  Clinton,  you  use  your  Pres- 
>ntial  clout  to  lean  on  business  to  foot  the  bill  for  patching 
S  social  safety  net.  "We  have  to  use  the  bully  pulpit  to  gen- 
ite  enthusiasm  for  things  government  can  no  longer  do," 
/s  White  House  Chief  of  Staff  Erskine  B.  Bowles. 
That  message  plays  well  with  ceos,  who  say  they're  ready 
d  willing  to  heed  Clinton's  call  for  greater 
•porate  activism  in  areas  such  as  educational 
tndards,  welfare  reform,  and  urban  renewal, 
t  execs — long  suspicious  of  the  Administra- 
n's  regulatory  zeal — aren't  blindly  embrac- 
\  Clinton's  agenda.  Their  fear:  the  White 
iuse  push  for  voluntary  action  will  give  way 
mandates  that  force  business  to  pick  up  the 
>  for  such  Administration  policy  objectives  as 
'er  streets  and  cleaner  air  and  water.  "It 
lid  cost  billions  each  year"  to  meet  new  fed- 
il  mandates,  gripes  Susan  Eckerly  of  the 
itional  Federation  of  Independent  Business. 
UTIOUS  FOLLOWERS.  For  now,  the  President 
emphasizing  the  voluntary  approach.  He  has 
'ited  ceos  to  the  White  House  to  discuss 
;ir  plans  to  hire  ex-welfare  recipients.  He 
5  prevailed  upon  broadcasters  to  give  millions 
air  time  for  an  antidrug  crusade.  And  he  ~ 
5  asked  high-tech  companies  to  donate  equipment  and  ex- 
rtise  to  wire  schools  to  the  Internet.  "It's  up  to  companies 
step  in  and  pick  up  some  of  the  slack,"  says  David  Filo,  co- 
inder  of  Yahoo!  Inc.,  an  Internet-search  company. 
That's  just  the  sense  of  civic  responsibility  Clinton  hopes  to 
irk  on  Apr.  27  when  he  kicks  off  a  three-day  summit  on 
iunteerism  in  Philadelphia.  Lured  by  the  star  power  of 
lference  co-host  Colin  L.  Powell,  hundreds  of  companies  will 
)w  their  commitment  to  social  renewal. 


CAPITAL  WRAPUP 


DISTRUSTED  on  mandates 


Sometimes  Clinton  goes  beyond  jawboning.  Consider  his 
"microenterprise"  program.  Last  year,  it  awarded  $36  million 
in  seed  money  and  technical  aid  to  banks  and  community-de- 
velopment groups  in  poor  cities  and  rural  areas.  The  ex- 
pected payoff:  $350  million  in  lending  to  small  businesses.  "In 
a  time  of  fiscal  constraint,  we  do  what  a  prudent  manager 
would  do:  find  things  that  work  and  don't  cost  a  lot,"  says 
program  administrator  Kirsten  S.  Moy. 

In  other  cases,  the  President  is  issuing  executive  orders  to 
the  government  that  he  hopes  the  private  sec- 
tor will  copy.  One  example:  granting  federal 
workers  unpaid  leave  to  attend  parent/teacher 
conferences  and  their  kids'  medical  checkups. 
Companies,  fearful  that  a  voluntary  program 
will  turn  into  a  federal  directive,  aren't  scram- 
bling to  follow  the  President's  lead. 

Indeed,  despite  the  Administration's  rhetoric 
about  volunteerism,  Clintonites  continue  to  qui- 
etly push  costly  mandates  on  business,  corpo- 
rate reps  complain.  Among  the  controversial 
initiatives:  draft  rules  that  require  companies  to 
protect  workers  from  crime  on  the  job,  such  as 
by  improving  lighting  and  landscaping  and  hav- 
ing more  than  one  employee  on  a  late  shift. 
Business  lobbyists  say  police — not  employers — 
should  be  responsible. 

Environmental  mandates  are  a  sore  subject, 
~  too.  On  Apr.  22,  the  Administration  issued  reg- 
ulations that  would  require  6,100  additional  plants  to  report 
toxins  they  release.  Such  mandates  may  eventually  "mean 
higher  prices  for  consumers  and  lower  wages  for  workers," 
says  Karen  Kerrigan,  head  of  a  small-business  coalition. 

Such  concerns  are  keeping  some  executives  from  rallying 
behind  Clinton's  bully-pulpit  approach.  They  don't  mind  his 
putting  the  arm  on  them — they  just  worry  the  other  arm  may 
wind  up  in  their  pockets. 

By  Richard  S.  Dunham 


PY  BELLS  SMELL  VICTORY 

•  The  Baby  Bells  appear  close  to  a 
slecom-deregulation  victory.  Federal 
'communications  Commission  Chair- 
lan  Reed  E.  Hundt  wants  only  a 
lodest  reduction  for  now  in  the  steep 
ccess  charges  that  long-distance  car- 
iers  pay  local  companies  to  use  their 
etworks.  The  long-distance  folks 
rant  sharp  fee  cuts,  but  the  Bells  say 
he  charges  help  subsidize  service  in 
igh-cost  rural  areas  and  shouldn't  be 
lashed.  A  formal  fcc  decision  is 
xpected  in  early  May. 


MORTGAGE  INSURANCE  FIGHT      FORECAST  FIGHT 


►  Private  mortgage  insurers  hope  to 
stop  a  bill  forcing  them  to  cancel  poli- 
cies— and  forgo  premiums — when 
home  equity  hits  a  specified  percent- 
age of  the  loan  balance.  A  25%  cutoff 
passed  the  House  421-7  on  Apr.  16.  So 
the  industry  is  working  the  Senate, 
which  is  eyeing  a  20%  figure.  The 
insurers  cite  a  Congressional  Budget 
Office  report  putting  compliance  costs 
at  $50  million  a  year.  The  rebuttal: 
Homeowners  could  save  an  estimated 
$135  million  annually. 


►  A  balanced-budget  deal  may  hinge 
on  whose  economic  forecast  is  used  to 
project  future  deficits.  In  1995,  the 
White  House  accepted  Congress' 
more  pessimistic  estimates — but  the 
Clinton  projection  proved  more  accu- 
rate. Now,  the  Administration  is 
demanding  that  Hill  budget  negotia- 
tors accept  White  House  forecasts  for 
growth  and  inflation,  closing  the  gap 
by  $68  billion  in  2002.  "If  Republicans 
won't  come  close  to  our  forecast, 
there's  no  deal,"  warns  one  Clintonite. 


International  Business 


EUROPE 


HOW  SWEET  IT  IS 

FOR  EUROPE'S  EXPORTERS 

The  strong  dollar  has  sparked  a  boom  that's  firing  a  recovery  on  the  Continent 


Nestled  in  the  Pyrenees  mountains 
of  southwestern  France,  the  tiny 
village  of  Came  and  its  700  resi- 
dents seem  a  world  away  from 
the  U.  S.  But  for  Solange  Gestas,  the 
great  big  economy  across  the  At- 
lantic couldn't  be  more  impor- 
tant. The  chief  executive  of  a 
152-year-old  business  that  makes 
copies  of  19th-century  antique 
furniture,  Gestas  exports 
armchairs  and  tables  that 
fetch  as  much  as  $5,000 
from  U.  S.  buyers.  She 
started    targeting  the 
market  in  the  mid-1980s, 
when  the  American  econo 
my  was  booming  and  a 
rising  U.  S.  dollar  made 
her  products  all  the 
more    appealing  to 
American  buyers.  To- 
day, exports  represent 
nearly  half  of  the  fami- 
ly-owned company's 
million  in  annual  sales. 

For  more  and  more 
Continental  companies, 
exports  are  the  bright 
spot  in  a  European  eco- 
nomic recovery  often  in- 
distinguishable from  recession 
As  the  U.  S.  dollar  stays 
strong  against  Europe's  ma- 
jor currencies,  there's  grow- 
ing hope  that  the  export 
boom  will  move  into  even  high 
er  gear,  adding  to  growth.  More 
important,  some  observers  are  begin- 
ning to  see  signs  that  exports  may  fi- 
nally spur  increased  capital  investment, 
setting  the  stage  for  a  job-creating  up- 
turn that  Europe  desperately  needs. 
BEST  HOPE.  From  fine  Bordeaux  wine  to 
French  perfumes,  from  German  luxury 
cars  and  heavy  machinery  to  Italian 
fashion,  exporters  who  have  positioned 
themselves  for  international  competition 
are  shaping  up  as  the  European  Union's 
best  hope  of  generating  a  lasting  eco- 
nomic upturn.  The  fuel  that  powers 
them — a  weakening  German  mark — 


shows  no  sign  of  running  out  soon.  The 
mighty  mark  has  fallen  some  14% 
against  the  dollar  in  the  past  year  and 
25%  since  its  high  two  years  ago  (chart). 

Since  it  takes  a  while  for  currency 
changes  to  filter  down,  the  current 
surge  could  pick  up  even  more  speed. 
This  year,  figures  Union  Bank  of 


Switzerland  economist  Darren  Will 
export  growth  will  accelerate  to  Sj 
Germany  and  7%  in  France,  folio 
healthy  gains  last  year.  In  Italy,  ex 
could  jump  nearly  4.5%. 

True,  the  dollar's  rise  is  b 
ning  to  worry  some  of  Was; 
ton's  money  men  (box).  But  i 
finance  ministers  from  the  G 
of  Seven  industrial  coun 
gather  in  Washingtoi 
Apr.  27,  they  will  fac 
uphill  battle  to  wrestli 
greenback  down.  The 
damentals  of  rising 
interest  rates  and  \ 
growth  in  Europe  suj 
the  dollar  could  rif 
high  as  1.80  marl 
coming  months, 
1.69  now. 
That  prospect  is 
ing  Europe's  expo] 
cause  to  celebrate  fatt 
bottom  lines.  "We 
only  clap  our  hanc 
the  strong  dollar," 
Nestle  Vice-Presi 
Francois-Xavier  Pen 
The  reason:  Earn 
growth  at  the  global  food 
er  has  rebounded  to  dc 
digits  after  several  yea: 
which  a  strong  Swiss  i 
depressed  returns.  S 
pharmaceuticals  giant  R 
is  applauding,  too.  The  rising 
lar  helped  boost  first-quarter  sal 
$3.1  billion  by  18%  over  the  year 
lier  period  in  Swiss  franc  terms. 
Or  take  Daimler  Benz,  where  j 
of  restructuring  seem  to  be  payin 
on  the  export  side.  In  the  first  t 
months  of  this  year,  exports  of  '. 
cedes-Benz  autos  to  the  U.  S.  jur 
by  26%  compared  with  a  year  ago. 
many  ran  a  trade  surplus  with  the 
of  $6.5  billion  in  1996.  And  Japan  bo 
31%  more  of  the  German  cars  di 
the  same  period  than  in  1996. 

Exports  to  emerging  markets 
soaring  as  well,  since  many  of  their 
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ides  are  dollar-linked.  While  sales  in 
rmany  declined  modestly  during  the 
t  quarter  at  Siemens,  its  business  in 
ia  jumped  about  30%  over  the  year- 
lier  period,  and  U.  S.  sales  rose  near- 
20%.  The  biggest  jumps  came  in 
jorts  of  telecommunications  gear, 
nsportation  equipment,  and  electron- 
luto  components. 

;OND  LEG?  The  Euro-export  boom  is 
>  turning  up  beneficiaries  in  surpris- 
places.  Santens,  one  of  the  biggest 
npanies  in  Belgium's  hard-hit  textile 
ustry,  got  70%  of  its  $2  billion  in 
bs  last  year  from  exports.  In  1997, 
e-president  Luc  Santens  expects  the 
,ng  dollar  to  help  his  prospects  even 
Europe,  where  his  company  will  gain 
edge  over  developing-world  competi- 
s  who  price  then-  products  in  dollars. 
The  critical  question  at  this  point  is 
ether  the  export  wave  will  trans- 
e  into  increased  capital  investment 
it  would  give  Europe's  recovery  a 
;ond  leg.  So  far  the  evidence  is  en- 


THE  DOLLAR'S  STEADY  RISE 
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couraging.  In  Italy,  for  example,  the 
country's  $31  billion  clothing  industry 
registered  an  almost  8%  jump  in  ex- 
ports last  year.  Now,  says  Gildo  Zegna, 
executive  vice-president  of  Ermenegildo 
Zegna,  Italy's  leading  menswear  group, 
"Italian  fashion  groups  are  taking  ad- 
vantage of  increased  earnings  to  put 


their  businesses  in  order  and  invest." 

In  France,  Morgan  Stanley  &..Co. 
economist  Eric  Chaney  thinks  export 
performance  will  translate  into  a  4% 
boost  in  capital  investment  during  1997 
following  last  year's  decline.  And  across 
the  Continent,  business  surveys  are  find- 
ing capital  goods  makers  far  and  away 
the  most  optimistic  business  groups  for 
the  coming  months,  as  exports  compen- 
sate them  for  sluggish  domestic  demand. 

That's  not  to  say  exports  can  bail 
Europe  out  of  its  fundamental  economic- 
problems.  Only  governments  can  rev  up 
the  engines  of  deregulation  and  privati- 
zation that  would  provide  the  long-term 
cure  for  record  unemployment.  But  for 
now,  the  export  machine  shows  no  signs 
of  slowing  down,  and  could  make  the 
difference  between  stagnation  and  buoy- 
ant growth  next  year. 

By  Bill  Javetski  in  Paris,  with  David 
Woodruff  in  Bonn,  Mia  Trine-phi  in 
Paris,  John  Rossant  in  Rome,  and 
William  Echikson  in  Brussels 


HOW  BADLY  WILL  THE  DOLLAR  WHACK  THE  U.S.? 


Alarm  bells  have  been  going  off  in 
Detroit,  and  some  in  Washing- 
ton, over  the  rise  of  the  dollar — 
up  50%  against  the  yen  and  20% 
against  the  German  mark  over  the 
past  two  years.  That's  why  Big 
Three  ceos  are  hoping  to  get  a 
meeting  soon  with 
President  Clinton.  And 
it's  why  Treasury  Sec- 
retary Robert  E.  Rubin 
keeps  an  eye  on  a  com- 
puter showing  foreign 
exchange  data.  But  the 
Administration  hasn't 
called  for  intervention 
to  halt  the  buck's  climb 
because  it's  not  worried 
about  U.  S.  exports 
being  hurt  by  current 
dollar  levels — though 
some  economists  see 
cause  for  concern. 

What's  reassuring  to 
policymakers  is  that 
U.  S.  exporters  from  Silicon  Valley  to 
the  corn  belt  aren't  worried  either — 
provided  the  trend  doesn't  last.  The 
National  Association  of  Manufactur- 
ers forecasts  that  exports  will  keep 
growing  at  a  respectable  6%  rate. 
CORN  BELT.  Some  exports  are  sag- 
ging, but  not  because  of  the  dollar. 
Georgia-Pacific  Corp.'s  sales  abroad 
fell  from  $1.2  billion  in  '95  to  $870  mil- 
lion last  year,  but  that  was  due  mainly 
to  a  sharp  drop  in  paper  prices.  Simi- 


larly, exports  of  feed  grains  are  down 
because  of  competition  from  Argenti- 
na and  fewer  purchases  by  China.  The 
buck's  rise  has  been  far  overshadowed 
by  swings  in  supply  and  demand, 
which  dropped  corn  prices  from  $5 
per  ton  in  '96  to  $2.94  today. 

HUH 


BRIGHT  SPOT:  Deere 's  exports  rose  30%  in  the  first  quarter 


Other  U.  S.  exports  occupy  niche 
and  specialty  markets  that  protect 
them  from  mild  dollar  swings.  U.  S. 
semiconductor  producers  can  expect 
percentage  growth  in  chip  demand  to 
remain  in  the  mid-teens,  according  to 
Mark  A.  Giudici,  an  analyst  for 
Dataquest  Inc.  in  San  Jose,  Calif. 
Farm  equipment  maker  Deere  & 
Co.'s  exports  rose  30%  in  the  first 
quarter,  thanks  to  strong  agricultural 
economies  in  Europe,  Australia,  and 


South  Africa.  And  Diebold  Inc.,  a 
maker  of  automatic  teller  machines 
in  North  Canton,  Ohio,  stepped  up 
shipments  to  Latin  America  by  78% 
last  year,  and  to  Asia,  excluding 
Japan,  by  43%.  "We're  insulated," 
says  Reinoud  G.J.  Drenth,  vice-pres- 
ident for  worldwide 
marketing. 

Nevertheless,  the 
strong  dollar  may  soon 
put  a  damper  on  the 
U.  S.  economy.  Al- 
though on  a  trade- 
weighted  basis  the  dol- 
lar was  up  only  1.9% 
during  the  last  half  of 
1996,  it  has  spiked  7% 
since  December.  That's 
bound  to  put  a  drag  on 
export  growth  in 
months  ahead.  Indeed, 
Edward  E.  Yai'deni  of 
Deutsche  Morgan  Gren- 
fell  calls  U.  S.  exports 
disappointing  at  February's  5% 
growth  rate,  down  from  20%  a  year 
earlier.  Worse,  growth  in  nonautomo- 
tive  capital  goods,  which  account  for 
40%  of  U.  S.  merchandise  exports, 
has  slowed  to  just  8%  this  year, 
down  from  rates  in  the  teens  in  '94 
and  '95.  Such  a  downward  trend 
could  turn  exports  from  an  economic 
booster  to  a  brake. 

By  Paul  Magnusson  in  Washing- 
ton, with  bureau  reports 
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JAPAN  

GOING  BELLY-UP 
IN  JAPAN 

Bankruptcies  are  soaring  as 
consumers  binge  on  borrowing 

Somewhere  on  the  southern  Japan- 
ese peninsula  of  Shizuoka,  a  36- 
year-old  former  restaurateur  and 
his  family  live  in  hiding.  He's  not  run- 
ning from  the  law,  but  from  the  severe 
social  stigma  attached  to  bankruptcy  in 
Japan.  Last  year,  his  Yokohama  eatery, 
financed  by  $160,000  in  loans,  went  bust. 
So  he  fled  south.  "I  have  my  pride,"  he 
explains  over  a  mobile  phone.  "People 
started  gossiping  about  what  had  hap- 
pened, and  Japanese  gossip  is  frighten- 
ing." He  will  reveal  no  more  than  the 
fact  he  now  works  as  a  security  guard. 

Such  stories  illustrate  the  rise  of  a 
new  class  in  Japan  of  what  one  might 
call  debt-heads.  As  bizarre  as  it  seems, 
the  countiy  that  boasts  one  of  the  high- 
est savings  rates  in  the  world  is  also 
home  to  a  growing  number  of  individual 
bankruptcies  (chart).  Last  year,  some 
56,494  individuals  filed  for  bankruptcy, 
up  30%  over  the  year  before.  And 
Japan's  Ministry  of  Finance  (mof)  is 
bracing  for  a  similar  jump  this  year. 
The  figures  reflect  the  new  challenges  of 
making  ends  meet  in  Japan,  as  well  as 
the  easy  availability  of  loans  from  the 
consumer  lending  industry.  The  plight  of 
so  many  bankrupt  Japanese  also  points 
to  a  consumer  economy  that  is  probably 
still  too  fragile  to  support  a  strong 
recovery. 

THE  END.  Of  course,  these  numbers  still 
don't  compare  to  those  in  the  U.  S., 
where  1.2  million  Americans  filed  for 
bankruptcy  last  year.  But  the  U.  S.  has 
twice  the  population  of  Japan.  And  some 
Japanese  bankruptcy  lawyers  think  the 
actual  number  of  Japanese  becoming  in- 
solvent every  year  is  closer  to  500,000. 
"Many  people  don't  file 
for  bankruptcy,"  says 
Kenji  Utsunomiya,  an  at- 
torney specializing  in  the 
field.  "In  Japan,  if  you 
go  bankrupt,  it's  the 
end,"  he  explains.  "You 
cannot  find  another  job" 
and  "you  cannot  get 
married." 

The  stigma  is  espe- 
cially great  for  the 
throngs  of  fortysome- 
thing   executives  and 


JAPAN'S  SPIKE  IN 
BANKRUPTCIES 
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shop-floor  workers  who 
were  accustomed  to  job  se- 
curity and  steady  pay  rais- 
es. Now  many  of  these  mi- 
dlevel  employees  are 
caught  up  in  cost-cutting 
campaigns  that  slash 
salaries  and  bonuses.  Or 
they  are  finding  their  jobs 
at  risk  when  their  compa- 
nies go  bankrupt.  Each  year  for  the 
past  five  years,  more  than  100,000  em- 
ployees have  lost  then1  positions  because 
their  companies  have  failed,  and  credit 
research  firm  Teikoku  Data  Bank  Ltd. 
expects  the  number  to  increase  this 
year. 

If  many  Japanese  are  eager  to  bor- 
row, the  consumer  finance  firms  are  ea- 
ger to  lend.  In  parts  of  Tokyo  it's  hard 
to  walk  into  a  telephone  booth  without 
seeing  screaming  ads  from  companies 
such  as  Mainichi  Shinpan  promising 
quick  loans  of  up  to  $8,000 — no  ques- 
tions asked.  Some  companies  require 
only  cursory  credit  applications  before 
people  are  eligible  for  up 
to  $4,000  in  some  cases. 

Of  course,  the  interest 
payments  are  outra- 
geous— as  high  as  29%. 
But  you  can't  beat  the 
convenience.  The  con- 
sumer finance  firms  op- 
erate automated  teller 
machines  (atms)  in  dis- 
creet locations  and  give 
ATM  cards  to  Japanese 
who  successfully  apply 
for  credit.  "If  I  wanted 


TOKYO  CREDIT  ATM 

Simple  as  pie: 
Fill  out  the  form 
and  get  approval 
on  up  to  $4,000 
within  40  minutes 


to  go  out  drinking  befor 
would  have  to  borrow  m 
ey  from  my  friends,"  s 
Takashi  Endo,  25,  a  p? 
time  waiter  who  has  £ 
borrowed  about  $480  ft 
consumer  credit  compar 
to  help  pay  for  his  si 
board.  "It's  just  easier  1 
way,"  he  said,  grabb 
some  cash  from  a  Takefuji  Corp  ativ 
Consumer  finance  firms  like  Take 
and  Promise  Co.  say  their  databases 
consumers'  credit  history  are  bet 
than  those  of  banks  at  spotting  poten 
deadbeats.  Nonetheless,  in  Febriu 
the  mof  ordered  these  companies 
tighten  up  their  screening  of  applica 
and  restrict  consumers  from  simulta 
ously  borrowing  from  more  than  th 
consumer  finance  purveyors. 

Yet  few  expect  the  big  consumer 
nance  companies  to  throttle  back  v<i 
much.  Given  Japan's  all-time-low  intei 
rates,  they're  making  a  killing  by  t 
rowing  at  5%  and  lending  at  doul 
digit  rates.  The  cumulative  earnings: 
Takefuji,  Promise,  and  Acorn  are 
pected  to  jump  22%,  to  $1.1  billi 
when  they  report  fiscal  1996  results 
May.  For  now,  the  Bank  of  Japan  see 
committed  to  a  low-interest  rate  pol1 
that  helps  companies  and  banks  ov 
come  the  aftereffects  of  the  '90s  blow: 
in  property  and  stock  prices.  The  in 
is  that  this  strategy  benefits  the  go! 
consumer  finance  lenders  who  may 
contributing  to  another  debt  mess — ti 
time  in  households  across  Japan. 

By  Emily  Thornton  in  To! 
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SOUTH  KOREA 


A  MEXICO-LIKE  MORASS 
IN  SOUTH  KOREA? 

Rising  foreign  debtandottowoesjn^ 


Sms  of  an  economic  austerity  cam- 
paign are  virtually  everywhere  in 
Seoul  these  days.  Government- 
backed  consumer  groups  are  urging 
South  Koreans  to  steer  clear  of  luxury 
imports  such  as  whiskey  furs  and 
hmws,  while  tax  authorities  hint  of  spot 
audits  for  those  who  don't.  Retail  sales 
are  taking  a  beating.  Labor  unions  are 
offering  voluntary  wage  freezes,  un- 
heard of  in  the  past.  At  Hyundai  Heavy 
Industries  Co.,  managers  are  donning 
combat  fatigues  and  engaging  in  mock 
military  drills  at  training  grounds  to 
rekindle  competitive  spirits.  "If  we  clont 
do  something  drastic,  the  future  of  our 
company  will  be  at  risk,"  says  Hyundai 
manager  Chung  Jae  Hun 

It's  all  a  sign  of  South  Koreans  grow- 
ing anxietv  over  their  economic  situa- 
tion. Little  wonder.  A  deteriorating 
trade  balance,  mounting  foreign  debt 
dwindling  foreign-currency  reserves  and 
a  spate  of  big  corporate  bankruptcies 
have  left  the  economy  increasingly  frag- 
ile Some  South  Korean  companies  and 
banks  are  even  starting  to  haye  trouble 
raising  foreign  money.  The  fear  is 
that  "South  Korea  is  following  in 
Mexico's     footsteps,"  says 
Hyundai   Group  economist 
Cheon  II  Young,  referring  to 
that  nation's  financial  melt- 
down in  1994. 
TIME  BOMB?   A  growing 
problem  is  the  reliance  of 
the  chaebol,  or  industrial 
conglomerates,  on  off- 
shore loans.  The  foreign 
debt  taken  on  by  the 
chaebol  and  banks  at 
home  or  via  affiliates 
abroad  has  jumped  78.4%, 
to  $104.6  billion  (table). 
That's  22%  of  gross  domes- 
tic product,  and  more  than 
half  the  borrowings  are  loans 
due  in  less  than  a  year.  If  for- 
eign lenders  get  the  jitters,  the 
chaebol  could  find  themselves  in  a 
debt  squeeze.  Also  unnerving  is  the 
steadv  slide  uf  the  won,  which  wiU  make 
paving  off  foreign  loans  more  difficult. 

Of  course,  Korea  has  strengths  Mex- 
ico lacks.  It  has  a  record  of  exporting 
high-value,  sophisticated  goods,  and  the 


SOUTH  KOREA'S 
FOREIGN  DEBT  HABIT 


economy  is  growing  at  better  than  5%. 
Korea's  "savings  rate  is  high,  and  it  has  a 
disciplined,  educated  workforce. 

Koreans  are  counting  on  those  ad- 
vantages to  help  ramp  up  their  powerful 
export  machine  in  com- 
ing months  to  halt  the 
economic  slide.  But  for 
the    moment,  export 
growth  is  stalling.  A 
weaker  yen  makes  rival 
Japan's  'products  more 
competitive  while  the 
global  market  for  semi- 
conductor chips,  a  main- 
stay of  such  chaebol  as 
Samsung,  is  soft.  The 
current-account  deficit, 
which  tripled  to  $24  bil- 
lion last  vear,  is  still 
Sening.lt  has  already  Jit  f  ,5  billion 
during  the  first  two  months  of  this  yeai, 
compared  with  $3.7  billion  a  year  ago 
Meanwhile,  domestic  politics  are  gnd- 
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locked.  President  Kim  Young  Sam's 
ernment  is  scrambling  to  control 
damage  from  the  bankruptcies  of 
units  of  two  big  chaebol,  Hanbo 
Sammi.  At  the  same  time  Koi 
lenders  are  coping  with  $11  bil  wi 
troubled  real  estate  and  chaebol  ti 
on  their  books.  Some  banks  are 
to  the  edge  in  terms  of  meeting- 
capital  adequacy  ratios,  says  Han 
Salomon  Securities.  The  foul  mood 
hit  Korean  stocks,  which  are  down 
from  their  high  in  October,  1995. 
jlNRO  DEFAULT.  More  shocks  may 
store.  On  Apr.  16,  Jinro  Group  sa 
planned  to  sell  oft 
billion  in  real  estate 
other  unprofitable 
to  stave  off  collapse 
der  the  weight  of 
billion  in  liabilities 
on  Apr.  22,  its  disti 
unit,  Jinro  Ltd.,  def 
ed  on  debt  paym< 
"Korean  companies 
paying  the  price 
their  reckless 
sion,"  says  Kevin 
head  of  research 
Smith  Barney. 
Seoul  is  hoping  the  austerity 
matched  by  an  export  rebound 
this  year,  will  get  the  trade  num. 
back'  into  line  and  ease  the  need 
foreign  financing.  Imports  have 
thanks  to  the  pressure  from  national- 
consumer  groups.  "Customers  are  i 
forced  to  think  twice  before  t 
come  into  our  showrooms,  i 
Lee  Ki  Choon,  a  General 
tors  Corp.  dealer  in  Se 
"These  frugality  campa 
are  no  joke." 

Cutting  imports  ma 
good  for  morale,  bu 
impact  on  the  ov 
problem  is  unclear, 
sumer  goods  are 
11%  of  imports.  A 
big  exports  rebound 
in  the   offing,  th 
chips  and  steel  si 
come  back  somewhaf 
But  to  give  the  e 
my  a  real  lift,  a  shake 
needed.  Kim's  govern 
needs  to  deregulate  K 
hidebound  economy  bo' 
spur  smaller  businesses  a 
curb  pervasive  chaebol  conti 
South  Korea  wants  to  avoid  a 
crunch  and  embarrassing  parallel 
Mexico,  it  will  have  to  do  mow 
flail  at  imports  and  turn  executivi 
weekend  warriors. 

By  James  Lim  in 
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Theft,  Vandalism,  And  Chaos. 


Three  Compelling  Reasons 
To  Do  Business  with  McAfee. 
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lost  companies  don't 
mage  their  networks, 
rhey  survive  them. 

;  because  today's  networks 
instantly  vandalized  by  viruses,  hackers,  and  even  your  own 
)yees.  While  your  managers  battle  the  chaos  of  demanding 
end  users,  more  complex  software  and 
multiple  operating  systems. 

It's  a  tough  environment  that,  frankly, 
we  like  very  much. 

After  all,  finding  innovative  ways  to 
keep  networks  safe,  sane,  and  simple  to 
manage  is  what  we  do  better  than  anyone 
And  it's  why  McAfee  is  the  largest  and 
fastest  growing  company  in  PC  network 
security  and  management. 


l/<  \fee  has  the  third  most  popular  software  Web  site  on  Ik'  V  internet.  People  down  lorn  I 
our  products  free,  then  pay  us  to  get  upgrades  and  our  award-winning  technical  support. 


is  one  of  the  top  10 
ware  companies  in 
■Id  -  and  the  fastest 
& 


changed  the  very  way 
companies  buy  software. 

We  pioneered  the 
subscription  pricing  model 
that  Netscape  and  others  now  use.  It's  simple:  People  download  our 
software  without  paying  for  it  -then  they 
come  back  and  pay  us  just  to  get  the 
technical  support  and  two 
years  of  free  upgrades. 

Last  year,  8  million 
people  did  just  that. 

Of  course,  some  people 
do  steal  our  software. 
But  they  end  up  spreading 
the  word  about  McAfee's  good 
will  and  top-rated  products. 


Some  people  think  they're  stealing  our  software. 

Afee,  our  innovations  aren't  limited  to  our  products.  We've 


All  of  which  reinforces  our 
position  as  the  market  leader. 


McA/cc 's  leading-edge  security  products 
keep  the  thousands  of  kickers  and  viruses 
where  they  belong  out  o)  your  network 


SO  of  the  Fortune  100  rely  on  McAfee  to  prevail  against  the  chaos  threatening  their  networks 


Networks:  powerful,  necessary,  and  chaotic. 

At  McAfee,  we  understand  how  important  your  network  is 
to  your  company's  growth  and  success.  And  we  have  the 
products  and  experience  to  help  you  handle  the  chaos 
that  threatens  it. 

Maybe  that's  why  more  than  80%  of  the  Fortune  100 
rely  on  McAfee.  More  than  Microsoft.  More  than  Intel. 
More  than  Symantec. 

Shouldn't  your  company  be  doing  business  with  the 
leader  in  network  security  and  management? 

With  innovative  pricing,  superior  products,  and 
award-winning  support, 
McAfee  is  the  best  choice 
for  guarding  and  restoring 
order  to  your  network. 
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COMMENTARY 

By  Manjeet  Kripalani 


AS  THE  POLITICIANS  SQUABBLE,  INDIA  STAGNATES 


An  Italian  politician  would  feel 
very  much  at  home  in  the  halls 
of  India's  Parliament  these 
days.  Italy,  of  course,  is  renowned 
for  the  political  chaos  that  has 
spawned  the  formation  of  51  differ- 
ent governments  since  1945.  Now, 
New  Delhi  is  showing  it  can  rival 
Rome.  On  Apr.  21,  after  personal 
rivalries  wrecked  the  ruling  United 
Front  coalition,  India  swore  in  its 
third  government  in  10  months  and 
named  its  fourth  Prime  Minister  in 
less  than  a  year— 78-year-old  I.  K. 
Gujral,  a  diplomat  and  member  of 
the  Janata  Dal  party.  Most  analysts 
think  the  Gujral  government  will 
prove  as  short-lived  as  its  prede- 
cessors and  that  elections  will 
probably  be  called  by  yearend. 

Many  would  argue  that  this  kind 
of  jockeying  has  not  affected  Italy's 
development  into  one  of  the  world's 
largest  economies  and  biggest  ex- 
porters. And  it  is  tempt- 
ing to  predict  the  same 
for  India.  Gujral,  after 
all,  has  pledged  to  contin- 
ue market  reform,  de- 
spite his  previous  fond- 
ness for  leftist  doctrine, 
and  even  his  opponents 
make  similar  noises.  Yet 
it  would  be  a  mistake  to 
conclude  that  India  will 
reproduce  Italy's  peculiar 
mix  of  political  turmoil  and  economic 
progress.  Instead,  India  has  the 
worst  of  both  worlds:  a  dysfunctional 
political  scene  that  continues  to  in- 
flict major  damage  on  the  economy. 
ANOTHER  MORASS.  Consider  the 
events  of  the  last  few  months.  In 
February,  Finance  Minister  P.  Chi- 
dambaram delighted  investors  with  a 
promarket  budget.  It  was  supposed 
to  pass  quickly,  but  instead  the  gov- 
ernment fell,  temporarily  halting  any 
serious  lawmaking.  Now,  Gujral  says 
he  will  press  for  the  budget's  pas- 
sage. But  with  Chidambaram  no 
longer  the  Finance  Minister,  the  bud- 
get lacks  a  strong,  free-market  advo- 
cate. And  even  if  Gujral  is  sincere 
about  reform,  it's  hard  to  see  what 
progress  he  can  make.  His  main  task 
will  be  keeping  the  left-leaning  fac- 
tions, in  addition  to  the  Congress 


GUJRAL 


Market  reforms  will 
probably  take  place,  but  more 
important  is  the  pace  of  change. 
Can  India  afford  another  year  of 
foreign  investment  going  elsewhere? 


Party,  from  disrupting  the  coalition. 

The  business  community  is  very 
concerned.  Sure,  some  reforms  will 
probably  take  place,  but  what  mat- 
ters more  is  the  pace  of  change. 
"Our  worry  is,  are  we  going  to  lose 
one  more  year?"  says  Uday  Kotak  of 
Bombay  investment  bank  Kotak 
Mahindra.  Adds  Subir  Gokaran,  econ- 
omist with  the  Indira  Gandhi  Re- 
search Institute:  "The  immeasurable 
cost  of  all  this  has  been  that  of  time 
and  postponed  investments." 

India  has  attracted  only  about  $2 
billion  in  foreign  direct  investment  in 
the  last  year — far  short  of  the  goal 
of  $10  billion,  and  ridiculously  short 
of  the  $42.5  billion  poured  into  China. 
The  attractions  of  other  Asian  coun- 
tries make  it  easy  to  skip  over  India. 
Such  competitive  neighbors  as  Singa- 
pore, Thailand,  Malaysia,  and  the 


Philippines  woo  foreign  investors 
and  shower  them  with  incentives 
In  contrast,  India  discourages  po- 
tential investors  with  a  set  of  rul 
specifying  what  they  may  not  do 
Meanwhile,  sectors  crucial  to  de- 
velopment such  as  telecommunicj 
tions  and  power  will  most  likely 
remain  hobbled  by  overregulatior 
and  political  interference. 
CALLOW.  Little  wonder  that  many: 
Indians  are  more  cynical  than  eve 
about  politics.  "I'm  sick  of  the  poli 
ical  situation — schoolchildren  be- 
have better,"  says  Amberish  Dalai 
who  runs  a  $2  million  chemicals 
business,  Albert  Rose  Chemicals 
Ltd.,  in  Ahmedabad.  During  the 
three  weeks  of  political  vacuum  cr 
ated  by  the  Congress  Party's  with 
drawal  of  support  from  the  Unitec 
Front,  India's  truckers  and  air  tra: 
fie  controllers  launched  strikes  tha 
further  paralyzed  the  country.  A 
strong  government  migh 
have  been  able  to  contaij 
the  damage.  Now,  many 
diplomats  and  foreign  ex 
ecutives  compare  India  t 
a  banana  republic. 

It's  time  India's  rulen 
shed  this  unworthy  imaj 
by  delivering  on  the  eco 
nomic  front.  A  first  step! 
would  be  for  the  Gujral 
government  to  reappoint 
Chidambaram  as  Finance  Minister,  j 
then  pass  the  budget  at  top  speed.  J 
second  step  would  be  to  support 
some  high-profile  investments  from  | 
foreign  companies.  The  new  domesti 
airline  venture  between  Tata  and 
Singapore  Airlines,  for  example,  has 
been  delayed  by  the  Aviation  Min- 
istry— although  India's  airline  indus- 
try  desperately  needs  foreign  capita 
and  expertise.  Why  doesn't  the  gov-' 
emment  make  sure  this  deal  works," 
instead  of  finding  reasons  to  derail  i 
Some  day,  perhaps,  India's  econo- 
my will  hum  right  along  without  he 
from  the  government.  But  that  mo-( 
ment  hasn't  come.  The  world's 
largest  democracy  desperately  need 
economic  leadership. 

Kripalani  covers  India  from 
Bombay. 
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In  every  era.  the  few  who  make  a  difference  are 
those  who  dare  to  imagine  a  world  beyond  the  horizon. 
A  world  in  which  old  truths  are  enriched  with  new  ones. 
The  greater  the  resources,  the  greater  the  possibilities. 


THIS  BLOODTHIRSTY  BUSINESS 


ARENA,  IT'S  BE  IN  CONTROL  OF 
YOUR  INFORMATION  FLOW  OR 
GET  CRUSHED  UNDER  IT 
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■  LOTUS  NOTES®  4.5.  WORKING  THE  WEB  TO  WORK  TOGETHER  BETTER. 

I  Alright,  so  there's  a  lot  going  on  in  your  day:  managing  e-mail,  sharing  work,  juggling  your 
calendar,  coordinating  appointments  and  staying  on  top  of  web-based  information  that 
changes  every  minute.  Hey,  that's  business.  And  since  you're  not  going  to  get  any  sympathy, 
you'd  do  well  to  get  Lotus  Notes  4.5.  It's  designed  to  leverage  the  power  of  the  Web  so  you 
can  work  more  closely  with  your  colleagues,  and  put  all  the  information  your  job  demands 
right  there  on  your  desktop. 


A  PLACE  WHERE  YOU  CAN  REALLY  GET  SOME  WORK  DONE.  Lotus  Notes  4.5 
is  your  central  access  point  for  all  information  in  the  business  world.  It  ensures  that  the 
information  you  depend  on  is  literally  up-to-the-second,  and  that  you  become  aware  when 
something  important  changes  -  whether  it's  the  starting  time  for  your  afternoon  meeting 
or  an  update  to  a  website  that's  vital  to  your  business. 

Notes  is  now  thoroughly  tied  to  the  Web,  so  it  not  only  gives  you  direct  access  to  the 
expanding  universe,  it  lets  you  update  the  content  of  your  company  website  directly.  It  even 
helps  you  stay  productive  while  you're  off-line,  stuck  on  a  plane  or  wherever. 

Notes  has  always  been  about  working  together  better.  In  its  latest  version,  it's  also  the  best 
Internet  client,  so  you  can  move  to  a  whole  new  level  of  web-based  collaboration  -  and  get 
on  top  of  all  that  information  before  it  gets  on  top  of  you.  Find  out  more  about  how  you  can 
use  Lotus  Notes  4.5  to  do  your  job  better  by  visiting  our  website  at  www.lotus.com. 
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ISRAEL:  THE  SCANDAL  GOULD  SCUTTLE 
BOTH  PEACE  AND  PRIVATIZATION 


Last  May,  Prime  Minister  Benjamin  Netanyahu  looked  as 
though  he  had  carved  out  a  unique  position  for  himself. 
As  Israel's  first  directly  elected  leader,  he  won  a  four-year 
mandate  to  take  control  of  the  peace  process  and  recast  the 
economy  in  an  entrepreneurial  mold.  But  now,  prospects  of 
further  substantial  progress  in  the  peace  process  are  fading 
along  with  his  hopes  of  forcing  the  pace  of  economic  reform. 

Netanyahu's  undoing  is  the  scandal  from  an  alleged  con- 
spiracy to  appoint  Roni  Bar-On  as  Attorney  General.  Al- 
though Netanyahu  avoided  a  criminal  indict- 
ment on  Apr.  20,  his  political  problems  are 
growing.  The  scandal  arose  from  Netanyahu's 
alleged  maneuvering  to  ensure  his  ruling  coali- 
tion's support  for  the  Jan.  15  deal  to  return  He- 
bron to  Palestinian  control.  Instead,  nearly  half 
his  right  wing  voted  against  it. 

Now,  fallout  from  the  Bar-On  scandal  is  cre- 
ating further  cracks  in  the  coalition.  Dissension 
in  his  own  ranks  will  make  it  much  harder  for 
Netanyahu  to  make  concessions  in  the  next 
stage  of  peace  negotiations.  And  if  the  peace 
process  falters,  it  could  further  crimp  Israel's 
already  slowing  economy.  Ultimately,  that  could 
jeopardize  Netanyahu's  key  economic  goals  of 
dismantling  Israel's  traditional  cartels,  priva- 
tizing state  holdings,  and  injecting  free-market 
ideas  into  the  economy. 
"NEW  BALL  GAME."  The  promise  of  peace  and  a  " 
mass  immigration  of  Jews  from  the  former  Soviet  Union 
kindled  six  years  of  unprecedented  growth  averaging  more 
than  6%>  through  1995.  Growth  slowed  last  year  to  a  still  re- 
spectable 4.4%,  and  the  government  was  forecasting  4%  this 
year.  But  early  in  April,  the  Finance  Ministry  slashed  its  pro- 
jection to  just  3%.  Finance  Minister  Dan  Meridor  blames  a 
slowdown  in  immigration  and  the  Bank  of  Israel's  tight  mon- 
etary policies  for  Israel's  dimmer  prospects. 

Although  Meridor  and  Netanyahu  both  tend  to  play  down 


NETANYAHU:  Boxed  in 


the  economic  impact  of  the  peace  process,  Israeli  business 
ecutives  are  convinced  otherwise.  They  believe  it's  the  key 
future  growth.  Israeli  companies  have  reaped  substant 
gains  from  peace.  Foreign  investment  has  poured  in,  i 
companies  have  tapped  foreign  stock  markets  with  sh 
flotations.  "The  peace  process  has  created  a  whole  new  1 
game  for  the  Israeli  economy,"  says  one  foreign  banker. 

But  economic  advances  sparked  by  Netanyahu's  polic 
could  falter.  Foreign  investment  bankers  say  an  economic  sic 
down  combined  with  the  end  of  the  pej 
process  could  stall  Israel's  privatization  progrc 
LOST  WEAPON.  Netanyahu  plowed  ahead  w 
his  plans  despite  the  gathering  Bar-On  crisis 
mid-April,  for  instance,  the  government  s 
a  10%  stake  in  Israel  Discount  Bank  Ltd.,  1 
country's  third-largest  bank,  for  $140  million 
plans  to  sell  off  a  10%  stake  in  Bank  Leumi 
May  and  later  a  controlling  interest  in  Israi 
largest  bank,  Bank  Hapoalim.  "[The]  Leu 
sale  will  be  crucial  in  determining  whether  I 
eign  interest  in  the  Israeli  economy  is  w; 
ing,"  says  a  senior  Tel  Aviv  banker. 

Betting  on  Netanyahu  could  get  even  risk 
for  business.  Already,  the  Prime  Minister 
lost  one  of  the  most  potent  weapons  he  had 
tame  right-wing  critics  inside  his  coalition:  an 
spoken  threat  to  form  a  national  unity  gove 
"  ment  with  the  Labor  Party  and  his  own  Lit 
Party.  Early  in  April,  Netanyahu  even  met  secretly  with  Lai 
chief  and  former  Prime  Minister  Shimon  Peres  to  discuss  i 
possibility,  first  floated  by  Peres.  But  on  Apr.  20,  Peres  him 
nixed  the  idea  and  called  on  Netanyahu  to  resign. 

Now  that  Netanyahu  is  far  more  beholden  to  his  rij 
wing,  the  task  of  moving  the  peace  process  forward  will 
even  more  difficult  than  before.  And  economic  reform  co 
get  lost  in  the  battle  for  political  survival. 

By  Neal  Sandler  in  Jerusal 


GLOBAL  WRAPUP 


FRANCE  BALKS  OVER  AIRBUS 

►  France's  Aerospatiale  is  balking  at 
plans  to  restructure  the  Airbus 
Industrie  consortium,  angering  its 
British  and  German  partners  and 
consortium  chairman  Edzard  Reuter. 
On  Apr.  21  Reuter  threatened  to 
resign  if  an  agreement  he  drew  up, 
to  transform  Airbus  into  a  public 
company  rather  than  a  loose  market- 
ing group,  doesn't  proceed  as 
planned. 

Aerospatiale,  which  is  owned  by  the 
French  government,  wants  consortium 


members  to  keep  their  own  manufac- 
turing and  research  and  development 
facilities.  Aerospatiale  fears  that  by 
pooling  them  into  one  corporate  entity, 
as  agreed  in  January,  it  will  lose  control 
of  its  factories  and  research.  British 
Aerospace  PLC  and  Daimler-Benz  Aero- 
space (dasa)  are  eager  to  streamline 
the  unwieldy  consortium  and  turn  it 
into  a  regular  profit-driven  corporation. 

DENG'S  NAME  HAS  LESS  CLOUT 

►  The  value  inside  China  of  strong 
links  to  Deng  Xiaoping  may  have 
died  with  him.  His  niece,  Ding  Peng, 


recently  lost  a  dispute  with  a  Hong 
Kong  company  over  ownership  of  a 
multimillion-dollar  parking  garage  i 
the  southern  city  of  Shenzhen.  Ding 
claimed  she  had  paid  for  the  proper 
ty.  The  Hong  Kong  company  insistel 
she  hadn't,  and  the  China  Interna- 
tional Trade  &  Arbitration  Council 
ruled  in  its  favor. 

That  may  not  be  the  end  of  the  af 
fair  for  Ding.  Legal  experts  say  she 
now  has  to  explain  to  shareholders  off 
her  Shenzhen-listed  company  Foun- 
tain  what  happened  to  the  money  sh 
claims  was  paid. 
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Aficio. 

The  future  of  digital  imaging  in  full  bloom. 


cio  brings  the  power  of  the  future  into  your  office  with  affordable,  automated,  easy-to-use  digital  office  equipment  You'll 
ate  dazzling  presentations,  thanks  to  spectacular  image  quality  and  colors  so  vibrant  they  have  a  life  of  their  own. 
orporating  a  unique,  modular-design  configuration,  Aficio  lets  you  choose  from  a  variety  of  full-color  or  black-and-white 
;ital  copiers.  You  can  add  optional  faxing,  printing  and  networking  modules  —  whatever  arrangement  best  satisfies  your 
luirements.  And  Aficio  is  PC  connectable.  See  what  we  can't  show  you  here  —  a  real  Aficio  copy  Call  1 -800-63-RICOH  or 
et  us  online  at  http://www  ricoh  com.  The  productivity  of  the  future  is  yours  today  —  with  the  digital  power  of  Aficio. 
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INTERNET 
COMMUNITIES 

Forget  surfers.  A  new  class  of  Netizen  is  settling  right  in 


GEOCITIES  This  collection  of 
themed  cyberhoods  is  populated 
by  a  half-million  "homesteaders" 
who  get  free  home  pages 


UTNE  ONLINE  A  hipper 
Reader's  Digest,  relaunched 
last  year  as  an  online  "salon 
that  gathers  thousands  of 
members  to  wax  eloquent  on  New 
Age  issues  and  current  affairs 


Special  Report 


info,  too,  but  they  seek  far  more  than  that.  They  want  a 
sense  of  community — the  cyberspace  equivalent  of  the  bar  at 
TV's  Cheers,  where  everybody  knows  your  E-mail  address. 

To  these  Netizens,  content  is  no  longer  king.  They're  not 
necessarily  plunking  themselves  down  on  barstools  at  uptown 
Web  sites  laden  with  splashy  content  like  Time  Warner 

Inc.'s  Pathfinder  or 
the  oh-so-hip  online 
lofts  of  HotWired 
Inc. — both  hemor- 
rhaging big  bucks  in  search  of  visitors  who  will  stick 
around.  Nearly  every  walk  of  life  can  chat  it  up,  from 
Tripod  for  twentysomethings  to  Utne  Online  for  New 
Age  intellectuals  to  GolfWeb  for  Tiger  Woods 
wannabes.  Says  Tom  Rielly,  ceo  of  the  online  gay 
community  PlanetOut:  "It's  not  the  content.  It's  the 
people,  stupid.  Content  may  be  why  people  visit  a 
site.  But  community  is  why  people  stay." 
"NEXT  WAVE."  Call  it  the  colonizing  of  cyberspace. 
Forget  surfing:  Today,  people  of  like  minds  and  in- 
terests are  establishing  Internet  communities  faster 
than  any  construction  company  in  the  brick-and- 
mortar  world.  According  to  a  new  BUSINESS 
WEEK/Harris  Poll,  57%  of  those  hopping  on  to  the  Net 
today  go  to  the  same  sites  repeatedly  instead  of  wandering 
like  nomads  from  one  to  the  next.  And  of  the  89%  of  Netizens 
who  use  E-mail,  nearly  one-third  consider  themselves  part  of 
an  online  community.  "We're  at  the  beginning  of  an  explosion," 
says  Andrew  Busey,  chairman  and  chief  technology  officer  of 
ichat  Inc.,  an  Internet  startup  in  Austin,  Tex.,  that  makes 
software  for  online  chats.  "Community  and  communications  is 
the  next  big  wave  on  the  Internet." 

What's  behind  this  new  geography  of  the  Web?  Experts 
say  the  biggest  factor  is  the  changing  demographics  of  its 
users.  There  are  now  some  40  million  people  on  the  Web,  up 
from  1  million  in  December,  1994.  As  that  number  grows,  the 
online  population  begins  to  look  more  like  the  mass  popula- 
tion. The  business  WEEK/Harris  Poll,  for  example,  found  the 
Web  is  no  longer  a  stomping  ground  just  for  the  young:  67% 
are  now  30  years  and  older,  including  19%  over  the  age  of  50 
(page  84).  And,  today,  women  account  for  a  bigger  portion  of 
the  Net  population  than  ever  before — 41%,  up  from  21%  a 
year  and  a  half  ago. 

As  Mr.  and  Ms.  Mainstream  venture  into  cyber- 


space, they  often  find  it  a  dizi 
place,  what  with  hundreds  of  li 
sands  of  Web  sites  to  choose  i| 
So,  just  as  in  the  physical  wj 
Net  newbies  are  gravitatini 
Web  sites  where  they  can  i 

More  women  a! 
Today,  women  i| 
compared  witj 

friends  and  feel  comfort! 
"To  most  people,  the  ij 
net  feels  like  jumping) 
into  the  ocean,"  says  D 
las  Rushkoff,  author  oil 
beria,  a  book  on  cybel 
ture.  "Online  commuri 
provide  the  lifeguards 
Early  signs  show 
may  also  provide  the  profits, 
repreneurs  are  finding  they  can  turn  the  intiinsic  cultural 
peal  of  communities  into  a  real  business  proposition, 
numbers  tell  the  tale.  According  to  a  study  by  the  Univ 
ty  of  Minnesota,  if  a  site  doesn't  capture  Web  surfers'  i 
est  within  eight  seconds,  they're  gone — off  to  another 
with  a  click  of  the  computer  mouse.  Even  if  they  stay,  th 
erage  visit  is  only  seven  minutes.  That  leaves  precious 
time  for  Web  publishers,  advertisers,  and  merchants  to 
mote  or  sell  anything. 

Not  so  inside  Net  neighborhoods.  Simply  adding  a  wa 
Web  surfers  to  chat,  for  example,  consistently  boosts  traff 
any  Web  site  by  as  much  as  50%.  It  also  calms  those  itch 
dex  fingers:  Chat  visitors  hang  around  a  half-hour,  t 
times  the  average — a  big  lure  to  advertisers.  And  a  little 
munication  can  go  a  long  way  toward  wooing  those  walle 
new  study  by  Yankelovich  Partners  Inc.,  a  marketing 
search  firm,  found  63%<  of  people  online  say  they  won't 
anything  over  the  Web  until  there's  more  human  int 
tion  involved. 

Garden  Escape  Inc.  found  that  out  fast,  ceo  Cliffor 


FROM  PETS  TO  UFOs:  TWENTYSOMETHINGS  SOUND  OF 


I 


I  f  you  hit  a  Web  community  where  they 
use  Gen-Y  argot — writing  "kewl"  for  cool, 
I  for  instance — you've  found  Tripod.  The 
9  site  is  a  hit  with  twentysomethings,  thanks 
W  to  its  hip  attitude  and  snappy  content.  The 
magic  formula,  says  ceo  William  S.  "Bo"  Peabody:  Members 
contribute  their  own  material  about  everything  from  career 
dilemmas  to  safe  sex.  "We  give  people  information  and  let 
them  talk  to  each  other  about  it,"  he  says. 

And  talk  they  do.  Tripod  has  lured  some  270,000  people — 
who  sign  ip  free,  helping  it  rank  among  tracking  service  PC 
Meter's  30  most  popular  Web  sites  in  1996.  In  March  alone, 
50,000  more  joined.  Tripod  (www.tripod.com)  offers  editorial 
content  grouped  into  fields  such  as  politics,  health,  and  money. 
Best  of  all,  members  can  construct  their  own  Web  pages  and 
get  help  finding  jobs  with  an  online  resume  builder. 

The  key  to  luring  repeat  visits,  though,  is  interaction,  the 
cornerstone  of  Net  communities.  Dozens  of  conference  areas, 


with  such  names  as  Work  Smart  and  Media  Savvy, 
chats  on  topics  from  pets  to  ufos,  let  members  pos 
tions  and  sound  off.  Then  they  come  back  to  see  ho 
people  responded.  "People  leave  a  piece  of  themseh 
hind,  and  that  gives  them  a  reason  to  return,"  Peal 
It  also  means  they  stay  connected  an  average  eight 
per  session — enough  time  to  view  banner  ads  from 
Visa,  Fidelity,  Sony,  and  Microsoft.  Sponsors  also  lo 
ticing  demographics:  About  60%  of  the  members  ar 
34,  90%  live  in  the  U.  S.,  and  three-quarters  are  nu 
AUTHENTIC.  Does  the  formula  pay  off?  So  far.  Laun 
1995  with  $2  million  in  venture  capital,  revenues  ar 
track  to  exceed  $5  million  in  1997,  and  Tripod  could 
itable  by  December,  Peabody  says.  About  70%  of  1! 
enues  will  come  from  ads  and  the  sale  of  merchand 
as  T-shirts.  Tripod  also  plans  to  license  its  chat  and 
encing  software  to  other  online  communities.  The  b 
the  revenues  will  come  from  the  least-mined  source 
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rples  launched  the  Web  site  in  March,  1996,  primarily 
in  online  nursery  with  everything  from  294  different 
is  of  roses  to  heirloom  cherry  tomatoes.  But  Sharpies 
soon  inundated  with  E-mail  and  questions.  Three  months 
he  did  something  about  it,  adding  chat  and  forums  on  re- 
al gardening  issues,  such  as  one  for  the  Pacific  Northwest. 

nt ernet  than  ever  before. 
1%  of  the  Net  population, 
fo  in  September,  1995 

result:  Visitors  spend  twice  as  much  time  on  the  site 
■ — 20  minutes.  And  sales?  They're  growing  at  40%  a 
ith,  boosted  by  orders  from  chat  participants,  who  spend 
iverage  $100  an  order,  vs.  $60  from  others.  "We  thought  of 
selves  as  more  of  a  store,"  says  Sharpies.  "We  underesti- 
ed  how  important  community  would  be." 

0  just  what  is  a  Web  community?  For  now,  most  of  these 
ne  gatherings  are  still  in  their  formative  stage.  Like 
tie,  they  are  not  being  built  in  a  day  but  are  evolving  as 
pie  gather  and  establish,  week  by  week,  their  interests 
their  needs.  That  makes  their  natures  as  eclectic  and  var- 
as  the  neighborhoods  in  Brooklyn  and  Bombay. 

here  are  some  constants,  though.  All  communities  are 
t  around  a  common  interest  or  passion,  whether  it's  play- 
piano  or  being  a  parent.  But  the  ideal  community  site 

1  more  than  just  focus  on  like  interests.  It  encourages  lots 
iommunication  and  interaction,  whether  through  chat 
ns,  bulletin  boards,  or  discussion  forums,  which  can  stretch 
over  a  period  of  months.  "In  the  chat  rooms,  people  es- 
tiaily  become  the  content,"  says  Sony  Online  Vice-Presi- 
t  Matt  Rothman. 

iut  most  important  of  all,  the  creators  of  these  communities 
't  try  to  play  the 
i  of  benevolent  dic- 
ir.  Sure,  they  provide 
•amework  and  guid- 
e  along  the  way,  but 
i  they  step  back  and 
the  members  shape 
community.  On  3DO 


scriptions.  Peabody 
idy  persuaded  3,000 
jj  to  pay  $36  a  year 
nded  services,  such 
space  for  their 
;es  and  discounts  on 
dise. 

ripod's  greatest  as- 
:thenticity.  Peabody, 
his  staff  mirror  the 
iphics  of  the  mem- 
abody  himself  is  a 
;wentysomething 
hes  from  business 
'tions  to  go  snow- 
\  and  mountain  bik- 
ie  woods  of  New 
I.  His  business  in- 


PEABODY:  "People  leave  a  piece 
of  themselves  behind,  and  that 
gives  them  a  reason  to  return" 


i?  The  Grateful  Dead,  who  "combined  content  that 
d  to  beat  with  plenty  of  customer  service  and  lots  of 
ion."  As  business  strategies  go,  that's  pretty  kewl. 

By  Andy  Reinhardt  in  San  Francisco 


Co.'s  Meridian  59  site,  for  example,  the  Redwood  City  (Calif.)- 
based  company  put  together  a  medieval  world  of  sorcery  and 
swordplay,  then  opened  the  doors.  Very  quickly,  a  group  of 
people  formed  bent  on  killing  other  players,  and  just  as  quick- 
ly, a  group  sprang  up  to  protect  the  innocent.  Now  when 
"killers"  are  spotted,  members  of  "protector"  groups  stalk 
and  do  them  in.  "The  successful  communities  stand  back  and 
let  nature  take  its  course,"  says  Chip  Morningstar,  co-founder 
and  chief  scientist  at  Electric  Communities,  a  Cupertino 
(Calif.)  builder  of  virtual  communities. 

For  many  inhabitants  of  online  communities,  that  course  is 
a  direct  path  from  their  work  lives.  According  to  the  business 
WEEK/Harris  Poll,  42%  of  those  involved  in  an  online  com- 
munity say  it  is  related  to  their  profession,  while  35%  say 
their  community  is  a  social  group,  and  18%  say  it  revolves 
around  a  hobby. 

FARM  BELT.  One  of  the  more  successful  work-related  sites  is 
Agriculture  Online  (@griculture,  in  geek-speak).  Launched 
two  years  ago  by  Meredith  Corp.,  this  site  offers  the  latest 
farm  news,  Global  Positioning  Satellite  data,  commodity 
prices,  and  bulletin  boards  galore.  Visit  the  Electronic  Coffee 
Shop  and  jump  into  a  discussion  on  how  to  control  soybean 
cyst  nematodes  or  offer  up  a  down-on-the-farm  joke.  "In- 
teractivity is  the  linchpin  of  this  whole  thing,"  says  @gricul- 
ture  Online  editor  John  Walter.  "But  the  chemistry  of  good 
discussion  groups  is  mysterious." 

Baffling  or  no,  it's  working.  The  site  has  mushroomed 
from  83,000  "hits,"  the  number  of  times  a  site  is  accessed,  in 
August,  1995,  to  5  million  hits  last  month.  And  now  it's  on 
track  for  profitability  by  yearend  through  a  combination  of  ad- 
vertising revenues  and  $10  monthly  subscriptions  for  its 
Blue  Ribbon  premium  services,  which  include  up-to-the- 
minute  weather  reports. 

While  such  communities  are  new  to  the  Web,  they  spring 
from  the  very  roots  of  the  Internet.  In  the  early  1970s,  the 
Internet  emerged  as  a  tight-knit  community  of  Defense  Dept. 

scientists  exchanging 
research  data.  Soon,  as 
universities  and  private 
research  labs  hooked  in, 
more  and  more  partici- 
pants began  forming 
subcommunities.  In 
1979,  so-called  Usenet 
groups,  which  allowed 
computer  users  to  post 
messages  in  bulletin- 
board  fashion,  devel- 
oped and  blossomed 
into  thousands  of 
"newsgroups"  focusing 
on  everything  from  Ap- 
ple Computer  Inc.'s 
Macintosh  software  to 
The  X-Files  TV  show. 

Online  communities 
have  a  rich  tradition 
outside  the  Net,  too. 
The  well,  for  instance, 
started  in  1985  in 
Sausalito,  Calif.,  as  one  of  the  first  community-oriented  "bul- 
letin-board systems,"  so-called  BBSes — private  computers 
reached  via  the  telephone  system  rather  than  the  Net.  In  late 
1995,  the  well  made  itself  accessible  via  the  fast-growing 
Web.  Others,  such  as  New  York's  East  Coast  Hangout  (echo), 
still  operate  thriving  BBS  communities. 

America  Online,  however,  was  probably  the  first  to  get  it 
right  for  the  masses.  In  the  early  1990s,  aol  popularized 
chat,  which  allowed  people  to  exchange  messages  live.  Today, 
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Florida  Crystals,  the  sugar  isn't  always  refined.  But  the  operation  is. 

it's  what's  happened  since  they  implemented  SAP's  R/3  software.  Florida  Crystals  not  only  . 
ws  sugarcane  but  also  uses  the  energy  harnessed  from  its  stalks  to  power  80,000 
nes.  By  teaming  up  with  SAP,  this  young  company  has  been  able  to  move 
;e  volumes  easily,  serve  customers  better  and  pursue  new  business 
latives  on  several  fronts.  SAP  has  also  enabled  Florida  Crystals 
ceep  pace  as  sales  volumes  have  doubled  and  product 
rings  quadrupled  in  the  past  two  years.  It's  what 
power  of  information  can  do.  And  why 
nessing  it  makes  life  sweet.  For 
re  information,  visit  us  at 
>:// www.sap.com,  or 
1-800-283- 


Special  Report 


AOL  boasts  some  14,000  chat  rooms  accounting  for  about  one- 
third  of  its  members'  time  online.  Recently,  aol  introduced 
another  innovation — "buddy  lists,"  which  alert  members 
when  friends  are  online  so  they  can  exchange  instant  mes- 
sages. "Community  is  the  Velcro  that  keeps  people  there," 
says  aol  Studios  President  Theodore  Leonsis. 

    Now  the  Web  is 

laying     out  the 
www.elcome  mat 
for  communities. 
When  the  Web  surfaced  in  late  1993,  most  sites  focused  on 
their  newfound  ability  to  publish  graphics-rich  documents. 
Kut  in  1996,  software  makers  began  developing  Web-based 
programs  for  discussion  forums  and  chat.  These  programs  are 
in  hot  demand  now,  creating  a  booming  business  for  startups 
such  as  ichat  and  eShare.  And  some  sites,  such  as  Live- 
World  Productions  Inc.'s  Talk  City,  are  devoted  exclusively  to 
chatting  (page  74). 

Today  the  push  is  to  turn  the  age-old  appeal  of  commu- 
nities into  cash — especially  on  the  profit-starved  Web.  Just 
last  month,  for  example,  the  popular  political 
site  PoliticsNow  closed  amid  rumors  that  it  is 
losing  money  in  the  low  seven  figures,  cmp 

\  ' 


One  quarter  of 
online  users 
-some  10 
million 
people-have 
purchased 
something  online 


Media  Inc.,  unhappy  with  how  little  revenue  its  NetC 
Live  site  was  generating,  cut  most  of  its  staff.  T. 
Warner's  Pathfinder  is  losing  at  least  $5  million  a 
And  American  Cybercast,  which  is  producing  The 
and  The  Pyramid  cybersoaps,  filed  for  Chapter  11  t 
ruptcy  protection  in  January.  The  problem:  These 


DOINC  A  LAND-OFFICE  BUSINESS  IN  CYBERSPACE 
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Ihe  denizens  of  Capitol  Hill  shoot 
the  breeze  about  political  scandals 
while  nearby,  folks  on  Bourbon- 
Street  are  grooving  to  jazz  and  swapping 
Cajun  recipes.  SoHo  artists  and  bohemi- 
ans,  meanwhile,  create 
images  and  poetry 
they  hope  people  will  stop  to  see. 

It's  a  typical  day  at  GeoCities.com, 
a  fast-growing  metropolis  on  the  digi- 
tal frontier.  GeoCities  is  the  brainchild 
of  David  Bohnett,  41.  An  ex-marketing 
exec  at  software  maker  Legent  Corp., 
Bohnett  discovered  the  Web  in 
early  1994 — and  was  inspired. 
The  Web  was  exciting  but  also 
overwhelming,  so  he  tried  to  bring 
sense  to  cyberspace.  His  idea  was  to 
create  online  neighborhoods  based  on 
themes,  and  then  offer  "homesteaders" 
free  space  to  put  up  home  pages. 

Settlers  have  been  pouring  in  ever 
since.  GeoCities'  population  has 
swelled  to  half  a  million,  with  5,000 
new  residents  arriving  every  day. 
There  are  34  neighborhoods — such  as 
Area51  for  science-fiction  buffs  and  the 
Colosseum  for  sports  fans — arranged 
by  blocks  containing  100  home  pages 
each.  Many  of  these  neighborhoods  are 
already  spilling  over — Silicon  Valley,  for 
example,  has  added  seven  suburbs. 
TOP-RANKED.  This  sprawling  collection 
of  cyberhoods  capitalizes  on  the  grass- 
roots spirit  of  the  Net.  GeoCities  pro- 
vides the  structure  and  the  tools,  but 
members  take  it  from  there.  Just 
about  all  of  the  content  is  created  by 
GeoCities  residents — with  impressive 


BOHNETT:  His  idea  is  free  space  for 
''homesteaders"  to  put  up  Web  pages 


results.  The  site  is  brimming  with  beautiful  home  page! 
chock-full  of  images,  photos,  and  music,  generating 
enough  traffic  to  make  GeoCities  one  of  the  top-ranked! 
Web  sites. 

There's  a  business  angle,  too.  Because  members  creaj 
the  content,  GeoCities,  in  Santa  Mcj 
ica,  Calif.,  can  operate  with  one-thhl 
the  staff  needed  by  Web  publishers! 
such  as  Starwave  Corp.  or  C/Net.  I 
"We  have  55  employees  and  500,00(1 
editors,"  says  Bohnett.  The  site  alsj 
relies  on  volunteer  "community  lea| 
ers"  to  help  newcomers  get  settled! 

Bohnett's  strategy  is  to  j 
keep  costs  low  while  tap-  £ 
k  ping  a  number  of  revenue! 
sources.  Ad  sales,  he  says,! 
will  contribute  70%  of  GeoCities'  pij 
jected  $4.5  million  in  revenues  this  I 
year.  Advertisers  can  even  place  bst 
ner  ads  on  the  home  pages  of  con-  I 
senting  members — a  privilege  they  J 
pay  premium  rates  for.  In  exchangtl 
home-page  owners  earn  bonus  poini 
that  can  be  converted  into  frequenti 
flier  miles.  On  top  of  ad  sales,  15%  1 
revenues  will  come  from  premium  I 
services.  Today,  1%  of  GeoCities 
members  pay  $5  a  month  for  an  exi 
tra  eight  megabytes  of  space  for 
their  home  page.  The  rest  will  com 1 
from  sales  of  goods  from  GeoCities! 
marketplace,  which  offers  flowers,  h 
computer  gear,  and  later  this  year,  |i 
food  mall  and  pay-to-play  gaming.  j| 
that,  figures  Bohnett,  should  add  u]| 
to  profits  in  1998.  If  so,  there  may  I 
no  stopping  this  boomtown. 

By  Amy  Cortese  in  New  Ycm 
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Duck  logic. 


ucks  think  differently  than 
you  or  me.  They  would 
never  forget  a  birthday. 
y  have,  to  my  knowledge,  never 
isored  a  negative  political  ad. 
y  avoid  talk  shows  like  the 
ue.They  dance  in  the  rain  and 
•  great  pains  to  not  walk 
jnd  the  puddles.  They  observe 
tan  folly  with  detached  amuse- 
it.  They  waddle  in  the  face  of 
mention. 

If  there  was  ever  a  face  that 
ded  some  waddling,  some 
lain,  some  flying  into,  it's  con- 
tion.  Also,  its  bubbles  burst, 
notions  re-conceived,  its  rules 
ited.  That's  Duck  Logic. 
Catera  is  a  personal  luxury 
in  fraught  with  Duck  Logic. 

result  is  the  stuff  of  blue 
3ns:  a  scrambling  of  preconcep- 
is  that  turns  out  to  be  a  whole 
'  omelet.  It's  luxury  that  boo- 
.  Refinement  that  giggles.  The 
Idy  that  zigs. 

Ducks  were  designed  in  God's 
1  wind  tunnel.  They  eschew 
rnments  that  would  make  their 
amies  any  less  aero.  The  resulting 


Duck  Logic  tells  us  that  wind  noise 
isn't  the  result  of  wind.  It's  a  result 
of  those  that  resist  the  wind;  out- 
side rearview  mirrors,  windshield 
wipers,  hoods.  So  engineers  tested 
and  retested  Catera  at  up  to 
125  mph  over  and  over  again. 
Partially  to  optimize  hood,  wiper 
and  mirror  designs  against  wind 


noise.  And  partially,  because  it's  fun 
to  test  things  at  125  mph. 

Duck  Logic  tells  us  that  luxury 
is  in  more  places  than  in  the  eye 
of  the  beholder,  it's  in  the. ..other 
places  too.  So  Catera's  driver's 
seat  is  designed  to  be  particularly 
comfortable  because  its  "hip 
points"  have  been  raised  for  the 
optimum  driving  position.  And  the 
available  power  memory  seat 
adjusts  for  three  different  drivers. 
Partially  because  that  helps  each 


driver  have  optimal  control.  And 
partially,  because  it's  fun. 

No  discussion  of  Duck  Logic 
would  be  complete  without  music. 
It's  a  little-known  fact  that  ducks 
fly  in  the  midst  of  commercial 
radio  waves,  allowing  them  perfect, 
distortion-free  sound,  a  boon  to 
their  migratory  travels.  (They  plan 
flight  lanes  carefully,  to  circumvent 
the  broadcast  signals  of  shock 
jocks  and  talk  radio.)  Duck  Logic 
knows  the  virtue  of  clear  sound 
on  long  trips.  It  led  to  the  design 
of  an  optional  sound  system  with 
computer  programs  to  create  a 
three-dimensional  picture  of  how 
sound  would  behave  in  a  Catera. 
Partially  because  great  sound 
would  be  fun.  And  partially, 
because  it  would  be  a  lot  of  fun. 
(Duck  Logic  is  no  prisoner  to 
logic.) 

Duck  Logic  sneers  at  the  mun- 
dane, scoffs  at  the  expected, 
waddles  and  flies  in  the  face  of 
convention  and  then,  way  over  its 
head.  Duck  Logic  begets  Catera: 
luxury  that's  fun,  the  Caddy  that 
zigs.  The  ducks  would  be  proud. 


1m  1m 

CADILLAC. 

996  GM  Corp.  All  rights  reserved. 

ays  wear  safety  belts,  even  with  air  bags. 


THE  CADDY  THAT  ZIGS.. 


STARTING  AT  *29.995 

MSRP  EXCLUDING  DESTINATION  CHARGE.  Tax.  license 
and  optional  equipment  extra.  For  the  authorized  Catera  dealer 
nearest  you.  call  I -800-333-4CAD  or  visit  us  at  www.catera.com 
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Router 

Moti  wola  integrates  high-perfi  wmance 

processors  1 1  nth  a  mm  u  n  no.  itu  >i  is 
protocol  controllers  to  nuke  routers 
more  cost  effectnv. 


Connections.  Everybody  needs  them.  And  with  todays  get-it-done-yesterday  mentality,  staying  in  contact  is  the  only 
way  to  stay  ahead  of  the  pack.  That's  why  leading-edge  professionals  from  all  over  die  globe  look  for  total  systems 
solutions  to  help  keep  them  extra  sharp.  And  it's  also  the  reason  why  Motorola  works  hand-in-hand  with  companies 
providing  the  technologies  for  tomorrow  to  the  end  users  of  today.  From  Wired  and  Wireless  Communications 
to  the  Automotive  Industry,  Motorola  products  power  the  innovative  solutions  that  enable  your  success. 
Visit  us  at  http://motorola.com/sps  or  call  1-800-521-6274  (Ref.  #397). 


Semiconductor  Products  Sector 


What  you  never  thought  possible" 


Special  Report 


Web  efforts  have  not  taken  full  advantage  of  interactivity. 

It's  early,  but  there  are  tantalizing  signs  that  eybertowns 
could  fulfill  the  early  promise  of  profits  on  the  Web.  For  one, 
these  sites  are  alluring  to  advertisers,  who  will  gladly  pay 
to  reach  an  audience  that  stays  put  long  enough  to  absorb 
their  ad  messages.  Moreover,  communities  have  common  in- 
terests and  more 
denned  demograph- 
ics, say  a  group  of 
gardeners  or  antique- 
car  buffs,  that  make  it  easy  for  advertisers  to  target  buyers. 
"You're  reaching  more  qualified  eyeballs,"  says  Seth  Goldstein, 
president  of  SiteSpecific  Inc.,  a  New  York  interactive  ad- 
vertising agency. 

That's  already  translating  into  higher  ad  rates  for  some  Net 
neighborhoods.  Women's  Wire,  for  example,  is  a  Web  com- 
munity for  career-oriented  women  that  commands  ad  fees  of 
$50  per  1,000  "impressions,"  or  ad  viewings.  That's  up  from  $20 
last  summer  and  considerably  more  than  the  average  $30  for 
mainstream  Web  sites.  Firefly  Network  Inc.  does  better  yet. 
The  Boston  software  maker  runs  a  site  to  showcase  its  filter- 
ing software,  which  can  track  the  likes  and  dislikes  of  mem- 
j  ber: — say,  what  movies  they  enjoy — 


The  number  of 

Americans  using 
the  Net  has  near 
doubled,  to 
around  40 
million  adults, 
over  the  past  yeai 


and  then  recommend  similar  films.  The  site  has  attractc 
million  registered  users,  who  spend  an  average  32  mini 
each  visit.  Firefly's  ad  rates:  $70  to  $100  per  1,000  impressi 
Now,  some  cyberhoods  are  getting  even  more  mileage 
of  advertisers.  Just  as  consumer-products  giants  haw 
laundry  detergent  by  sponsoring  the  old  TV  soap  ope 


BREAKING  OUT  OF  THE  YAK  PACK 
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[hen  it  comes  to  live  online 
chats,  Katie  Baker  keeps 
conversations  popping.  As  a 
moderator  on  the  Talk  City  chat  site 
run  by  Live  World  Productions  Inc., 
she  hosts  a  Youth  Online  chat  three  nights  a  week.  Bak- 
er draws  out  participants,  screens  out  bozos,  and  in  the 
process  forges  a  global  community  of  teens.  How  does 
she  know  what  they  care  about?  Because  she's  one  of 
them:  a  13-year-old  from  Pennington,  N.J. 

Baker  is  just  one  of  90  moderators  hosting  900  chats 
a  week — all  in  an  effort  to  establish  Talk  City  (www. 
talkcity.com)  as  a  "clean,  well-lighted  place  to  chat,"  says 
Chief  Executive  Peter  H.  Friedman.  He  hopes  to  make 
the  year-old  site  a  more  neighborly  alternative  to  the 
sometimes  rude  chat  sites  on  America  Online  and  the 
Web.  "They  understand 
what  it  takes  to  foster  com- 
munity," says  Neil  Monnens, 
a  principal  at  WebRep, 
which  places  ads  on  Talk 
City  and  15  other  Web  sites. 

Friedman's  company 
grew  from  the  ashes  of  a 
defunct  online  community, 
eWorld,  that  Apple  Com- 
puter Inc.  shut  down  last 
year.  The  12-year  Apple 
veteran  leaped  at  the 
chance  to  create  a  new 
community  out  of  the  70 
contract  moderators.  Since 
then,  the  voluble  Friedman, 
a  professional  magician  as  a 
teen,  has  conjured  up  $1 
million  in  funding  from  for- 
mer Apple  ceo  John  Scul- 
ley  and  former  Apple  CFO 
Joseph  Graziano — who  both 


BAKER:  The  1 3 -y ear-old  moderator  screens  out  bozos 


sit  on  the  board — plus  $9  million  from  Softbank  Venture 
Inc.,  Quantum  Industrial  Partners,  and  others. 

Friedman  will  need  the  money.  Talk  City's  traffic  trail 
that  of  two  other  large  chat  sites,  WebGenesis  Inc.'s  Th< 
Globe  and  WebChat  Broadcasting  System  Inc. — the  lat- 
ter with  1.4  million  registered  members,  compared  with 
Talk  City's  190,000.  And  off  the  Web,  there's  the  champi 
on  of  chat:  aol,  with  its  14,000  chat  rooms.  Says  Kate 
Doyle,  an  analyst  at  market  researcher  Jupiter  Commu- 
nications: "There's  going  to  be  a  huge  shakeout." 

Doyle  thinks  Talk  City  has  one  big  edge  over  the  rest 
of  the  yak  pack:  It's  starting  to  do  chats  for  other  sites, 
such  as  SportsLine  usa  Inc.  and  Travelocity,  creating  an- 
other source  of  revenue.  Those  sites  will  in  turn  promote 
the  Talk  City  site,  boosting  traffic  and  ultimately,  ad  rate 
Friedman  also  hopes  to  leapfrog  rivals  with  3-D.  Wit? 

graphics  technology  from 
Seismic  Entertainment  am 
RealSpace  Inc.,  he's  creat- 
ing "chatzines" — interactiv 
tours  of  places  such  as  th( 
ancient  Mayan  city  of 
Palenque  that  users  can 
meander  through  while 
chatting. 

Still,  at  this  stage,  it's 
mostly  talk.  Talk  City  has 
just  started  taking  ads,  so 
Friedman  says  they're 
bringing  in  only  "tens  of 
thousands"  of  dollars  a 
month  so  far,  vs.  $150,000 
month  for  The  Globe. 
Friedman  may  have  to 
work  some  of  that  old 
magic  to  make  Talk  City 
the  talk  of  the  Net. 

By  Robert  D.  H 
in  San  Franeisa 
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So  what  does  Bob  know  that  you  and  Ned 
don't,  besides  the  wingspans  of  extinct  creatures? 
He  knows  about  Access™-  the  American  Airlines 
Interactive  Travel  Network"',  available  on  the  web 
and  with  Personal  AAccess™  software. 

With  AAccess,  you  can  do  everything  from 
planning  trips  and  purchasing  tickets,  to  checking 
flight  schedules  and  information,  to  keeping  track 
of  your  AAdvantage  travel  awards  program  miles, 


BOB 


Bob  knows  from  his  computer 
he  can  book  a  flight  (and  earn  up  to 
500  bonus  Advantage  miles  every 
time  he  does  so),  select  his  seat,  see 
what  movie  is  playing,  manage  his 
AAdvantage  account,  check  out  special 
AAdvantage  promotions  and  low 
Net  SA^Aver  Fares  ,  look  up  all  sorts 

of  flight  information  and  learn 
interesting  facts  most  humans  don't 
know  about  airplanes.  For  instance, 
did  you  know  a  Boeing  757  has  a 
wingspan  of  124'  10",  roughly  six 
times  that  of  the  average  pterodactyl? 
Bob  did. 


from  flights,  hotel  stays  and  rental  cars,  as  well  as 
award  levels.  All  from  your  computer.  And  right 
now,  you  can  earn  up  to  SOU  bonus  miles  with 
every  American  and  American  Eagle"  trip  you  book 
on-line  and  complete  by  the  end  of  the  year. 

So  why  let  Mob  have  all  the  fun?  Visit  AVcess 
via  the  Web"  on  the  Internet.  Or  for  a  WINDOWS"- 
based  link  to  American  Airlines,  call,  for  our 
Personal  AAccess  software. 


AmericanAirlines 

For  Internet  users,  AAccess  via  the  \Veb  is  located  at  www.americanair.com  To  order  Personal  AAccess  for  your  PC,  call  1-800-AACCESS  (222-2377). 


jcmAirlines,  AAdvantage  and  American  Eagle  are  registered  ir.idtmarks.jnd  Net  SAAvcr  Fares  AAccess  American  Airlines 
mean  s  regional  airline  associate  American  Airlines  reserves  the  n^hi  m  change  AAdvantage  pn  nam  rules  regulati  „ 
UOWS  is  2  registered  trademark  ol  Microsoft  <  nrpuran.-n 


d  awards  and  special  oiler 


e  Web  are  trademarks,.)!  American  Airli 

and  in  end  the  AAdvantage  program 
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many  merchants  today  see  a  big  plus  in  being  Linked  to  an 
online  community.  Sponsorships  are  particularly  suited 
for  community  sites  since  they  are  less  intrusive  than  ban- 
ner ads  and  "they  integrate  the  sponsor  into  the  neigh- 
borhood," says  David  Bohnett,  ceo  of  GeoCities,  a  Santa 
Monica  (Calif.)-based  startup  (page  70).  Bohnett  ought  to 

know.  GeoCities  helps 
Web  users  set  up 
their  own  home  pages 
and  then  arranges 
them  in  preferred  communities — Napa  Valley  for  oenophiles 
and  Silicon  Valley  for  gearheads.  The  site  now  has  500,000 
Web  pages,  drawing  some  $500,000  a  month  in  advertising 
and  sponsorships,  visa  USA  Inc.,  for  example,  sponsors  a 
restaurant  review  area  called  Restaurant  Row,  while  Mi- 
crosoft Corp.  sponsors  the  Programmers'  Pavilion. 
SAFETY  TIPS.  Parent  Soup  is  taking  sponsorships  a  step  fur- 
ther. It  is  working  with  advertisers  to  set  up  "bridge  sites" — 
complete  companion  Web  sites  closely  linked  to  Parent  Soup 
(box).  Take  the  one  Parent  Soup  has  with  ParentsClub.com,  a 
site  for  the  kids'  cough  syrup  Triaminic.  This  site  has  scads  of 
parenting  info,  including  child  safety 
tips,  and  because  it  offers  more  than 


The  Net  is  not  just 
for  the  young. 
45%  of  adults 
surfing  the  Net 
are  age  40  or 
over.  32%  are 
between  18  and  2! 


just  info  on  Triaminic,  "people  feel  we've  more  credible,"  j 
Barry  Cohen,  senior  brand  manager  for  the  cough  mediij 
The  result:  "Traffic  to  our  site  has  been  enormous,"  Cd 
says.  For  Parent  Soup,  such  sponsorships  work  so  well 
80%  of  advertisers  come  back. 

The  biggest  cash  coup  of  all  for  Net  neighborhoods  ma 


A  COFFEE  KLATCH  FOR  MOMS  AND  DADS 


Iropping  kids  off  at  school, 
keeping  up  with  shopping, 
cooking,  cleaning,  Little 
League  games,  soccer  practice,  ballet,  and  helping  with 
homework.  No  wonder  few  working  parents  have  time 
to  surf  the  Web.  But  that's  not  to  say  they  don't  go 
online.  Just  ask  the  folks  at  iVillage's  Parent  Soup. 

Since  its  birth  in  January,  1996,  the  World  Wide  Web 
site  and  area  on  America  Online  have  created  an  online 
community  of  more  than  200,000  parents  who  spend,  on 
average,  10  minutes  per  session  chatting  with  other  par- 
ents. The  computers  at  iVillage's  headquarters  in  New 
York  City's  trendy  Silicon  Alley  serve  up  approximately 
1.5  million  Web  pages  and  host  450  scheduled  chat  ses- 
sions per  week.  "We're  the 
virtual  24-hour  hotline  and 
community  center,"  says  iVil- 
lage's co-founder  and  presi- 
dent, Nancy  Evans. 

And  like  many  community 
centers,  most  of  the  suc- 
cess of  Parent  Soup  (www. 
parentsoup.com)  is  based  on 
the  close-knit  relationships 
among  its  members.  For 
Kathryn  Simpson,  a  33-year- 
old  "stay  at  home"  parent  in 
Port  Orchard,  Wash.,  the 
ability  to  chat  "with  someone 
who  can  talk  in  complete  sen- 
tences," has  been  invaluable. 
When  she  was  diagnosed 
with  endometriosis,  a  condi- 
tion that  causes  pain  and  fa- 
tigue, she  logged  on  to  Par- 
ent Soup  for  advice  about 
getting  a  hysterectomy.  In 
addition  to  her  doctor's  coun- 
sel, "a  lot  of  my  decision  was 


CLOSE-KNIT:  Carpenter,  Michaela,  and  Evans 


based  on  talking  with  people  on  Parent  Soup,"  she  says 
She  went  ahead  with  the  operation.  Now,  Simpson  is 
training  to  become  one  of  520  "remote  staffers" — other 
"Soupers"  who  volunteer  to  lead  chat  sessions  and  mes- 
sage boards.  "People  are  drawing  from  each  other,"  say 
iVillage's  other  co-founder  and  ceo,  Candice  Carpenter, 
single  mother  of  a  3-year-old  daughter,  Michaela. 
PROFITS,  TOO?  And  that's  just  the  way  iVillage — and  its 
advertisers — want  it.  In  fact,  Parent  Soup  has  grown  six 
fold  from  its  initial  five  advertisers,  nabbing  such  power- 
houses as  Procter  &  Gamble,  Sony,  and  Fisher  Price.  Wi 
an  average  ad  rate  of  $45  per  one  thousand  views,  Parer 
Soup  closed  the  first  quarter,  ended  Mar.  31,  with  150% 
more  ad  revenues  than  for  all  of  1996.  And  while  iVillage 

isn't  profitable  now,  the  com 
pany  is  on  track  to  be  in  th< 
black  by  early  1998. 

Like  many  other  Net  coi 
panies,  iVillage  is  eager  to 
explore  ways  to  create  an 
even  bigger  sense  of  comm 
nity — and  make  money  in 
the  process.  One  possibility 
online  seminars  on  special 
topics,  which  parents  can  a 
tend  after  paying  a  small  a 
mission  fee.  A  Parent  Soup 
book  of  advice  culled  from 
its  online  community  is  due 
out  later  this  year.  And  iVi 
lage  is  branching  out  into 
other  community-based  We 
sites:  Vices  &  Virtues  for 
health  and  About  Work  for 
career  issues.  At  that  rate, 
iVillage  may  become  iCity 
no  time. 

By  Paul  N.  Ei 
in  New  Fo: 
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Introducing 

CFO  Vision" 


THE  POWER  TO 

FIGURE  IT  OUT 


ECISIONS  ARE  TOUGHER. 
ME  IS  CRITICAL. 
ESOURCES  ARE  LEANER. 


sID  THE  BUCK  STOPS  WITH  YOU 


HYPE  JUST  WONT  CUT  IT  ANYMORE. 


Stop  crunching  and  start  analyzing.  With 
CFO  Vision  you  can  visualize  your  business 
interactively. .  .and  gain  control  of  informa- 
tion to  spot  opportunities  and  risks  faster 
than  ever  before.  Reengineer  the  entire 
process  of  financial  consolidation,  reporting, 
and  analysis. .  .as  you  accelerate  the  flow 
of  information  to  decision  makers  at  every 
level  of  your  organization. 

With  the  click  of  a  mouse: 

■  Understand  the  facts  beyond  the  figures. 

■  Improve  timeliness  and  availability  of 
business  reporting. 

■  Analyze  every  "slice"  of  your  business — 
from  branch  profitability  to  product  cost 
analysis — in  any  currency. 

Powerful,  award-winning  data  warehousing, 
OLAP,  graphics,  and  EIS  capabilities  are  all 
included  in  one  fully  integrated,  easy-to-use 
solution.  It's  all  yours  from  one  vendor: 
SAS  Institute,  with  a  proven  track  record 
for  continuous  innovation  and  reliable 
support  at  more  than  29,000  organizations 
worldwide. .  .including  the  Fortune  100. 

For  a  free  preview  of  CFO  Vision, 
just  give  us  a  call  or  send  us  E-mail 

at  bw@sas.sas.com 


919.677.8200    Fax  919.677.4444  www.sas.com/vision/ 


SAS  is  a  registered  trademark,  and  CFO  Vision  a  trademark, 
of  SAS  Institute  Inc.  Copyright©  1996  by  SAS  Institute  Inc 
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Introducing  the  Compaq  Armada  1500. 
Starting  at  $1,999,* 
it  is  the  affordable  notebook 

that  makes  it  easy  for  you 
to  work  wherever 
you  need  to  ^o 
to  get  your  job  done. 
It  comes  with  fully  integrated  features, 
so  you  don't  have  to 
lug  around  extra  parts. 
Up  to  133MHz  Pentium*  processor, 
10X  CD-ROM, 
up  to  1.4GB  hard  drive, 
floppy  drive 
(swappable  with  a  2nd  battery), 
33.6Kbps  data /fax  modem 
and  AC  adapter,  all  built  in. 
To  locate  a  Compaq  Authorized  Reseller, 
call  1-800-943-7656  or 
visit  www.compaq.com. 


COMPAQ 

s  It  Changed  Your  Life  Yet? 


Special  Report 


the  ability  to  charge  admission.  Subscription  fees  have  long- 
been  out  of  reach  for  most  Web  sites.  Microsoft's  highbrow 
online  magazine  Slate,  for  example,  has  delayed  charging  for 
a  subscription  indefinitely,  and  even  Playboy  can't  seem  to 
command  monthly  fees.  Yet  online  communities  are  making  a 
go  of  it.  The  well,  for  instance,  charges  11,000  members  $10 

a  month  for  access  to 
260  ongoing  confer- 
ences. 3DO's  Meridian 
59  collects  $9.95  a 
month  from  its  members.  And  WebGenesis  Inc.'s  The  Globe 
chat  site,  which  lets  people  yak  about  TV,  music,  and  other 
topics,  is  bringing  in  $75,000  a  month  from  its  annual  $25  sub- 
scriptions, a  third  of  total  revenues. 

Of  course,  there's  no  telling  whether  any  of  these  commu- 
nities— in'  the  hundreds  of  others  in  various  stages  of  con- 
struction— will  succeed  in  the  long  run.  It's  unlikely  there  will 
be  any  Netscape  Communications-style  quick  killings.  "There 
aren't  going  to  be  any  overnight  successes,"  says  For 
rester  Research  Inc.  analyst  Emily  Nagle  Green. 

Indeed,  considerable  challenges  lie  ahead.  In- 
ternet communities  could  reshape  the  way  buy- 
ers and  sellers  conduct  electronic  commerce. 
Consumers  will  naturally  gravitate  to  commu- 
nities offering  a  wide  choice  of  information  or 
product  suppliers — not  those  run  by  one  mer- 
chant. Auto  buyers,  for  example,  won't  flock 
to  a  General  Motors  site  if  all  it  offers  is  gm 
cars.  That  means  consumers  will  wield  much 
more  power  over  vendors  than  ever  be- 
fore, says  John  Hagel,  co-author  of  the 
new  book  Net  Gain:  Expanding  Markets 
Through  Virtual  Communities.  Con- 
sumers, for  example,  could  play  vendors 
off  one  another  to  get  the  lowest  prices. 
But  merchants  and  advertisers  may  also 
balk  at  being  lumped  together  and  choose 
not  to  do  business  with  those  communities. 

That  also  puts  Web  communities  at  the  mer- 
cy of  what  advertisers  think  is  marketable.  One  community  al- 
ready is  changing  its  stripes  because  of  a  paucity  of  advertising. 
Howard  Rheingold,  author  of  The  Virtual  Community,  envi- 
sioned a  new  advertising-based  community  for  people  interested 
in  the  collision  of  computer's  and  culture.  But  now,  after  not  gar- 
nering enough  ad  support,  his  Electric  Minds  site  is  shifting  to 
building  communities  for  others,  such  as  IBM,  though  it  will 
maintain  its  own  site.  "This  is  very  early,"  says  Rheingold. 
LACK  OF  CONTROL?  Virtual  villages  may  also  find  themselves 
unprepared  for  the  forces  they  will  unleash.  Chat  rooms,  for 
instance,  are  often  appallingly  juvenile,  even  hostile  places, 
where  you're  as  likely  to  be  insulted  as  you  are  to  be  en- 
lightened. In  that  environment,  advertisers  can  be  subject  to 
ridicule.  "Advertisers  worry  about  the  lack  of  control,"  admits 
Bayard  Winthrop,  vice-president  of  business  development 
for  chat  site  WebChat  Broadcasting  System. 

And  there's  a  flip  side  to  community  loyalty:  Members 
demand  a  say  in  the  community's  direction  that  may  not  al- 
ways jibe  with  the  intentions  of  the  site's  owners.  But  pub- 
lishers and  merchants  who  want  to  be  associated  with  a  Net 
neighborhood  may  have  to  live  with  it,  say  online  community 
veterans.  "Any  community  you  try  to  control  will  quickly  dis- 
solve," says  Maria  Wilhelm,  president  of  The  well. 

Will  all  this  pay  off  in  the  long  mn?  Will  people  really  feel 
pail  of  a  community  built  around,  say,  pantyhose — as  Sara  Lee 
Corp.  is  trying  to  do  for  its  L'Eggs  products?  For  some  long- 
time community  builders,  steeped  in  the  pointedly  noncom- 
mercial roots  of  the  Net,  the  answer  is  no.  People  need  an 
emotional  attachment  to  feel  part  of  a  community,  and  a  narrow 
product  focus  won't  do  the  trick.  Says  Rheingold:  "Any  com- 


pany that  thinks  they  can  go  out  and  create  a  community  in 
days  to  sell  a  lot  of  pantyhose  is  going  to  be  disappointed." 
deed,  he  says,  no  matter  what  the  type  of  neighborhood 
takes  time — probably  years — to  form  a  lasting  community. 

Some  communities  are  already  finding  it  tough  on 
cyber  frontier.  Last  October,  for  instance,  iVillage  acqui 
parenting  site  ParentsPlace.com,  which  still  operates  ai 
separate  site.  Moms  Online  recently  tapped  New  York-bai 
online  department  store  CyberShop  to  take  over  its  onl 
store.  "We  just  don't  have  the  cash  resources,"  says  Mo 
Online  Business  Manager  Rob  de  Baun.  Why  is  this  cons 
dation  happening  so  early  in  the  game?  Says  Hagel:  "Manj 
the  early  efforts  have  had  overly  optimistic  business  plar 
For  all  the  challenges  to  creating  true  communities  onli 
it's  clear-  that  once  people  get  a  taste  of  them,  they  don't  w 
to  leave.  Take  Ellen  Remily,  a  mother  of  two  young  child 
in  rural  Shelton,  Conn.  She  found  such  a  friendly  commun 
on  aol's  Moms  Online  that  she's  now  a  volunteer  chat  h< 
"There  is  always  someone  who  understands  wh 
you  are  coming  from,"  she  says.  "This  is  my 
ber  neighborhood." 

i  Adult  Net  users  are 
more  affluent  and 
better  educated 
than  the  population 
as  a  whole.  More 
than  42%  have 
household  income! 
greater  than  $50,000, 
compared  with  33%  of  the 
overall  population,  and  73% 
of  Net  surfers  have  attended 
college,  vs.  46% 
of  the  total  population 

If  builders  of  online  communities  can't  figure  out  ho 
make  a  buck  out  of  that  kind  of  loyalty,  maybe  they  sh 
ask  the  experts:  then  members.  For  instance,  when  men 
of  Tripod,  a  community  for  twentysomethings,  startec 
questing  space  for  personal  home  pages,  ceo  Bo  Pea 
asked  them  if  it  would  be  0.  K.  to  place  ads  on  then  pag 
defray  the  cost  (page  66).  To  his  surprise,  96%  said 
Now,  Peabody  expects  1997  ad  sales  to  top  $3.5  millio 
70%  of  overall  revenues. 

A  few  more  examples  of  that  kind  of  economic  dem< 
cy,  and  Netizens  may  feel  as  if  they've  found  Home  S 
Internet. 

By  Robert  D.  Hof  in  San  Francisco,  with  Seanna  Brc 
in  Seattle,  Peter  Elstrom  in  Chicago,  and  bureau  repoi 
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What  can 
we  do  to  get 
noticed  ? 


Blow  a 


©  • 


I  Nova  Scotia,  that's  what  we're  preventing.  In  one  of  Canada's  eastern  provinces,  knowledge  is 
>wer.  Literally.  Our  special  knowledge  of  network  computing  keeps  electrical  power  flowing  throughout  Nova  Scotia.  That's  why 
wa  Scotia  Power,  Inc.  chose  Sun  for  the  job.  Just  as  major  utility  companies  in  the  United  States,  Britain,  and  Japan  did,  too.  From  . 
e  beginning,  the  network  has  been  as  integral  to  Sun  as  the  power  grid  is  to  the  utilities.  It  lets  us  deliver 
formation  to  enterprises  worldwide  in  ways  that  no  other  computer  company  can.  Which  does  more 
an  keep  the  lights  on.  It  can  energize  your  entire  corporation.  THE  NETWORK  IS  THE  COMPUTER™ 

"■V  SiiR  Microsystems,  inc.  Ai!  rights  reserved.  Sun,  Sun  Microsystems,  the  Sun  Logo,'  ■ 
e  United  States  and  other  countries.- 
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Of  all  the  speculation  about  the  new  Corvette 
over  the  years,  the  biggest  misconception  was 
that  it  would  be  a  sort  of  warmed-over  C4. 

This  was  because  of  the  way  we  masked  all 
of  our  prototypes  to  make  them  look  like  C4s. 
We  certainly  didn't  try  to  dispel  this  notion. 


- — 


f  The  engine  is  entirely  new:  aluminum,  deep-skirt,  5.7 L,  1 
|  345  hp  at  5600  rpm,  350  ft.-lbs.  of  torque  at  4400  rpm.  J 

In  fact,  we  were  so  tight-lipped  about  the  C5 
all  along  that  I  think  people  just  assumed  we 
had  nothing  to  say  about  the  car. 

When  the  reporters  finally  drove  it,  they  were 
probably  a  little  awestruck  that  the  Corvette  had 
been  reinvented.  And,  in  fact,  there  are  only  a  few 
holdover  parts  on  the  car;  everything  else  is  new. 
But  that  was  the  intention  all  along,  to  make  the 
new  Corvette  a  big  surprise,  a  revolution. 

To  Change  A  Classic  The  big  dilemma  right  from 
the  outset  was  how  much  change  to  incorporate 
into  this  new  car.  The  goal  was  to  maintain  the 
spirit  and  soul  of  past  Corvettes.  We  examined 
the  weak  points  and  turned  them  into  strengths. 
I  like  to  say  the  things  that  were  good,  we  made 
great,  and  things  that  were  great  are  even  better. 


{The  honest-to-goodnes 

Announcing  the 

By  David  Hi] 

In  fact,  there  was  even  some  concern  about 
making  the  car  too  civilized,  and  maybe  people 
would  lose  their  fascination  with  the  Corvette. 
When  this  was  researched,  we  were  all  surprised 
to  find  that  far  more  important  than  how  this  car 
looked  —  three  times  more  important  —  was 
how  good  it  was,  how  dependable  and  reliable. 
This  became  our  top  priority. 


Ride,  Handling,  Structure  The  performance 
numbers  are  impressive  [175  miles-per-hour, 
0-60  in  4.7  seconds  (manual),  345  horsepower; 
speculation  about  all  these  numbers  has  been 
true],  but  it's  the  ride  and  handling  that  really 
make  the  C5  a  different  car. 

The  handling  is  easy,  natural,  free  of  surprises; 
you  wouldn't  have  any  hesitation  about  sending  a 
friend  out  to  drive  this  Corvette.  Even  the  most 


I  The  new  center  tunnel  structure  and  hydrofoi 

complete  novice  will  feel  the  differer 
quality.  You  can  go  500  miles  or  mor< 
sitting  and  still  be  in  really  good,  alei] 
with  a  clear  head  and  clear  hearing, 
the  ride  has  been  quiet  and  easy. 

We  had  some  people  drive  the  car 
down  to  Florida  and  Arizona.  They  ta 
how  good  they  felt  because  the  car  is 


he  C5  Corvette,  after  all.} 

h  of  Speculation. 

•  Engineer 

performance  sports  car,  and  even  though  the 
roof  is  removed.  In  fact,  the  C5  has  the  stiffest 
frame  of  any  open-roof  production  sports  car. 
It's  solid;  it  communicates  an  unprecedented 
level  of  goodness  because  of  its  breakthrough, 
best-of-class  kind  of  structural  integrity. 

Entry,  Egress,  Lty  Room  Now  the  interior  space 
is  expanded  due  to  the  extended  wheelbase  and 
the  new  rear-mounted  transmission  and  fuel 
system  layout.  There's  more  leg  room,  and 
we  made  entry  and  egress  easier. 

No  matter  how  much  someone  says  that  a  sports 
car  should  be  challenging,  we  found  that  while 
people  will  put  up  with  minor  inconveniences, 
they'd  much  rather  not  be  hassled  by  a  car.  Even 
sports  car  drivers  want  leg  room,  and  they  like 
to  get  in  and  out  of  their  car  easily.  Almost  every- 


i«w  C  orvette  450  percent  stiffer  than  the  C4.  J 

1  anything  else,  the  improved  ride 
of  increased  rigidity.  Structurally, 
3  percent  stiffer  than  its  predecessor, 
rs.  This  stiffer  structure  allows  the 
hort-arm,  long-arm)  suspension  to 
•operly. 

car  has  achieved  the  feeling  of  a  very 
Hiring  sedan,  even  though  it's  a  high- 


one  we  asked  felt  the  same  way,  from  average- 
size  people  to  professional  football  players  who 
attended  a  seminar  we  held  in  Chicago. 


|  The  C5  transmission  is  located  in  the  rear  for  better 
\   weight  distribution  and  increased  interior  space 


The  Next  Corvette  While  the  C5  is  in  some  senses 
a  traditional  small-block  V8  Corvette,  it  really  is 
a  different  car  than  the  Vette  you've  known.  It's 
different  in  ways  I  think  people  will  appreciate. 

It's  been  a  long,  challenging  project,  and  it's 
been  hard  to  keep  quiet  about  this  whole  thing 
all  this  time.  Now  the  new  Corvette  is  real.  And 
now  all  those  years  of  speculation  end  right  here: 
with  our  new  car,  right  on  the  showroom  floor. 

As  for  the  speculators  and  spy  photographers, 
I  guess  their  work  is  done. 

Then  again,  there's  always  '98. 


Call  1-888 -NEW-VETTE 
or  visit  www.chevrolet.com 


orvette 


Corvette  and  the  Corvette  Emblem  are  registered  trademarks 
of  the  CM  Corp.  ©1997  CM  Corp.  Buckle  up,  America!  IS" 
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A  CENSUS  IN  CYBERSPACE 
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Special  Report 


i  ince  the  World  Wide  Web  sprang  to  life 
on  the  Internet  three  years  ago,  it 
g»  seems  this  is  all  we've  heard  about. 

»  ^B8r  Mostly,  the  talk  has  been  about  the  future: 

.5SP®2|   how  Hie  Net  will  revolutionize  communica- 
.■|wy    tions,  create  a  global  electronic  market - 
^^B^^r      place,  and  open  up  business  opportunities. 

But  before  the  Internet  can  fulfill  its  potential 
and  make  good  on  the  hype,  there  needs  to  be  a  critical 
mass  of  Netizens — the  "eyeballs"  and  wallets  to  attract  the 
advertisers  and  commercial  ventures  to  support  the  Net. 

According  to  a  new  Baruch  College-Hams  Poll  commis- 
sioned by  business  week,  we're  almost  there.  The  poll, 

which  surveyed  1,000 
U.  S.  households,  found 
that  21%  of  adults  use 
the  Internet,  the  World 
Wide  Web,  or  both.  That's  40  million  people — half  of  all  com- 
puter users  and  double  the  number  of  folks  on  the  Web  a 
year  ago.  An  additional  12%  of  respondents  use  commercial 
online  services,  such  as  America  Online  or  CompuServe. 

The  demographics  are  shifting,  too.  As  more  and  more 
Americans  find  their  way  onto 
the  Net,  it's  only  natural  that 
the  cyberspace  population  is 
beginning  to  reflect  the  popu- 
lation back  on  terra  firma.  The 
gender  gap,  for  one,  is  steadily 
closing.  The  Net  population  is 
now  41%  female,  up  from  23% 
in  September,  1995.  And  it's 
not  all  whippersnappers. 
Forty-five  percent  of  those 
surfing  the  Net  are  40  or  old- 
er, with  baby  boomers — those 
in  their  40s — making  up  the 
largest  group  of  all  Web 
surfers,  at  26%.  When  looked 
at  as  a  percentage  of  their  age 
group,  30%  of  those  25  to  29 
have  access  to  the  Net,  com- 
pared with  25%  of  the  18-to-24 
and  40-to-49  groups. 

One  area  where  the  Net 
still  trails  the  general  popula- 
tion is  race.  The  Internet  re- 
mains a  medium  dominated  by 
whites,  who  make  up  85%  of 
Internet  and  Web  users,  ac- 
cording to  the  Hairis  Poll. 

Blacks  and  Hispanics  each  account  for  6%  of  Net  users 
just  slightly  from  a  year  ago. 
CRITICAL  MASS.  The  Net  population  is  also  still  skewed  to- 
ward the  affluent:  42%  of  Internet  and  Web  users  have 
household  incomes  of  more  than  $50,000  a  year,  while  only 
18%  take  in  $25,000  or  less.  But  since  the  lower-income  cate- 
gory probably  includes  many  students,  it  may  overstate  Net 
participation  by  the  country's  poorest  households. 

The  Net  may  be  reaching  critical  mass — but  what  are  the 
masses  doing?  In  general,  they're  using  it  as  a  giant  elec- 
tronic library.  The  most  common  activity  on  the  Net  across 


all  demographic  groups  is  research:  82%  of  those  wh 
the  Net  or  an  online  service  scour  it  for  information, 
sometimes  or  often.  Education  ranked  second,  with  1 
respondents  saying  that's  why  they  head  for  the  Net 
and  entertainment  are  other  big  draws,  with  68%  an 
respondents,  respectively,  citing  those  activities. 

The  least  popular  pastime?  Online  shopping.  Only 
cybercitizens  frequently  shop  online,  while  9%  do  so 
times.  But  the  news  for  Web  merchants  is  not  all  ba 
ly  one-quarter  of  online  users  have  purchased  sometl 
ther  on  the  Internet  or  an  online  service. 
PLAYGROUND.  That's  the  broad  brush,  but  on  closer  1 
there  are  distinct  differences  in  how  people  approaer 
Web.  Age,  more  than  education  or  income,  seems  to 
prime  determinant  of  Internet  behavior.  From  the  pt 
suits,  a  sometimes  surprising  picture  emerges  of  hov 
young  and  the  old  spend  their-  time  in  cyberspace. 

Young  people  are  more  likely  to  use  the  Net  for  en 
ment  and  socializing,  while  older  folks  spend  most  of  1 
time  on  more  serious  matters.  For  example,  24%  of  5 
year-olds  and  19%  of  those  65  and  over  say  they  use 
often  for  investing  purposes.  That  compares  with  just 

18-to-24-year-olds  and 


LOOK  WHO'S  ON  THE  WEB 

Demographics  of  Internet/World  Wide  Web  users 


DATA  LOUIS  HARRIS  &  ASSOCIATES,  BARUCH  COLLEGE 
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of  those  25  to  29.  An< 
ing  92%  of  40-to-49-yi 
use  the  Net  for  educs 
Older  Net  surfers  als 
the  same  sites  more 
while  their  younger  c 
parts  appear  to  be  m 
flighty:  47%  of  those 
say  they  surf,  compai 
just  30%  of  those  50 
Younger  people  te 
view  the  Web  as  a  s 
playground.  Some  51 
to-29-year-olds  use  t 
often  for  entertainm 
or  three  times  as  mi 
those  30  and  up.  Yoi 
pie  are  also  avid  pla; 
Internet  games  and 
pate  more  in  chat  gi 
discussion  forums.  A 
those  who  see  the  I 
gaming  sites  full  of 
cent  males,  here's  a 
of  women  surveyed 
play  online  games  oi 
pared  with  9%  of  mi 
Rather  than  chasing  Gen-Xers,  Net  merchants  m 
to  aim  their  efforts  at  older  folks.  The  typical  onlin< 
is  predictably  affluent  but  surprisingly  advanced  in 
though  the  sample  size  of  online  shoppers  is  low,  th 
survey  suggests  that  senior  citizens  are  most  likely 
online:  42%  of  those  65  and  over  have  purchased  so 
online.  Those  savvy  seniors  are  followed  closely  by 
64-year-olds,  39%  of  whom  have  made  an  online  pu1 
Can  it  be  long  before  electronic  commerce  is  moi 
wishful  thinking? 

By  Amy  Cortese  in 
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R USERS 

!  a  computer,  or  not? 

omputer  43% 

t  use  computer  57% 

1EYG0 

;  your  computer  to 

USE  DO  NOT  USE 

online  service  such  as 

inline  or  CompuServe  27%  73% 

3  Internet 

Wide  Web  48%  52% 

Iydo 

bout  what  you  do  online,  how  often  do  you  use  the 
Vbrld  Wide  Web,  or  an  online  service  for: 

OFTEN  SOMETIMES  RARELY  NEVER 
 50%  32%  10%  8% 

 37%  38%  15%  10% 

nent  31%  30%  16%  23% 

 30%  39%  14%  17% 

 18%  34%  17%  31% 

/ing  14%  18%  18%  50% 

information  about 

:rs  or  software  13%  32%  31%  24% 

i  13%  12%  24%  51% 

 12%  16%  18%  54% 

 1%  9%  26%  64% 

\e,  are  you  more  likely  to  "surf"  or  do  you  visit  the  same 
Ses  regularly? 

 39% 

sites  57% 

v/refused  4% 

fTALKTO 

your  computer  to  interact  with  other  people  via... 

USE  DO  NOT  USE         DON'T  KNOW 

 89%  11%  0% 

)S  26%  74%  0% 

es  or  forums  20%  80%  0% 

If  E-mail  lists  21%  75%  4% 

Os  5%  88%  7% 

IEY  FIND  THEM 

Jiteract  with  others  online,  do  you  most  prefer:  E-mail, 
s,  conferences  or  forums,  listservs,  MUDs/MOOs,  or 
else? 

 83%    Listservs  3% 

 9%    MUDs/MOOs   0% 

Interactive  games  0% 

 3%    Other  2% 


ps  .... 
es  or 


HWONS 

\  interact  with  others  online,  who  do  you  prefer  to  interact 
ct  experts,  nonexperts  who  share  your  interests,  people 

t  hat  about  a  broad  range  of  topics,  or  someone  else? 

<perts   27%    Someone  else  36% 

s  15%    Don't  know  3% 

)road  range  19% 


TO  CHAT  OR  NOT  TO  CHAT 

Do  you  prefer  sites  where  you  can  interact  with  other  people  or  do 
you  prefer  sites  where  you  obtain  information  without  interacting 
with  other  people? 

Prefer  interactive  sites  18% 

Prefer  nomnteractive  sites  77% 

Don't  know   5% 

COMMUNITY  FEELING 

If  you  interact  via  chat  groups  or  listservs,  do  you  think  of  yourself 
and  others  who  participate  in  your  listserv  or  chat  group  as 
members  of  an  online  community,  or  not? 

Yes,  part  of  community  57% 

No,  not  part  of  community  43% 

SOCIAL  OR  PROFESSIONAL? 

What  term  best  describes  the  community  you  participate  most  in? 

The  community  is  a  social  group  35% 

The  community  is  a  professional  group  42% 

The  community  is  a  hobby  group  18% 

None  of  above  2% 

Some  of  above   2% 

WHAT  THEY  TALK  ABOUT 

When  you  interact  with  others  online,  how  often  do  you  choose 
interactions  about: 

OFTEN 


Computers  or  software  14% 

Education  18% 

Entertainment  15% 

Game-playing  12% 

Hobbies  13% 

Investing  10% 

News  18% 

Research  26% 

Shopping  1% 

Socializing  18% 


SOMETIMES       RARELY  NEVER 

 29%  23%  34% 

 42%  17%  23% 

 30%  23%  32% 

 12%  20%  56% 

 36%  17%  34% 

 12%  22%  56% 

 35%  19%  28% 

 38%  17%  19% 

 7%  23%  69% 

 25%  22%  35% 


MOST  DON'T  BUY 

Have  you  ever  used  the  Internet,  World  Wide  Web,  or  online  service 
to  purchase  anything,  or  not? 

Have  purchased  24% 

Have  not  76% 

ADS  CATCH  THE  EYE 

Thinking  of  when  you  are  on  the  Internet,  World  Wide  Web,  or 
online  service,  have  you  seen  or  noticed  any  advertising  for 
products  or  services,  or  not? 

Have  seen  ads  83% 

Have  not  seen  ads  17% 

EDITED  BY  KEITH  H.  HAMMONDS 

Survey  of  1,003  adults,  including  259  Internet/World  Wide  Web  users, 
with  a  sampling  error  of  +1-3%.  Interviews  were  conducted  April  1 1- 
16,  1997,  for  business  week  by  Louis  Harris  &  Associates  Inc.  and 
Baruch  College  of  the  City  University  of  New  York 
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i  business,  the  lone  wolf  is  a  vanishing  species.  No  single  company  has  all  the  answers. 
Hiich  is  why  Digital  offers  you  not  merely  the  world's  fastest  64-bit  servers, 
ut  one  of  the  most  formidable  arrays  of  allies  and  partners  in  all  of 
)mputerdom.  Digital  and  Microsoft*  have  allied  to  bring  Windows  NT*  and  BackOffice™ 
ilutions  to  your  entire  enterprise.  Digital  and  Oracle*  offer  record-shattering  performance, 
msforming  databases  and  busi-  Ollly  2HTG  ness  applications  into  potent 

HGITAL  AlphaServer  systems  powerful. 

mpetitive  weaponry.  Computer  Associates"  teams  with  Digital  to  deliver  unparalleled 
peruse  in  mission-critical  THCy  clISO  ll3VC  enterprise  management  solutions. 

owerful  friends. 

igether,  SAP  "  and  Digital  offer  business  application  solutions,  for  a  better  return  on  your 
formation.  Then  again,  your  solution  might  be  a  fully  integrated  computer/telecommunications 
stem  from  MCP  and  Digital.  Or  Internet  and  intranet  technology  from  Netscape  Comminu- 
tions and  Digital.  Or  Web-enabled  enterprise  applications  from  Lotus"  and  Digital,  hi  fact, 
gital  has  thousands  of  partnerships,  with  one  singular  result  AlphaServer  "  systems  promise  not 
straw  performance.  But  a  practical,  powerfid  business  edge.  Call  1-80G-DIGITAL,  ext  262.  See 
at  www.ads.digitaLcom/friends.  Begin  to  make  our  partners-and  the  Digital  edge-your  own. 

mm 

Whatever  it  takes/ 


97  Digital  Equipment  Corporation.  Digital,  the  Digital  logo  and  AlphaServer  are  trademarks  and  Whatever  it  takes  is  a  service  mark  of  Digital  Equipment  Corp. 
dows  NT  is  a  registered  trademark  of  Microsoft  Corporation.  All  other  names  are  trademarks  or  registered  trademarks  of  their  respective  companies. 


Science  &  Technology 


EDUCATION 


MINDSHARE IS  A 
TERRIBLE  THING  TO  WASTE 

So  Microsoft  and  Toshiba  are  scrambling  to  stoke  the  education  market 


At  first,  Anthony  Amato  thought 
someone  was  playing  a  bad  joke. 
The  community  superintendent  of 
New  York  City  School  District  No.  6  in 
Harlem  had  flown  all  the  way  to  Red- 
mond, Wash.,  to  check  out  Microsoft 
Corp.'s  plan  to  put  thousands  of  note- 
book computers  in  schools.  When  he  ar- 
rived, he  was  shown  a  video  of  upper- 
crust  Australian  schoolchildren  using 
Microsoft  spreadsheets. 

"Here  was  this  beautiful 
school  with  well-manicured 
children  talking  in  prim  Eng- 
lish accents,"  recalls  Amato, 
whose  district  spans  some 
tough  streets  in  Harlem. 
"God  knows  what  would  hap- 
pen if  our  kids  walked  down 
the  street  with  notebooks 
under  their  arms,"  he  re- 
members thinking.  But  that 
evening,  Amato  had  an 
abrupt  change  of  heart. 
Whatever  the  challenges,  he 
decided,  his  students  de- 
served the  latest  technology. 

A  year  later,  parents  in 
District  No.  6  are  thanking 
him  for  the  decision.  On  any 
given  morning,  20  fifth- 
graders  in  the  Harlem  pilot 
program  are  plotting  graphs 
on  Toshiba  notebook  com- 
puters using  Microsoft  Ex- 
cel and  clipping  them  into 
Word  documents.  Parents 
are  learning  how  to  use  the 
computers,  too — and  splitting 
the  cost  with  the  school. 

"We've  had  overwhelming  York's  Mott  Hall  School 

support  from  the  communi-       t    Microsoft  Office 

ty,  says  Amato,  beaming. 

He's  not  the  only  one  smiling:  Fifty- 
one  other  American  pilot  schools  are 
getting  upbeat  results  in  the  same  pro- 
gram, called  "Anytime  Anywhere 
Learning."  Kathy  Klock,  curriculum  di- 
rector at  the  Snohomish  School  District 
in  Washington  State,  says  engineers 
who  visited  one  of  her  fifth  grade  class- 
es were  blown  away  by  PowerPoint 
presentations  given  by  young  students. 

Not  surprisingly,  Microsoft  and  its 


co-organizer — Toshiba  America — are  also 
enthusiasts.  "This  program  enhances 
critical  thinking  skills,  and  the  way  chil- 
dren analyze  data,"  says  Kathryn  Yates, 
director  for  K-12  at  Microsoft's  Educa- 
tion Customer  Unit,  which  supports 
teachers  with  online  materials  and  tech- 
nical help.  Adds  Toshiba  America  pro- 
gram manager  Thomas  J.  Healey:  "The 
children  learn  to  work  with  tools  that 


Anytime  Anywhere  participants 
dress  this  issue  by  coaching  childrer 
how  to  care  for  computers.  In  Harl 
parents  help  patrol  children  going 
and  from  school.  So  far,  none  of  the 
pilot  schools  has  reported  a  case  of  tl 
or  loss. 

Schools  and  parents  in  the  Anyt 
Anywhere  program  purchase  or  k- 
their  notebooks  from  Toshiba  resell 


SUITE  SUCCESS 
Fifth  graders  at  New 


they  will  use  through- 
out their  lives." 

As    the  program 
gears    up,  Microsoft 
could  take  its  biggest 
step  yet  outside  the 
business  market.  But  there  will  be  hur- 
dles. Historically,  Apple  has  dominated 
the  school  market  and  still  holds  a  51% 
stake,  according  to  a  survey  by  New 
York's  IDC/Link  Inc.  Apple  executives 
are  skeptical  about  notebooks  in  schools. 
"They're  not  ragged  enough,"  says  Ap- 
ple Computer  Inc.  marketing  manager 
Robert  H.  Kondrk.  Instead,  he's  offering 
schools  a  sturdy  version  of  the  Newton 
PDA  called  E-Mate  for  $699. 


Hardware  and  software  are  discoiul 
as  are  service  and  insurance  contrl 
The  only  real  guidelines  in  the  prodl 
Notebooks  must  be  high-end  mal 
that  the  students  have  availabljl 
hours  a  day.  And  students  must  ll 
their  way  around  a  business  suite  cB 
Microsoft  Office  (table,  page  92).  j 
STALLED  HOME  MARKET.  If  alii 
sounds  a  little  self-seiwig — coming  id 
Toshiba  and  Microsoft — it  probabljf 
Penetration  of  pes  in  American  honSf 
stalled  at  about  40%,  so  hardware  m 
ers  like  Toshiba  are  scrambling  to  86' 
new  markets.  Believe  it  or  not.Wp 
crosoft  faces  a  similar  challenge^ 
hugely  successful  Office  package — \Vtt 
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UJJ  United  Airlines 


Once  AGAIN,  UNITED 

IS  JUDGED  TO  HAVE  THE  BEST 


The  results  are  in.  The  readers  of  Inside  Flyer  magazine  have  voted  United's 
Mileage  Plus  the  best  overall  frequent  flyer  program  for  the  third  year  in  a  row. 
We  were  also  named  the  best  in  customer  service.  All  thanks  to  the  most  important 
people  in  our  business.  The  ones  who  travel  most  frequently. 


with  data  ^^stem; 
Cerent  opetaung  sy 

trying  to  do  is  y  ea 
from  all  "^^earc 

ti0\°Ut  °l  eaUeal  to  W 
narket  a  gte;fwm^ 


new 


Phil  Orton,  Director  of  Centralized  Operations,,  Entergy  Corporation 


Consolidating  information   for  business 


results  is  nothing  more  than  wishful  think- 


ing without   EMC  Enterprise  Storage.'" 


With   EMC   at   the   center  of  the  IT 


enterprise,  business  leaders  now  have  the 


tools  they  need  to  leverage  all  of  their 


information  into  a  powerful  competitive 


advantage.  Finally,  vast  amounts  of  informa- 


tion can  be  managed,  stored,  protected,  and 


rapidly  shared  simultaneously  across  all 


platforms  -  mainframe,  open  systems,  NT, 


AS/400,  you  name  it. 


Not  Without 
EMC  Enterprise 
Storage 
They  Won't 


EMC  Enterprise  Storage.  For 
companies  that  want  to 
grow  as  quickly  as  their  informa- 
tion.   To    learn    more,  visit 


our  Web  site  at  www.emc.com,  or  cal 


1-800-424-EMC2,  ext.  384. 


EMC2 

The  Enterprise  Storage  Company 


.'  is  a  registered  trademark,  and  EMC  Enterprise  Storage  and  The  Enterprise  Storage  Company  are  trademarks  of  EMC  Corporation  ©1997  EMC  Corporation  All  rights  reserved 
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Getting  parents  involved  is  crucial  to  successf 
education,  and  "the  response  from  parents  ha 
been  phenomenal,"  says  one  principal 


about  $3.3  billion  last  year — has  close  to 
90%  of  the  market  for  business  suites, 
according  to  International  Data  Corp.,  a 
market  research  company.  But  growth 
isn't  accelerating.  "Where  do  you  get 
new  users?"  asks  IDC  consumer  soft- 
ware analyst  Mary  Loffredo  Wardley. 
CONSTRAINTS.  Enter  the  education  mar- 
ket, which  bears  a  striking  resemblance 
to  the  corporate  market.  "Schools  have 
line-items  that  say  'software,' "  says 
Wardley.  "Money  is  pre-budgeted,  and 
decisions  to  purchase  are  made  at  a 
high  level."  The  Anytime  Anywhere  ap- 
proach also  suits  school  agendas,  she 
says,  because  the  National  Bureau  of 
Educational  Standards  is  asking  teach- 
ers to  go  beyond  math  games  to  pro- 
grams that  impart  higher-order  skills. 
"When  you  use  graphing  software,  you 
see  relationships,  and  you  can  make  pre- 
dictions," Wardley  says. 

Indeed,  Microsoft's  timing 
seems  perfect.  The  Washington 
(D.  C.)-based  Software  Publish- 
ers Assn.  expects  U.  S.  schools 
to  pump  about  $4  billion  into 
software  and  computer  gear 
this  year.  Software  will  likely 
account  for  just  $494  million  of 
the  total.  But  the  number  is 
bound  to  grow.  Last  October, 
Congress  allocated  $200  million 
for  the  President's  new  Tech- 
nology Literacy  Challenge 
Fund,  aimed  at  upgrading  tech- 
nology in  schools. 

State  and  city  matching 
grants  will  double  or  treble  the 
total  grant  value.  Big  chunks  of 
Title  One  antipoverty  grants  are 
earmarked  for  the  same  pur- 
pose. And  on  May  8,  the  Feder- 
al Communications  Commission 
is  expected  to  mandate  discounts 
of  up  to  90%  on  Internet  access 
for  schools.  After  that,  districts 
may  try  to  get  more  Net-ready 
pes  on  school  desks. 

This  gush  of  grants  and  dis- 
counts springs  from  a  strong 
bipartisan  movement  to  prepare  stu- 
dents for  the  high-tech  workplace.  Mi- 
crosoft's new  thrust  into  schools  is  in 
perfect  synch  with  its  emphasis  on 
portable  technology  that  parents  and 
students  hare.  "It's  a  well  thought-out 
program,"  says  Anne  Bryant,  executive 
director  of  the  National  School  Board 
Assn.  (NSHA)  in  Alexandria,  Va.,  which 
contributed  expertise  to  Microsoft  early 
on.  School  districts  are  struggling  to 
bring  parents  into  the  learning  process, 
she  points  out.  "One  portable  computer 
per  student  is  every  educator's  dream." 

How  big  could  the  new  notebook  ini- 


tiative become?  In  a  word,  humongous. 
About  52  million  children  are  enrolled  in 
public  elementary  and  secondary 
schools,  according  to  the  National  Cen- 
ter for  Education  Statistics  (nces).  An- 
other 5  million  attend  private  schools. 
Every  child  is  a  target  and  every  par- 
ent a  potential  cheerleader.  "The  re- 
sponse from  parents  has  been  phenom- 
enal," says  Mirian  Acosta-Sing,  principal 
of  the  Mott  Hall  School  for  gifted  chil- 
dren in  Manhattan's  District  No.  6, 
which  Microsoft  has  used  in  videotapes 


and  brochures  to  publicize  its  initiative. 

Microsoft's  success  in  the  schools  is 
practically  guaranteed,  say  education 
market  analysts,  since  teachers  are  al- 
ready enthusiastic  about  its  Office  suite. 
Quality  Education  Data — a  Denver- 
based  education  research  firm — did  an 
intent-to-purchase  survey  before  Mi- 
crosoft even  dreamed  up  Anytime  Any- 
where. Recalls  Jeanne  Hayes,  president 
and  CEO  of  qed:  "Microsoft  Office  was  at 
the  top  of  the  list." 

Australian  teachers  who  have  run  a 
similar  program  for  six  years  are  among 
the  most  persuasive  advocates  for  the 


new  initiative.  About  20,000  Austr 
children  now  tote  notebooks  to  si 
each  day.  The  teachers'  reports 
the  front  lines — conveniently  pack 
in  Microsoft's  public-relations  mg 
al — dazzle  American  educators, 
children  help  their  friends  with  dif 
programs,"  exults  Ken  Rowe,  prir 
of  Frankston  High  School  in  Melboj 
who  is  on  a  whirlwind  tour  of  i 
schools  arranged  by  Microsoft  i 
Toshiba.  "They  take  control  of  thehj 
learning." 

If  America  has  fallen  bd 
its  high-tech  multinational 
tend  to  help  it  catch  u{ 
Anytime  Anywhere  spr 
other  PC  companies  are  « 
to  jump  on  board.  Coil 
Computer  Corp.,  for  on] 
ready  has  a  program  in  ! 
to  make  high-end  notell 
available  to  college  studeij 
very  competitive  prices.  I 
is  something  we  could  | 
K-12  schools  as  well,"  sayj 
Collins,  Compaq's  directc 
education  marketing. 

Telecom  service  compl 
are  also  gearing  up.  Ova 
next  five  years,  AT&T  alorj 
spend  $150  million  to  f 
teachers  and  help  usher  a 
schools  into  cyberspace.  '"1 
45%  of  private-sector  enl 
ees  must  use  high-techrjb 
tools  in  the  workplace, '% 
Joan  Fenwick,  director  J 
at&t  Learning  Network,  I 
disburses  the  funds.  In  ■ 
she  says,  the  number  wl 
ceed  60%.  "This  investml 
critical  to  our  economic  fiB 
To  help  Anytime  Anywhere,  AT;1 
given  six  months  of  free  InterneB 
vice  to  the  Mott  Hall  School  in  HI 
That's  a  perfect  gift  for  Yaa-AfriyH 
Berry,  10,  a  laptop-wise  African  M 
can  in  the  pilot  program.  She  m 
quickly  through  a  PowerPoint  defo 
her  story  on  how  human  beinji 
taste  buds.  Pausing  for  a  minut 
defers  credit  for  the  animations  "! 
clip  ait,"  she  says.  "I  only  had  fouid; 
to  put  it  together."  Just  imagines?.' 
she  can  accomplish  in  the  next  10  jK 
By  Neil  Gross  in  New  York\V 
bureau  reports 


SETTING  UP  A  SCHOOL  LAPTOP  PROGRAM 

DOES  EVERY  CHILD  IN  THE  CLASS 
NEED  A  NOTEBOOK? 

It  helps.  Students  will  use 
the  computers  for  most  sub- 
jects at  school  and  to  com- 
plete assignments  at  home. 

HOW  MUCH  DOES  THE 
COMPUTER  COST? 

Typical  leases  run  about  $70 
a  month,  including  service 

and  insurance.  Purchase  prices  start  at  about  $2,000. 

WHAT  KIND  OF  HARDWARE  IS  BEST? 

Pilot  programs  all  used  Toshiba  color  laptops,  but  any 
durable  machine  will  do.  CD-ROM  drives  and  fast 
modems  are  recommended. 

CAN  CHILDREN  TAKE  CARE  OF  THEIR  LAPTOPS? 

To  be  safe,  lease  terms  should  include  insurance  and 
provisions  for  "loaner"  machines. 

DO  TEACHERS  NEED  SPECIAL  TRAINING? 

Yes.  Australian  teachers  with  the  most  experience  rec- 
ommend a  year  of  training.  Fortunately,  children  also 
teach  one  another. 
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Nothing  stacks 
I    up  to  getting 
Fridays  Free  til 
the  year  2000. 

More  and  more  businesses 
are  getting  the  most  out  of 
Fridays  Free. 

Thanks  to  Sprint  Business,  successful  small  businesses 
everywhere  are  reaping  the  benefits  of  free  long  dis- 
tance every  Friday...  from  now  until  the  year  2000. 

That's  156  Fridays  of  free  domestic  long  distance. 
Including  faxing,  calling  card  calls,  and  in-bound 
toll-free  service. 

And  while  making  the  most  of  your  Fridays 
Free,  you're  still  getting  a  great  deal  the  rest  of 
the  week.  In  fact,  you'll  be  paying  Sprint's  regu- 
lar low,  flat  rates. 

What's  more,  even  though  you  can  get  Fridays 
Free  until  the  year  2000,  you  won't  have  to 
sign  a  term  commitment. 

So  don't  let  another  free  Friday  pass  you  by. 


Call  Sprint  Business 

1-800-827-4100 

www.sprint.com/fridays-fret 


Sprint 


We  help  business  do  more  business " 


'nthly  minimum  required  Maximum  of  $1 .000  in  free  long  distance  calling  per  month.  Domestic  calls  and  commercial  use  only  Not  valid  with  any  other  offer 
time  offer.  Certain  restrictions  apply  ©1997  Sprint  Communications  Company  L.P. 


gave  up  your  personal  secretary, 


your  company  car 


and  your  execut 


If  DESIGNERS.JPG 


File  Edit  View  [mage  Colors  Masks  Selections  Capture  Window  Help 


i 


Introducing  the  AMD-K6 
MMX  processor 


You're  pursuing  the  entrepreneur's  dream.  You 
have  the  idea.  The  right  partners.  And  a  world  of 
stiff  competition.  What  your  start-up  needs,  then, 
is  a  head  start.  Introducing  the  AMD-K6™  MMX 
processor.  The  most  awesome  engine  ever  built  for 
running  Microsoft  Windows" -based  PCs.  Consider 
the  facts:  It's  faster  than  a  Pentium  Pro.  With  MMX 
(multimedia  extensions)  instructions,  it  puts  a 
powerful  new  generation  of  multimedia  sound, 
video,  color  and  graphics  at  your  fingertips.  And 
does  it  affordably.  Better  performance  at  a  better 
value  —  just  what  you'd  expect  from  AMD.  After 
all,  we  have  some  pretty  stiff  competition  too.  Visit 
our  website  or  call  1-800-222-9323. 


AMD 


www.amd.co 


Science  &  Technology 


CHILDBEARING 


THE  RISKS  OF  RACING 
THE  REPRODUCTIVE  CLOCK 

Many  women  nearing  40  overlook  the  hazards,  says  a  mom  who  learned  the  hard  way 


so 


THE  CHANCE 


OF  MISCARRIAGE 
40-  WITH  INCREASING  AGE 


30- 


20 


RISK  OF 
SPONTANEOUS 
ABORTION  - 


At  age  45,  I've  been  beaten  by  the  harshest  deadline 
I've  ever  faced  in  my  20  years  of  journalism:  my  own 
reproductive  clock. 
Last  October,  after  more  than  three  months  of  a 
healthy  pregnancy — with  the  insatiable  hunger,  nausea,  ex- 
haustion, joy,  and  three  normal  sonograms — I  had  my 
fourth  and  final  miscarriage.  A  lab  report  later  showed  the 
baby  had  been  a  boy  with  Down's  syndrome.  My  husband, 
Paul  Nadler,  and  I  had  seen  him  on  a  sonogram  just  three 
weeks  earlier.  He  had  the  oversize  head  typical  of  a  young 
fetus,  and  his  tiny  feet  and  hands  were  waving  wildly  from 
his  little  body.  We  cautiously  fan- 
tasized about  bringing  home  a 
baby  as  robust  as  our  splendid 
three-year-old,  Elizabeth. 

Growing  numbers  of  women 
like  me,  in  their  late  30s  and  ear- 
ly 40s,  are  racing  to  beat  the  bio- 
logical odds  against  having  chil- 
dren in  middle  age.  Emboldened 
by  rapid  progress  in  reproductive 
medicine,  we  take  heart  from 
high-profile  stories  of  hardy  ba- 
bies bom  to  middle-aged  celebri- 
ties. The  number  of  new  moms 
aged  35  to  39  grew  from  18,200  in 
1980  to  82,700  in  1995.  During  the 
same  period,  the  number  of  new 
moms  aged  40-44  rose  from  2,000 
to  13,700.  These  mothers  are  dis- 
proportionately well-educated  and 
established  in  their  careers,  says 
Stephanie  J.  Ventura,  a  demogra- 
pher with  the  National  Center  for  Health  Statistics  in 
Bethesda,  Md.  More  than  half  are  college-educated,  com- 
pared with  only  38%  of  new  mothers  in  their  late  twenties. 
The  increase  in  older  moms  helped  push  sales  in  the  fertili- 
ty market  to  $2.6  billion  in  1996,  up  from  $1.6  billion  in 
1993,  according  to  research  firm  find/svp  in  New  York. 

I  knew  that  having  a  successful  pregnancy  became  more 
difficult  with  age,  but  I  was  confident  I  could  beat  the 
odds.  It  was  a  hope  that  I  fear  is  shared  by  many  other 
women  my  age — that  with  technology  and  luck  we  could 
have  children.  Paul  and  I  both  would  have  moved  faster 
had  we  known  then  what  we  know  now. 

"I  can't  tell  you  how  many  people  we've  had  on  our  help 
line  crying,  saying  they  had  no  idea  how  much  fertility 
drops  as  you  age,"  says  Diane  Aronson,  executive  director 


_ 

20  25 

APERKENl 


DATA  REPRODUCTIVE  POTENTIAL  IN  THE  OLDER  WOMAN 


of  Resolve,  a  national  support  network  for  women  and 
coping  with  infertility  and  loss.  Indeed,  a  woman's  chan 
of  getting  pregnant  in  any  one  month  is  about  20%  for 
women  under  30,  but  only  5%  for  women  over  40,  accoi 
ing  to  the  American  Society  for  Reproductive  Medicine 
Certainly  there  are  many  women  who  understand  th 
risks  and  want  to  have  children,  but  who  don't  have  a 
choice — they  haven't  found  the  right  partner.  For  manj 
them,  the  anxiety  over  the  ticking  reproductive  clock  o 
curs  because  they  understand  all  too  well  the  risks  the; 
face  as  the  years  slip  away.  Men,  too,  bear  responsibilit 
for  delayed  childbearing. 

Many  older  moms  have  prec 
little  time  to  correct  infertility 
problems,  conceive,  carry  a  chi 
term,  and  grieve  over  miscar- 
riages—much less  have  more  c 
dren.  Some  doctors  and  patien 
express  concern  that  fertility  i 
cialists  might  not  adequately  c 
vey  the  mounting  emotional  di 
tation  from  repeated  miscarrig 
or  might  not  raise  the  possibil 
of  adoption  when  the  chance  c 
having  a  healthy  baby  diminis 
Others  worry  that  aggressive 
keting  by  fertility  clinics  creat 
unrealistic  hopes  about  the  pof 
bility  of  success. 
VANISHING  ACT.  Paul  and  I  bej 
lieved  technology  v/as  going  tj 
help  us  conquer  the  odds.  At  I 
time  I  got  pregnant,  I  later  f| 
out,  I  had  a  53%  chance  of  miscarriage  and  a  l-in-26  crj 
of  having  a  child  with  chromosomal  problems — generaHb 
suiting  in  serious  and  even  fatal  birth  defects.  Then  I 
learned  that  I  faced  a  further  complication.  My  doctor  I 
with  the  news  that  I  had  tested  positive  for  a  relativell 
rare  autoimmune  disorder — something  called  antiphospj- 
lipid  syndrome,  or  aps.  He  also  said  it  was  treatable.  < 
A  medical  vanishing  act,  aps  comes  and  goes  unexpit 
edly.  It  can  lead  to  an  immune-system  attack  on  the  dl 
oping  placenta  nourishing  the  fetus.  A  woman  can  havl 
healthy  pregnancy,  as  I  did  with  Elizabeth,  and  never  IS 
that  antiphospholipids  lurk  in  her  system.  APS  has  emJ 
as  the  cause  of  15%  of  recurrent  miscarriages,  aecordi* 
Dr.  Jonathan  Scher  of  Mount  Sinai  Medical  Center  in  je 
York.  But  there  is  a  treatment.  Eighty  percent  of  woiar 
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The  high-profile  stories  of  middle-aged  celebrities* 
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;d  for  aps  with  baby  aspirin  and  twice-daily  shots  of 

in,  a  blood  thinner,  have  successful  pregnancies. 

il  and  I  scrambled  for  a  supply  of  needles  and  he- 
hacking  at  red  tape  for  days  until  our  health-mainte- 
organization  agreed  to  cover  the  costs.  After  meeting 

er  "heparin  mom"  at  a  backyard  party  in  our  New 

y  suburb,  her  two  heparin  kids  in  tow,  I  grew  far 

optimistic  about  a  healthy,  full-term  pregnancy.  I  be- 

)  joke  about  the  bruising  on  my  body  that  is  a  side 
of  heparin.  I  lived  for  the  sonograms,  counted  the 

5,  and  anticipated  the  first  faint  feelings  of  the  baby's 

g.  He  was  due  this  Apr.  18,  the  day  after  my  hus- 

5  40th  birthday,  less  than  four  months  shy  of  my  46th. 
didn't  expect  to  fail.  Just  three  years  ago,  some  of 

rmer  classmates  from  the  Columbia  University  Grad- 

5chool  of  Journalism  were  calling  me  a  role  model  for 

looming  motherhood.  After  a  textbook  42-week  preg- 

,  I  delivered  8- 

[,  13-ounce  Eliz- 
just  one  month 

>  my  42nd  birth- 
Jut  the  statistics 

sheartening.  A 

ir-old  has  a  1  in 

chance  of  hav- 

kid  with  Down's 

ome.  By  age  40, 

sk  rises  to  1  in 

lome  9.5%  of 

n  20-24  are  at 

)r  miscarriage, 

ired  with  17.7% 

imen  in  their 

Os  and  a  whop- 

53.2%  by  the 

i  woman  reach- 
according  to 

merican  Society 

^productive 

ine.  Down's  syn- 

;  is  the  result  of 

normality  in  the 

losomes.  Such 

malities  can 
other  less  com- 

lisorders,  too, 

le  risk  of  those 

lers  also  rises 

ige.  At  age  40, 

>ta!  risk  of  chro- 

nal  abnormalities  is  1  in  66.  For  men,  the  risk  of  cre- 

pregnancies  with  genetic  defects  doesn't  begin  to  ap- 

intil  after  age  50,  says  Dr.  Larry  Lipshultz,  a 

nst  at  Baylor  College  of  Medicine. 

ad  wanted  to  be  a  mother  by  age  30.  But  my  life  as  a 

ttetic  journalist  made  it  difficult  to  settle  down.  I  didn't 

the  right  partner  until  I  was  37.  Three  years  later,  I 
first-time,  40-year-old  bride  with  a  job  at  The  Wall 
Journal  covering  the  madcap  over-the-counter  stock 

it.  I  took  my  fertility  for  granted,  and  I  got  pregnant 

just  one  month  of  trying  to  conceive — without  any  fer- 

drugs.  Our  pictures  show  a  grinning  40-year-old  point- 

1  a  positive  pregnancy  test.  Nearly  two  months  later,  a 

ram  showed  I  was  carrying  a  dead  fetus. 

was  mid-June,  1992,  and  the  Democratic  convention 


had  come  to  town.  While  Clinton  &  Co.  played  and  re- 
played the  campaign's  refrain — "Don't  stop  thinking  about 
tomorrow" — I  waited  for  my  body  to  abort  our  first  child. 
Feet  up,  watching  the  convention  on  TV,  I  cried  every  time 
I  saw  a  baby  in  a  commercial  or  on  the  convention  floor.  At 
3  a.m.  on  the  morning  of  June  17  (these  moments  are  in- 
delible), the  fetus  was  expelled.  As  I  struggled  to  cope 
with  my  emotions,  I  dutifully  retrieved  it  in  a  baggie  for 
the  hospital  lab,  as  advised  in  What  To  Expect  When  You're 
Expecting,  the  bible  of  pregnant  boomers.  Paul  and  I  called 
my  doctor  and  waited  for  what  would  be  the  first  of  three 
dilation  and  curettages  (D&cs)  to  clear  any  remaining  tissue 
from  my  womb.  A  lab  report  shed  no  light  on  why  I  lost 
that  baby.  We  later  grieved  at  a  private  little  memorial 
service  at  a  nearby  Quaker  cemetery. 
DEPRESSION.  Miscarriages  are  awkward.  Few  know  what 
to  say.  Cards  and  flowers  are  welcome,  as  with  any  death, 

but  few  arrive.  Mis- 
carriages are  often 
trivialized — more  so  if 
one  occurs  early  in  a 
pregnancy.  "At  least 
you  can  get  pregnant. 
Try  again,"  well- 
meaning  friends 
would  say.  Fathers 
get  even  less  sympa- 
thy and  time  to 
grieve.  One  of  Paul's 
bosses  said:  "Sony 
about  your*  wife's  mis- 
carriage. Now,  can 
you  work  some  extra 
hours  and  weekends?" 

The  health-care 
profession  hasn't  fig- 
ured out  how  to  deal 
with  miscarriages  ei- 
ther. "Just  a  minute 
while  I  get  a  doctor," 
I  was  told  by  a  sono- 
gram technician.  She 
left  me  staring  at  the 
lifeless  image  of  our 
genetically  flawed  son 
on  the  screen.  I  finally 
turned  the  monitor 
away,  tears  streaming 
down  my  cheeks  while 
I  waited  for  an  autho- 
rized professional  to  tell  me  what  I  al- 
ready knew. 

In  a  paper  published  Feb.  5  in  the 
Journal  of  the  American  Medical  As- 
~  sociation,  researchers  at  the  New 
York  State  Psychiatric  Institute  in  Manhattan  pointed  out 
the  high  risk  of  depression  among  the  roughly  half-million 
U.  S.  women  who  miscarry  each  year.  Such  women  were 
2.5  times  more  likely  to  suffer  major  depression  than 
women  who  had  not  been  pregnant,  the  researchers  found. 
Women  who  are  childless  or  have  a  history  of  depression 
are  at  the  greatest  risk.  Somewhere  between  10%  and  20% 
of  pregnant  women  of  all  ages  miscarry  each  year. 

Dr.  Richard  Neugebaur,  the  study's  principal  author,  is 
urging  doctors  to  monitor  miscarrying  patients  closely  for 
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Few  know  what  to  say  after  a  miscarriage.  Well-meaninj 
friends  typically  offer:  'You  can  always  have  another' 


signs  of  depression.  And 
the  women  shouldn't  blame 
themselves  for  their  de- 
pression, he  says.  "They 
should  recognize  that  one 
out  of  every  ten  [miscarry- 
ing women]  risks  having  a 
depressive  episode.  If 
childless,  it's  one  out  of 
every  six,  and  if  a  woman 
has  a  history  of  depression, 
it's  one  out  of  every  two." 

Like  many  other  women, 
I  tried  to  shnjg  off  that 
first  miscarriage.  I  quickly 
returned  to  my  job  and  lost 
myself  in  work.  My  obste- 
trician, whom  I  liked  and 
trusted,  urged  us  not  to  de- 
lay another  try,  because  of 
my  age.  Three  months  lat- 
er, in  September,  1992,  I 
was  pregnant  again,  after 
one  month  on  a  mild  dose 
of  a  fertility  drug,  Clomid, 
to  stimulate  the  release  of 
eggs  from  my  ovaries.  This 
time,  my  doctor  also  prescribed  progesterone  to  help  fortify 
the  lining  of  my  uterus  and  support  the  growing  fetus. 

I  kept  up  my  pace  at  work,  ate  like  a  horse,  and  grew 
huge.  Strangers  pointed  at  my  wide  load  and  assured  me  I 
was  having  a  boy.  I  was  convinced,  too.  But  as  I  ap- 
proached week  42,  I  became  a  contrarian.  Like  some  stock 
market  watchers,  I  figured  that  if  everyone  expected  my 
pregnancy  to  go  one  way,  it  would  likely  go  the  other.  I 
was  right.  It  was  a  girl — Elizabeth.  I  was  delighted  to  have 
a  daughter,  but  most  of  all,  I  was  grateful  to  have  a  kid  so 
healthy  that  our  pediatrician  declared  her  "very  assertive" 
at  her  four-day-old  checkup. 

DIFFERENT  OUTCOME?  Inspired  by  Elizabeth,  we  planned  to 
have  another  child.  But  when  Paul's  mother  became  termi- 
nally ill,  we  began  to  neglect  that  steadily  ticking  reproduc- 
tive clock.  We  waited  until  after  her  death,  when  Elizabeth 
was  16  months  old,  before  trying  to  conceive  again.  If  Paul's 
mother  hadn't  died,  things  might  have  unfolded  differently. 
We  would  not  have  not  been  absorbed  by  her  illness,  and 
we  would  have  been  blessed  with  a  grandmother  nearby. 

By  the  time  we  began  to  think  again  about  children,  I 
had  left  my  full-time  job  in  search  of  part-time  work  and 
more  time  with  the  family.  I  was  43.  With  a  heavier  dose  of 
Clomid,  it  took  me  five  months  to  get  pregnant.  Two 
months  later,  a  sonogram  again  delivered  sad  news:  The  fe- 
tus was  lifeless.  The  next  morning,  I  walked  into  the  oper- 
ating room  for  my  second  D&c. 

Afterward,  my  doctor  suggested  that  I  seek  treatment 
from  a  fertility  specialist.  After  a  brief  rest,  I  began  more 
intense  fertility  treatments  with  Pergonal,  a  stronger  ding 
than  Clomid.  Paul  took  on  the  chore  of  injecting  the  drug 
into  my  arm.  Once  again,  I  got  pregnant  in  the  first  month. 
Once  again,  I  miscarried — this  time  after  only  six  weeks. 


While  lining  up  an  at 
tion  attorney,  I  learned 
was  pregnant  again — ai 
testing  positive  for  anti 
phospholipids.  My  doctc 
warned  me  that  my  ria 
miscarriage  from  Down 
syndrome  was  greater 
than  the  risk  from  aps. 
Somewhere  along  the  v 
as  we  raised  a  kid,  jugj 
jobs,  and  dealt  with  he; 
crises  of  aging  parents, 
hadn't  realized  the  cons 
quences  of  that  ticking 
productive  clock:  My 
chances  of  having  a  kic 
with  complications  had 
doubled  since  Elizabetl 
was  born. 

Now,  I  tell  anyone  w 
has  a  choice  not  to  dels 
childbearing  until  the 
30s.  I  tiy  to  explain  wl 
happens  to  the  odds, 
message  needs  to  get 
■"■■^ ™    fj.^  gynecologists' 
that  "reproduction  is  more  difficult  with  age,"  says  Aron 
of  Resolve.  To  that  end,  Resolve  has  mailed  brochures 
infertility  to  35,000  gynecologists.  Women  might  not  chai 
their  plans,  she  says,  but  at  least  they  will  have  the  info 
tion  they  need  to  make  a  smart  decision. 

Dr.  Zev  Rosenwaks,  director  of  the  Center  for  Repr< 
tive  Medicine  and  Infertility  at  New  York  Hospital-Cor 
Medical  Center,  agrees:  "If  you  can  try  to  become  preg 
at  a  younger  age,  you  should.  You're  likely  to  get  preg 
more  often  and  earlier.  You're  likely  to  have  a  healthiei 
pregnancy  because  you're  less  likely  to  have  a  miscarri 
and  less  likely  to  have  a  chromosomal  abnormality.  Yo 
likely  to  have  as  many  children  as  you  want."  The  ave: 
age  of  patients  at  his  center  is  between  37  and  39,  he 
Until  it  becomes  easier  for  women  to  have  children 
work,  their  choices  will  remain  difficult.  "The  phenome 
of  delayed  childbearing  isn't  likely  to  subside,"  says  Ar 
Chandra,  a  demographer  with  the  National  Center  for 
Health  Statistics.  "Family-friendly  workplaces  and  sch( 
may  not  be  enough  to  generate  a  large-scale  shift  to  e; 
marriages  and  childbearing,"  Chandra  says.  Both  men 
women  need  to  recognize  the  risks  of  delay  for  them  b 
reap  the  most  from  their  childbearing  years. 

I  wouldn't  trade  the  partner  I  manned  at  40  and  the 
daughter  I  delivered  at  nearly  42.  I  continue  to  work  p; 
time  at  business  week  so  I  can  spend  more  time  with 
I  hope  Elizabeth  can  have  the  family  and  career  she  w; 
without  the  pain  we've  been  through.  Five  years  ago,  a 
that  Quaker  cemetery,  we  symbolically  buried  one  child 
couldn't  bear  to  bury  three  more.  Yet  one  day,  we  must 
front  the  reality  of  those  three  deaths — and  the  end  of 
reproductive  life.  Some  deadlines  don't  change. 

By  Anne  Newman  in  Neu 


98  BUSINESS  WEEK  /  MAY  5,  1997 


Mita  automatic, 
high-speed 
technology 
can  help  you 
keep  up  with 
the  demand 
for  hard  copy 
documents. 
Just  load  the 
new  Mita  DC- 
6590  automatic 
copier  and  walk 
atuay.  It  can 
duplex,  collate, 
and  finish  999 
copies,  all  by 
itself.  Call 
1-888-RBC- 
MITfl  or  uisit 
Luujui.mita.com. 

©1997  Mita  Copysttr  America,  inc 


THEY  BET 

 the  

FARM 


With  a  vision  for  the  Internet  and  the  trust  of  thousands  on  the  line,  DiGEX 
needed  a  company  that  provided  a  lot  more  than  just  hardware. 


Very  simply,  the  people  at  DIGEX  "  bet  the 
tarm  on  Compaq  running  Windows  NT" — a 
combination  that  is  changing  the  way  we  do 
business  on  the  Internet  forever.  Two  years  ago 
DIGEX  was  a  small  regional  Internet  Service 
Provider.  Today  thev  are  a  national  Internet 
c  arrier  and  the  world  s  largest  web  site  man- 
agement facility  based  on  Microsoft  NT. 

Providing  industrial-strength  Internet 
hosting  services,  DIGEX  is  home  to  many 
of  the  most  popular  and  innovative  web 
sites  today,  including  Bombay  Company, 
Allstate  Insurance,  Ernst  &  Young  and  Net 
Grocer.  By  going  beyond  the  K1SC/UNIX 
alternative  and  partnering  with  Compaq,  they 
ma     doing  business  on  the  Internet  a  much 


easier  and  more  accessible  undertaking  lor 
thousands  of  businesses. 

Compaq  was  chosen  to  be  the  exclusive 
N'T  platform  to  power  this  business  because 
the  people  at  DIGEX  needed  a  company 
that  provided  a  lot  more  than  servers.  Even 
the  most  powerful,  manageable  and  reliable 
servers.  DIGEX  needed  the  best  proven  solu- 
tions to  implement,  manage  and  grow  with 
NT  web  hosting.  With  state-of-the-art  systems 
management  and  continuous  service  and 
support,  Compaq  provides  exactly  that.  And 
Compaq's  alliance  with  Microsoft  makes 
certain  DIGEX  is  running  the  most  robust 
and  open  platform  lor  the  Internet.  This  is 
how  DIGEX's  vision  became  a  reality. 


|p/C£X 


ompaq  Computer  Corporation  All  rights  reserved.  Compaq  registered  U.S.  Patent  ami  Trademark  (  Xfkc  DIGEX  is  a 
lark  d  DIGEX,  Ini  Windows  NT  is  .1  registered  trademark  of  Microsoft  Corporation  All  other  brands  and  product 
trademarks  "r  registered  trademarks  ol  their  respective  companies 
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Andrew  Anker, 
CEO,  HotWired,  Inc. 
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There  are  cool  places  on  the  Internet.  And  then 


there  are  truly  hot  ones-like  the  HotWired'* 


Network  (www.hotwired.com),  serving  over  two 


To  create  one  of 
the  most  dynamic 
Web  sites,  Hotwire 
clicked  on  Sybase. 


million  page  views  every  day.  What  helps  HotWired  generate  all  this  heat?  Sybase®  We  provide  the  database  and  Internet 


Internet  Solutions 


solutions  that  run  their  site  end-to-end.  We  make  it  dynamic.  Personalized. 


Different  every  time  you  see  it.  We  even  help  track  visitors'  browsing  habits,  so  content  is  automatically  updated  with 
each  visit.  Which  is  why  more  of  the  top  Internet  sites  run  on  Sybase  than  any  other  solution.  For  a  more  in-depth  look 


at  what  we've  done  for  HotWired,  visit  www.sybase.com/hotwired.  Or  call 
us  at  1  -800-8-SYBASE.  It's  where  the  most  dynamic  Web  sites  begin.  www.sybase.com 


1  Sybase 


om~  SmW  li..  Ml™  and  the  Stfcaw  htRo  are  re»Mered  trademark*  of  s>bjj*.  In,  Outside  the  I  S  .  call  I  SOX  2H7  2591  CODE  10000779  HotWired  and  the  HotWired  design  logo  an-  trademark-*  of  Wired  Ventures.  Inc. 
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velopments  to  Watch 


D  BY  NEIL  GROSS 


fEALING  THE  LAST  SLICE  OF  SPECTRUM 


ANS  SEE  WHAT  WE 

because  the  "film"  in 
jacks  of  our  eyes 
onds  to  certain  fre- 
tcies  of  light.  But 
t's  visible  to  us  is  only 
y  slice  of  the  light  suf- 
lg  the  world.  The  rest 
!d  be  unseen  without 
ikes  of  X-ray  film, 
h  responds  to  higher 
uencies  than  human 
,  and  infrared  film, 
h  captures  frequencies 
ow  for  the  eye. 
;  still  lower  frequencies, 
i's  an  almost  untapped 
>n  of  light  that  might 
e  even  more  revealing 


than  X-rays,  says  Xi-Cheng 
Zhang,  an  associate  profes- 
sor of  physics  at  Rensselaer 
Polytechnic  Institute.  He 
has  devoted  years  to  har- 
nessing this  slice  of  the 
spectrum,  which  is  sand- 
wiched between  infrared 
and  microwave  radiation. 
This  "terahertz"  radiation 
passes  through  many  ob- 
jects, much  like  X-rays,  and 
can  theoretically  produce  in- 
ternal views  that  are  diffi- 
cult or  impossible  to  see 
with  X-rays  or  other  radia- 
tion. Examples  include  pic- 
tures of  diseased  tissue,  or 
plastic  bombs  in  suitcases. 


The  missing  piece  of  the 
puzzle  was  "film"  to  register 
terahertz  images.  That's 
what  Zhang  has  devised.  It's 
a  zinc-telluride  crystal  from 
which  images  can  be  ex- 
tracted with  a  laser  pickup 
similar  to  laser  readers  in 
cd-rom  players.  Now,  "the 
last  unexplored  region  of  the 
spectrum  [can  be]  declared 
open  for  business,"  says 
Kevin  R.  Stewart,  chairman 
of  Molecular  OptoElectronics 
Corp.  in  Watervliet,  N.  Y. 
Founded  in  1993  after  Stew- 
art left  General  Electric 
Co.'s  research  lab  in  Sch- 
enectady, N.  Y.,  moec  has  an 
exclusive  license  on  Zhang's 
technology.  Otis  Port 


1L  KNOW  IF 
If  E  FALLEN  AND 
r  GET  UP 

iF  PAGERS  AND  VOICE 

You  ain't  seen  nothin' 
>r  three  years,  employ- 

Executone  Informa- 
.rstems  Inc.  in  Milford, 

have  been  clipping 
badges  to  their  clothes 
morning.  The  badges 
infrared  signals  to 
B-detector-like  re- 
s  in  offices  and  hall- 

These  relay  every- 

whereabouts  to  a 
ter  linked  to  the  phone 
a.  Call  Elvina  Presley 


in  marketing,  and  her  mes- 
sage system  will  tell  you  she 
has  left  the  building  or  is  in  a 
meeting,  and  will  offer  to  for- 
ward your  call. 

Now,  Executone  is  work- 
ing with  27  hospitals  to  tailor 
the  system  for  homebound 
patients  by  adding  a  variety 
of  medical  sensors.  Informa- 
tion on  heart  rate,  tempera- 
ture, or  glucose  level  can  be 
transmitted  continuously  to  a 
patient's  home  PC.  The  com- 
puter analyzes  the  data  and 
forwards  it  to  doctors  over 
phone  wires. 

This  idea  could  get  a  boost 
from  a  clever  finger  ring  un- 
der development  at  Massa- 


chusetts Institute  of  Technol- 
ogy. It  has  optical  sensors 
that  monitor  pulse  and  blood 
oxygen  levels,  and  it  commu- 
nicates with  a  PC  over  radio 
waves.  Susan  Jackson 


INNOVATIONS 


■  High-quality  digital  cell 
phones  are  spreading  quickly 
in  the  U.  S.  One  drawback: 
They  emit  more  powerful 
electromagnetic  fields  than 
older,  analog  phones,  and  thus 
present  a  greater  risk  of  in- 
terference with  pacemakers. 
About  10%  of  pacemakers 
have  special  filters  to  block 
emfs  created  by  analog 
phones.  But  these  don't  work 
against  digital  phones.  So 
Maxwell  Technologies  Inc.  of 
San  Diego  has  developed 
stronger  filters.  It  is  shipping 
them  to  pacemaker  manufac- 
turer St.  Jude  Medical  Inc. 

■  Optical  sensors  used  in 
telescopes  and  airplane  cock- 
pits can  burn  out  when 
they're  exposed  to  strong 
pulses  of  laser  light.  To  pro- 
tect them,  I.  C.  Khoo,  an 

electrical  engineering  pro- 
fessor at  Pennsylvania 
State  University,  is 
developing  an  unusu- 
^  al  fiber.  He  fills  an 
array  of  glass  capillaries 
with  liquid  crystals  and 
carbon  60  molecules, 
also  called  Buckminster 
fullerenes.  Screens 
laced  with  such  fibers 
will  let  a  small  amount  of 
light  pass  through.  But  as 
soon  as  the  light  intensity  ex- 
ceeds a  certain  measure,  the 
liquid  crystals  act  as  instant 
shutters. 


)R  FACE  IS  YOUR  PASSWORD 


>KES  A  PASSWORD  TO 

up  most  office  PCs 
e  days.  Logging 

a  network  calls  n 
mother.  Then 
is  voice  mail, 
ail,  online  ser- 
s  and  restricted 

pages — not  to 
tion  personal  id 
bers  on  phone, 
it,  and  cash 


It's  a  lot  to  remember. 
But  at  least  some  of  these 
could  be  replaced  by  a  digi- 
tal snapshot  of  your  face, 


fTTO'i^i'i'lH'pi'i'yiTPT 


says  Bob  Hughes,  president 
and  ceo  of  Viisage  Technolo- 
gy in  Littleton,  Mass.  Three 
years  ago,  his  company  li- 
censed a  powerful  face- 
recognition  algorithm  from 
Massachusetts  Institute 
of  Technology.  Un- 
like competing 
products  based  on 
complex  "neural 
networks,"  the 
Viisage  system 
snaps  a  digital  pic- 
ture and  converts  key 


facial  features — say,  the  dis- 
tance between  the  eyes — 
into  a  series  of  numerical 
values.  These  can  be  stored 
on  an  id  or  ATM  card  as  a 
simple  bar  code  and  don't 
take  up  much  room  in  a 
computer  database.  Search- 
ing through  tens  of  thou- 
sands of  faces  is  a  snap, 
says  Hughes.  Welfare  agen- 
cies in  Massachusetts  have 
started  using  the  system  to 
reduce  duplicate  applications 
and  other  types  of  fraud.  □ 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwapr@businessweek.com 
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ACQUISITIONS 


HOW  NOT  TO 
DO  A  DEAL 


When  the  Alabama  pension 
chief  financed  a  buyout,  his 
fund  made  money.  It  could 
have  made  a  killing 

■  t  was  a  chilly  January  afternoon  in 
I  Washington,  D.C.,  but  inside  the 
I  glass-walled  conference  room  the 
I  mood  was  decidedly  upbeat.  After 
six  hours  of  signing  papers  and  last- 
minute  haggling,  the  $710  million  sale 
of  Park  Communications  Inc.  to  Media 
General  Inc.  was  finally  complete.  The 
dozen  or  so  lawyers  and  executives  gath- 
ered around  the  conference  table  to  cel- 
ebrate with  the  traditional  champagne 
toast,  according  to  one  of  those  present. 
None  savored  the  bubbly  more  than 
Park's  two  former  owners.  Moments  be- 
fore, $108  million  had  been  wired  to  each 
man's  bank,  suddenly  vaulting  them  into 
the  ranks  of  the  megarich. 

Thus  ended  the  brief  but  extraordi- 
narily lucrative  media  careers  of  Donald 
R.  Tomlin  Jr.  and  Gary  B.  Knapp.  Less 
than  two  years  earlier,  the  pair  had  been 
obscure,  small-time  financiers  with  lit- 
tle money  and  even  less  media  industry 
experience.  But  they  had  something  far 
better:  connections.  Both  were  longtime 
friends  of  David  G.  Bronner,  the  ceo  of 
The  Retirement  Systems  of  Alabama, 
the  state's  $17  billion  pension  fund. 
UNORTHODOX.  Back  in  late  1994,  Bronner 
had  stunned  the  media  industry  when  a 
group  i iv.  mixed  by  his  pension  fund  won 
a  hotly  contested  auction  for  Park,  a 
small  media  conglomerate  with  interests 
in  TV,  radio,  and  small-town  newspapers. 
Every  penny  of  the  $578  million  in  cash 
for  the  purchase  came  from  the  coffers  of 
the  Alabama  fund.  Representing  4%  of 
the  fund's  assets,  it  was  an  unusually 
large  and  aggressive  investment  for  a 
state  pension  fund.  (The  total  price  was 
$711.4  million,  with  the  rest  coming  from 
Park's  own  cash  on  hand.) 

But  the  unorthodox  nature  of  the  deal 
didn't  end  there.  Rather  than  have  his 
fund  own  Park  outright,  Bronner  had 
a  new  company  called  Park  Acquisitions 
Inc.  set  up  and  lent  it  the  money  to  buy 


Park  Communications.  Park  Acquisitions 
was  owned  jointly  by  Tomlin  and  Knapp, 
and  its  debt  was  secured  by  the  assets 
of  Park  Communications.  In  return,  the 
two  financiers  agreed  to  pay  above-mar- 
ket rates  to  the  pension  fund  for  the  fi- 
nancing it  provided.  Shortly  after  the 
winning  bid  was  announced  in  October, 
1994,  Bronner  said  that  he  had  "seldom 
if  ever  seen  such  an  opportunity." 

Park  turned  out  to  be  a  spectacular 
deal,  all  right,  but  not  for  Alabama's  pen- 
sioners. Tomlin  and  Knapp,  who  never  in- 
vested any  money  of  their  own  in  the 
Park  deal,  resold  the  company  early  this 
year,  walking  away  with  about  $216  mil- 
lion in  profit  after  just  20  months.  Bron- 
ner's  fund,  which  had  put  the  Park  deal 
together,  provided  all  the  cash,  and  shoul- 
dered most  of  the  risk,  emerged  with  a 
13.5%  return  over  a  12-month  period. 
Although  hardly  shabby— Bronner  says  it 
was  the  fund's  best  fixed-income  invest- 
ment for  1996 — it  doesn't  compare  with 
the  staggering  profits  made  by  Tomlin 
and  Knapp.  There  is  no  evidence  that 
Bronner  benefited  personally. 

How  did  two  buddies  of  a  public-pen- 
sion-fund chief  make  so  much  monev 


BUNDSIDED? 

Alabama  put  up  all 
the  money  to  buy  Park  Communications. 
But  flaws  in  the  deal  gave 
two  financiers  $108  million  apiece 


while  contributing  so  little?  Media  insid- 
ers have  been  asking  the  same  question 
for  months.  "Either  they're  real  smart 
or  the  Alabama  pension  people  are  real 
dumb,"  says  Deborah  R.  Jacobson,  a  vice- 
president  who  handles  acquisitions  for 
lin  Television  Corp.  a  fast-growing  media 
company  based  in  Providence. 

In  fact,  the  bizarre  outcome  of  the 
Park  deal  had  less  to  do  with  one  side 
outsmarting  the  other  than  with  the 
pitfalls  of  concentrating  too  much  power 
in  one  person  for  too  long.  As  head  of 


the  Alabama  pension  fund  for  morjtl 
23  years,  Bronner  operates  with  ;h 
degree  of  autonomy.  The  fund't 
boards  of  trustees  consist  mosy 
teachers  or  state  employees  whcfM 
little  expertise  in  complex  financial 
ings.  "It's  a  rubber-stamp  board,  a 
James  C.  White  Sr.,  a  former  stje 
nance  director  who  served  on  bih 
the  boards  during  the  Park  dei  a 
who  often  clashed  with  Bronnei" 
really  runs  that  thing  unchecked  1 
board  members  say  they  depei 
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Lost  Opportunity 

MAY,  1995  In  a  deal  masterminded  by  Alabama  pen- 
sion-fund head  David  Bronner  and  bankrolled  with  $578 
million  from  the  fund,  Donald  Tomlin  Jr.  and 
Gary  Knapp  acquire  Park  Communications.  They 
invest  no  money  but  control  100%  of  the  equity. 
The  fund  earns  13.5%  per  year  on  its  debt. 

FEBRUARY,  1996  Congress  eases  rules  on 
radio-station  ownership,  helping  to  boost  the 
worth  of  Park's  stations,  which  are  sold  for 
$230  million. 

MAY,  1996  Tomlin  and  Knapp  issue  junk 
bonds,  using  the  proceeds  to  pay  off  the  Alaba- 
ma pension  fund,  cutting  it  out  of  the  deal. 

JANUARY,  1997  Park  is  sold  to  Media  General  for 
$710  million.  Tomlin  and  Knapp  walk  away  with  $108 
million  each. 


Bronner  and  his 
staff  for  expertise. 
"We're  not  in  a  po- 
sition to  make  deci- 
sions. That's  why 
we  have  a  profes- 
sional staff,"  says 
Richard  M.  Ken- 
namer,  vice-chair- 
man of  one  of  the 
boards  that  over- 
sees the  fund. 

So  when  Bronner 
decided  to  venture 
beyond  the  tamer 
world  of  securities 
trading   and  dab- 
ble  in  big-league 
dealmaking,  nobody 
asked  a  lot  of  hard 
questions.  Indeed, 
not  a  single  question 
was  raised  at  a  key 
1994  board  meeting 
when  Bronner  intro- 
duced the  Park  deal 
"  to  one  of  the  two 
,  the  minutes  show.  "I  put  a  great 
f  faith  and  confidence  in  (Bron- 
!  ability,"  says  Sarah  Swindle,  a 
I  r  who  is  vice-chairman  of  one  of 
'  o  boards.  "That's  true  for  all  of  us 
i  board."  Several  members  of  the 
j  >'  two  investment  committees, 
!  are  supposed  to  approve  all  trans- 
>,  say  they  can't  recall  anything 
i  rsory  discussion  of  Park.  None  of 
i  ren  board  members  contacted  by 
j  :ss  week  recall  receiving  any  in- 
ion  about  Bronner's  prior  rela- 
■  p  with  Tomlin  and  Knapp. 
ar,  the  Park  deal  has  received  al- 
io attention  in  Alabama.  But  sev- 
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i  id  a  big 
se  for  him 
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eral  prominent  outside  pension  experts 
say  they're  surprised  by  the  apparent 
lack  of  oversight.  "This  is  not  the  way 
I'd  expect  to  see  a  pension  fund  oper- 
ate," says  Ian  D.  Lanoff,  a  Washington 
attorney  who  advises  big  public  pen- 
sion plans  in  California,  Texas,  and 
Florida.  "The  trustees  are  supposed  to 
protect  the  assets  of  this  fund,  but  it 
doesn't  sound  like  they  knew  enough 
to  make  an  informed  decision."  Board 
members  deny  they  were  lax.  "We 
looked  at  the  investment  enough  to 
where  we  were  satisfied,"  says  Jerry 
L.  Shoemaker,  a  member  of  one  of  the 
investment  committees. 

With  hindsight,  it's  clear  that  Bronner 
and  his  advisers  made  some  crucial  er- 
rors in  structuring  the  Park  deal.  Many 
state  pension  funds  would  have  shied 
away  from  making  a  big  investment  in 
an  unconventional  deal  such  as  Park. 
Most  would  have  hired  a  battalion  of 
outside  experts  to  comb  through  the 
terms.  Bronner,  however,  decided  to  for- 
go the  usual  investment  bankers  and 
securities  lawyers  and  structured  the 
deal  mostly  using  his  tiny  in-house  staff. 

Tomlin  and  Knapp  did  not  respond  to 
repeated  interview  requests.  Bronner 
strongly  defends  the  Park  transaction. 
He  concedes  that  there  may  have  been 
flaws  in  the  deal  but  says  that  Tomlin 
and  Knapp's  windfall  was  mostly  the  re- 
sult of  such  factors  as  a  change  in  radio- 
station  ownership  rules  that  nobody 
could  have  foreseen.  And,  he  hastens  to 
add,  "the  mistakes  were  not  detrimental 
to  us.  We  made  a  lot  of  money"  on  Park. 

Bronner  also  says  the  mistakes  won't 
be  repeated.  The  Alabama  fund  has 
modeled  several  subsequent  deals  on 
Park  but  has  made  sure  the  fund  will 


get  any  windfall  profits.  Meanwhile, 
Bronner  doesn't  seem  disturbed  by 
Tomlin  and  Knapp's  sudden  good  for- 
tune: "It's  not  a  whole  lot  different  than 
the  lottery.  They  were  in  the  right  place 
at  the  right  time." 

As  the  Park  deal  suggests, 
Bronner,  52,  hardly  fits  the 
stereotype  of  a  cautious  state 
pension-fund  manager.  A 
transplanted  Midwesterner 
with  a  politician's  facile 
charm,  he  has  become  both 
a  powerful  player  in  Alaba- 
ma. Most  of  the  fund's  port- 
folio consists  of  conventional 
stocks  and  bonds,  which  have 
outperformed  market  aver- 
KNAPP:  ages  over  the  five  years 
Got  lucky,  ended  in  1995.  "Alabama's 
got  rich  returns  are  definitely  very 
solid,  above  the  pack,"  says 
Carlos  Resendez,  executive  director  of 
the  National  Conference  On  Public  Em- 
ployee Retirement  Systems.  "I'm  quite 
impressed  with  what  David  has  done  in 
Alabama." 

By  late  1994,  Bronner  was  ready  to 
venture  beyond  stocks  and  bonds  and 
was  shopping  around  for  an  entire  com- 
pany to  take  over.  He  was  drawn  to  the 
media  industry  with  its  strong  cash  flows. 
Park's  string  of  properties  in  small  and 
midsize  markets  gave  it  broad  geographic 
diversification,  making  it  safer  than  buy- 
ing, say,  a  couple  of  big  TV  stations. 

Bronner  wanted  an  outside  adviser 
to  take  a  thorough  look  at  Park's  sta- 
tions and  publications.  He  decided  to 
bring  in  Tomlin.  A  former  real  estate 
developer  whose  company  had 
foundered  in  the  late  1980s,  Tomlin  had 
since  acted  as  a  consultant  and  workout 
specialist.  In  one  of  his  more  recent 
projects  he  had  been  hired  to  fix  up 
and  help  sell  a  tiny  TV  station  in 
Dothan,  Ala.  "I  didn't  know  anybody  in 
the  media  business,"  says  Bronner.  "At 
least  [Tomlin]  would  know  the  names 
of  people  at  nbc  or  CBS." 
OLD  buddies.  Tomlin's  main  qualifica- 
tion, though,  may  have  been  his  long- 
standing personal  ties  to  Bronner.  The 
two  met  back  in  the  early  1980s,  when 
Tomlin's  company  was  building  a  condo- 
minium development  in  Gulf  Shores, 
Ala.  According  to  several  sources,  the 
two  men  quickly  became  close  friends, 
though  Kronner  downplays  the  extent  of 
their  relationship.  Not  long  after  they 
met,  Bronner  became  an  outside  direc- 
tor of  Tomlin's  real  estate  development 
company,  U.  S.  Capital  Corp.,  a  position 
he  held' from  late  1983  to  late  1985. 

The  two  also  did  business  together.  In 
1983,  Bronner  bought  two  condos  in 


LOOK!  GOING  ON  LINE! 
SURFING  THE  NET! 
IT'S  SUPERBABY! 
COMING  TO  WORK  WITH 
POWERS  AND  ABILITIES 
FAR  BEYOND  THOSE  OF 
TWENTIETH  CENTURY 
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She'll  be  as  comfortable  behind  her  monitor 
as  you  are  behind  the  wheel  of  your  car.  Except  it'll 

take  her  a  lot  farther.  It'll  be  her  fax,  her  phone, 
her  interactive  television,  her  library,  her  secretary, 
her  teacher,  her  partner.  Not  to  mention 
her  on-camera,  on-line,  interoffice  meeting  place. 

She'll  be  working  for  you  or  buying  from 
you  or  both  before  you  know  it. 

Let's  get  ready  for  her.  We're  Bellcore. 
I  he  people  who've  already  built  the  foundation 
for  the  world's  most  sophisticated  Telecom  network. 
And  who've  been  living  and  breathing  the  future 
of  business  networking  ever  since.  Let's  talk.  Let's  plan 
I  e t ' s  m  a  kr  sure  that  when  she  clicks  on  the  screen 
someday,  you'  r e  the  one  staring  back  at  her. 
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Gulf  Shores,  property  records  show,  fi- 
nancing one  with  a  $70,000  mortgage 
from  U.  S.  Capital.  That  was  just  weeks 
after  Bronner's  fund  bought  $15  million 
worth  of  mortgage-backed  securities  is- 
sued by  U.  S.  Capital.  In  a  written  re- 
sponse, William  T.  Stephens,  the  Alaba- 
ma fund's  general  counsel,  says  the 
pension  plan  bought  the  U.  S.  Capital 
securities  through  an 
investment  bank  with- 
out Tomlin's  knowledge 
and  the  transaction  was 
urn-elated  to  the  condo 
purchases.  He  also 
notes  that  Bronner  put 
down  deposits  on  the 
condos  in  1982,  bought 
them  at  market  prices. 


the  purchases  were 
disclosed  in  annual 
ethics  statements  at  the  time.  Bronner 
did  not  disclose  that  the  1983  mortgage 
loan  came  from  U.  S.  Capital.  Stephens 
says  he  was  not  required  to  do  so. 

Not  too  long  after  hiring  Tomlin  to 
review  Park,  Bronner  decided  against 
having  the  fund  make  a  direct  bid  for 
the  media  company.  The  fund  chief  was 


Park  Communications 

At  time  of  1995  purchase 
by  the  Alabama  Group 


NEWSPAPERS 

106 

RADIO  STATIONS 

22 

TV  STATIONS 

9 

1994  SALES 

$169* 

1994  NET  INCOME 

$27.3* 

*  Millions 

DATA:  COMPANY  REPORTS 

still  smarting  from  a  political  drubbing 
he  took  back  in  1989  when  his  plan  to 
buy  a  Montgomery  television  station 
was  torpedoed  by  political  adversaries 
who  claimed  that  government  owner- 
ship of  a  news  outlet  would  violate  the 
First  Amendment.  Bronner  says  he 
was  afraid  of  running  into  a  similar 
problem  with  Park  and  therefore  de- 
cided to  get  somebody 
else  to  own  the  com- 
pany. The  Alabama 
fund  would  provide  the 
cash,  but  instead  of 
holding  equity,  its 
stake  would  be  in  the 
form  of  debt. 

Whom  could  Bronner 
trust  to  own  the  com- 
pany? He  turned  to 
Tomlin  and  Knapp,  who 
barely  knew  each  other 
before  the  Park  deal.  A 
college  friend  of  Bronner's,  Knapp  was  a 
Lexington  (Ky.)-based  securities  broker. 
His  ties  to  Bronner  had  already  proved 
lucrative.  His  firm  had  earned  hefty  com- 
missions on  sales  of  mortgage-backed 
securities  to  the  Alabama  fund  over  the 
years.  His  media  experience:  none.  But 
that  didn't  matter,  says  Bronner,  who 


says  he  wanted  "two 
guys  who  were  really 
smart  and  were  will- 
ing to  work  on  an 
idea." 

The  three  men, 
along  with  Bronner's 
staff  and  an  outside 
lawyer  brought  in  by 
Tomlin  and  Knapp, 
devised  a  complex  fi- 
nancial structure.  The 
Alabama  fund  put  up 
$578  million  in  senior 
debt.  The  13.5%  an- 
nual interest  on  the 
debt  would  soak  up 
most  if  not  all  of  by  Alabamt 
Park's  cash  flow.  Tom- 
lin  and  Knapp  got  100%  of  the  e 
but  no  salary.  They  were  given  1 
years  to  pay  off  part  of  the  debt  by 
ing  a  slug  of  new  equity — from  an 
side  investor  or  a  public  offering — 
to  30%  of  total  capitalization. 

If  they  failed  to  raise  the  new  m 
the  Alabama  fund  would  exercise  a 
rant  to  acquire  80%  of  Park's  equi 
the  form  of  nonvoting  stock.  If  they 
ceeded,  the  warrants  would  laps! 
each  case,  the  interest  rate  on  the  !| 


PARK:  Paid, 
but  never  ot 
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debt  would 
drop  to  10.5%. 
"Either  way,  it 
looked  like  a 
great  deal," 
says  Thomas 
G."  Milne,  a  for- 
mer senior 
staffer  at  the 
fund,  who  left 


ear.  "If  they  didn't  pay  it  clown, 
d  80%  ownership.  And  if  they  did, 
id  a  10.5%  coupon."  Bronner  ar- 
,hat  the  deal's  novel  structure  al- 
the  fund  to  get  junk  bond-like  re- 
with  much  less  risk  since  the  Park 
vas  fully  collateralized. 


There  were,  however,  a  couple  of 
gaping  holes.  Although  Bronner  negoti- 
ated a  hefty  interest  payment,  he  failed 
to  anticipate  the  possibility  of  substan- 
tial capital  appreciation.  If  Park  in- 
creased in  value,  there  was  no  way  for 
the  Alabama  fund  to  share  in  the  gains 
unless  it  was  able  to  exercise  its  80% 
wan-ant.  That  gave  Tomlin  and  Knapp  a 
three-year  window  in  which  to  flip  the 
company  or  find  new  equity 
investors.  Just  as  egregious, 
Bronner  failed  to  guard 
against  the  possibility  that 
Tomlin  and  Knapp  could  sim- 
ply pay  off  the  Alabama  debt 
early  and  retain  full  owner- 
ship, in  essence  cutting  Bron- 
ner's  fund  out  of  its  own  deal. 
"It  was  a  mistake  not  putting 
a  prepayment  penalty  in 
there,"  says  Milne.  "You  could 
say  it  hurt." 

At  best,  say  investment- 
banking  experts,  the  Park  structure 
would  warrant  a  failing  grade  in  Deal- 
making  101.  "It's  unbelievable,"  says 
Robert  B.  McKeon,  a  former  Wasser- 
stein,  Perella  &  Co.  investment  banker 
who  now  runs  a  leveraged  buyout  fund. 
"The  pension  fund  put  up  all  of  the  mon- 


ey and  took  all  the  risk  but  gave  away 
the  ownership.  If  you  put  up  100%  of 
the  money,  you  should  get  100%  of  the 
return,  or  close  to  it."  In  a  written  re- 
sponse, Bronner  said  that  public  pension 
funds  often  prefer  the  steady  returns  of 
debt  to  the  increased  risk  of  equity,  even 
if  the  returns  are  lower. 

The  loopholes  in  the  Park  transaction 
would  soon  make  Tomlin  and  Knapp 
very  rich.  The  deal  closed  in  May,  1995. 
Soon  after,  radio  station  prices  unex- 
pectedly surged,  in  part  because  Con- 
gress relaxed  the  rules  on  the  number  of 
radio  licenses  in  a  given  market  a  com- 
pany could  own.  Tomlin  and  Knapp 
quickly  sold  Park's  22  radio  stations  for 
$230  million,  nearly  double  their  1994 
value.  They  used  part  of  the  proceeds  to 
pay  down  the  Alabama  debt. 
THREE'S  A  CROWD.  The  next  spring, 
Tomlin  and  Knapp  suddenly  announced 
they  would  repay  the  rest  of  the  pen- 
sion-fund debt  by  mid-May,  1996  by  is- 
suing $476  million  in  junk  bonds  that 
carried  roughly  the  same  interest  rates 
as  the  Alabama  debt.  Bronner  says  he 
"went  ballistic"  when  he  heard  his  fund 
was  being  elbowed  out  of  its  own  deal. 
But  because  of  the  lack  of  a  prepay- 
ment prohibition,  there  was  nothing  he 
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Productivity.  Communication.  Worker  Morale. 
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could  do  to  prevent  it.  After  exactly 
one  year,  Bronner's  first  foray  into  me- 
dia dealmaking  was  over. 

Meanwhile,  Tomlin  and  Knapp,  unen- 
cumbered by  Bronner's  pesky  warrants, 
moved  quickly.  They  approached  Media 
General  initially  about  taking  an  equity 
stake  in  Park,  but  as  the  two  sides 
talked,  they  instead  hammered  out  a 
deal,  announced  in  July,  1996,  to  sell  all 
of  Park  to  Media  General  for  $710  mil- 
lion. That  was  almost  exactly  what  the 
Alabama  group  had  paid  for  the  compa- 
ny, but  Tomlin  and  Knapp  had  already 
sold  the  radio  stations  and  used  cash 
that  had  been  on  the  company's  balance 
sheet. 

But  Bronner  seems  to  harbor  no  ill 
will  toward  Tomlin  and  Knapp,  at- 
tributing their  sudden  wealth  mostly  to 
luck.  He  also  argues  that  the  basic  con- 
cept behind  the  Park  deal  was  sound. 
"Nobody  had  ever  done  what  we  did 
there,"  he  says.  "There  was  nothing 
wrong  with  the  creative  idea  or  the  vi- 
sion of  it,  just  the  application." 
"WE  LEARNED."  Bronner's  interest  in  the 
media  industry  wasn't  blunted  by  the 
suiprise  outcome  of  the  Park  deal.  Since 
last  summer,  the  Alabama  fund  has  paid 
$1.4  billion  for  three  companies  that 
own  nearly  30  TV  stations,  combining 
them  in  a  company  called  Raycom  Me- 
dia Inc.  The  deals  were  similar  in  struc- 
ture to  the  Park  transaction,  but  this 
time,  Bronner  says,  prepayment  of  the 
debt  is  prohibited  and  the  fund  has  a 
warrant  to  acquire  80%  of  Raycom's  eq- 
uity if  the  company  does  a  public  of- 
fering or  is  sold.  "We  learned  from  the 
Park  deal,"  Bronner  says. 

The  Alabama  fund  did  one  other  me- 
dia deal  earlier  this  year.  After  Media 
General  bought  Park  in  January,  it  sold 
many  of  the  company's  newspapers  to  a 
management-led  buyout  group  for  $107 
million.  Where  did  the  managers  get 
the  money?  From  the  Alabama  pension 
fund.  Amazingly,  Bronner  was  putting 
up  the  cash  to  buy  newspapers  that  his 
fund  had  paid  for  and  then  lost  in  the 
first  Park  deal.  "It  is  a  little  ironic," 
says  Bronner,  chuckling.  "But  as  long  as 
I  get  my  yield,  I'm  happy." 

For  investment-banking  advice  on  the 
Raycom  and  newspaper  purchases, 
Bronner  chose  a  familiar  name:  Don 
Tomlin.  According  to  the  fund's  internal 
documents,  Tomlin  was  paid  about  $2.2 
million  for  his  services  on  the  Raycom 
deal  alone.  Why  did  Bronner  choose  a 
guy  who  had  just  cut  his  fund  out  of 
ripe  profits?  "It's  better  to  deal  with 
the  devil  you  know,"  he  savs,  "than  the 
one  you  don't."  After  all,  who  better  to 
make  sure  Alabama's  pensioners  come 
out  on  top  the  next  time  around? 

By  Mark  Maremont 
in  Montgomery,  Ala. 


CONGRESS 


OEMS  IN 
OVERDRIVE 

They're  scrambling  to  regain  the  House.  It  won't  be  eas 

for  a  Presidents 
two  years  hen< 
Vice-President 
Gore  gets  sucke 
der  by  Donorgat 
That's  why  tii 
lentless  Misso 
has  crisscrossei 
country  nearly 
weekend  since 
November  elec 
The  goal:  sign  uj 
notch  contendei 
30  to  40  key  I 
races  by  midsui 
That  strategy 
on  a  strange  br 
aggressive  func 
ing  while  puttin 
tance  between  ] 
cratic  Hill  wan 
and     the  C 
White  House 
paign-finance  sa 
The  ambitio 
cruitment  drive  is  a  far  cry  fro 
lassitude  of  House  Dems  two  yeai 
"We  were  reeling  after  we  los 
House]  in  '94,"  concedes  Gephard 
now,  he  insists,  "We're  smarte 
we're  much  better  positioned"  1 
the  House  back. 

CLOSE  calls.  The  Democratic  1< 
game  plan  focuses  on  wooing  ba 
best  of  a  large  crop  of  Dems  wh( 
within  a  razor's  edge  of  winning 
seats  in  '96.  Last  November,  the  a 
26  seats  with  51%  of  the  vote  or  le 
mocrats  also  count  on  the  gop's  di 
on  Capitol  Hill  to  help  bring 
stronger  field  of  Democratic  new 
in  '98.  "We're  well  ahead  of  the  ] 
terms  of  locking  people  in  and 
many  of  the  really  good  people  \\ 
last  time  ranning,"  says  Daniel  Si 
strategist  with  the  Democratic  C<l 
sional  Campaign  Committee  (dcc 
Besides  Spottswood,  House 
roster  of  promising  challengers  ii 
■  Shelley  Berkley,  a  vice-presk 
the  Sands  Hotel  Casino  in  Las 
and  a  member  of  Nevada's  Unive 


TIRELESS:  Gephardt  is  looking  for  a  few  good  candidates 


A snowstorm  was  pounding  Milwau- 
kee on  Apr.  12  as  House  Minority 
Leader  Richard  A.  Gephardt's 
plane  touched  down.  Undaunted, 
the  Missouri  Democrat  hopped  into  Ly- 
dia  C.  Spottswood's  Jeep  Cherokee  and 
launched  into  his  pitch.  During  the  ride 
downtown,  Gephardt  urged  Spottswood 
to  run  for  the  House  seat  she  had  nar- 
rowly lost  to  Republican  Mark  W.  Neu- 
mann five  months  before.  "He  empha- 
sized the  importance  of  getting  in  the 
race  early,  and  he  was  very  support- 
ive," says  Spottswood,  president  of  a 
Wisconsin  health  education  program. 
Now,  she's  leaning  toward  another  bid. 

For  Democrats,  it's  Mission:  Impossi- 
ble: winning  back  control  of  the  House  in 
1998.  Or  is  it?  The  party  of  a  sitting 
President  hasn't  gained  House  seats  in  a 
midterm  election  since  1934.  But  if  the 
Dems  break  that  jinx  and  pick  up  10, 
the  stalled  Republican  Revolution  led  by 
House  Speaker  Newt  Gingrich  (R-Ga.) 
could  collapse.  For  Gephardt,  there's 
added  incentive:  Chits  gained  from  help- 
ing fellow  Dems  could  boost  his  chances 
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Government 


Community  College  System  Board  of 
Regents.  Berkley,  a  past  state  legislator 
active  in  medical  and  Jewish  groups,  is 
running  for  the  seat  now  held  by  Rep- 
resentative John  Ensign  (R-Nev). 

■  Baron  Hill,  a  Merrill  Lynch  &  Co. 
exec  and  ex-college  basketball  star  who 
nearly  defeated  Indiana  Republican  Dan 
Coats  in  a  1990  Senate  bid.  He's  weigh- 
ing a  run  for  the  seat  of  retiring  Rep- 
resentative Lee  Hamilton  (D-Ind.). 

■  Steve  Owens,  an  Arizona  lawyer  and 
former  Gore  aide.  Owens  lost  a  '96  race 


MISSION:  IMPOSSIBLE? 

Democrats  are  making  an  aggressive 
uphill  bid  to  win  back  the  House  of 
Representatives  in  1998.  Here's  how: 

EARLY  ACTION  Convinced  that  candidates 
who  campaign  the  longest  are  likeliest  to 
win,  House  Minority  Leader  Dick  Gephardt 
hit  the  recruitment  trail  right  after  the 
November  elections.  He  has  already  visited 
20  states  to  recruit  Democratic  contenders. 

IF  AT  FIRST  YOU  DONT  SUCCEED  Demo 
cratic  leaders  are  wooing  the  large  crop  of 
Democrats  who  lost  close  House  races  in 
'96.  The  GOP  took  26  seats  with  51%  of 
the  vote  or  less  last  November. 

SHOW  ME  THE  MONEY  The  Democratic 
Congressional  Campaign  Committee's  coffers 
are  surprisingly  full.  And  its  calendar  is 
chock-a-block  with  fund-raisers,  such  as  a 
baseball  bash  at  Chicago's  Wrigley  Field. 

DODGE  DONORGATE  Congressional  Demo- 
crats are  talking  up  campaign-finance  reform 
and  distancing  themselves  from  the  White 
House  on  issues  such  as  the  budget  and  trade. 


to  gop  incumbent  J.  D.  Hayworth  by 
less  than  one  percentage  point. 
m  Mike  Thompson,  a  popular  California 
state  senator  and  former  vintner,  who 
has  considerable  <;<>p  support.  Thompson, 
who  declined  Democratic  entreaties  to 
run  in  1996,  will  try  to  unseat  Repre- 
sentative Frank  Riggs  (R-Calif.). 

House  Democratic  contenders  will  be 
flush  with  cash.  Aided  by  Gephardt's 
peripatetic  fund-raising  efforts,  the  dccc 
raked  in  nearly  $2  million  in  the  first 
quarter  of  1997,  $685,000  more  than  it 
took  in  during  the  same  period  in  1995. 
House  members  are  pitching  in,  too. 
They'll  host  a  slew  of  events  such  as 
an  Apr.  7  luncheon  organized  by  the 
party's  six  Minnesota  Representatives. 
The  dccc's  take:  $55,000. 

Democratic  coffers  are  also  getting 
indirect  help  from  the  party's  unpopular 
nemesis,  Newt  Gingrich.  According  to  a 


dccc  memo,  donations  shot  up  S 
from  the  previous  week  during 
grich's  well-publicized  trip  to  Ci 
"Democrats  see  Gingrich  on  TV  anc 
'Where's  that  envelope?'  and  send 
check,"  laughs  Representative  M; 
Frost  (D-Tex.),  the  dccc  chairman 
Frost's  campaign  committee  air 
has  nine  operatives  scattered  acrosi 
country  identifying  candidates  am 
sisting  them  with  fund-raising  and 
munications.  In  Washington,  Gepl 
gets  recruiting  help  from  a  team  le 
Representative  Steny  H.  E 
(D-Md.)  and  composed  of  r 
bers  with  ties  to  key  D 
cratic  factions. 
TOUGH  SLOG.  As  he  beats 
bushes  for  candidates, 
hardt  is  also  staking  out  fa! 
and  worker-friendly  issue 
Democrats  to  run  on  in 
It's  an  agenda  with  stron:; 
peal  to  middle-class  voters 
to  labor,  a  bedrock  constitu 
Next  up:  proposals  to  pn| 
health  care  for  America 
million  uninsured  children 
tax  breaks  for  companies! 
offer-  broader-  profrt-sharin!: 
stock  option  plans. 

In  the  process,  Gephar. 
distancing  House  Demo; 
from  the  White  House.  H!j 
posed  fiddling  with  the  II 
sumer  price  index,  cooling  1 
ton's  support  for  cpi  rer 
And  he  has  blasted  its  sH 
gies  for  expanding  the  In 
America  Free  Trade  Agre<« 
and  allowing  China  intct 
Wor  ld  Trade  Organization,  e 
beating  up  on  the  Federal 
serve  for  interest-rate  hik. 
The  White  House  is  inclined  ; 
tolerant,  so  long  as  Gephardt  d<s 
slam  Clinton  too  hard.  "We  cut  hirr. 
of  flexibility  when  it  comes  to  man?] 
the  complex  politics  of  the  Demoa 
caucus,"  says  a  top  White  House  sB 
Will  the  Dems'  nonstop  recmitina 
policy  freelancing  pay  off?  It's  a 
slog.  "They're  swimming  against 
tide  of  history,"  says  University  o,V 
ginia  political  scientist  Larry  J.  S:ia' 
But  some  analysts  think  the  Dermr* 
have  a  fighting  chance  of  at  least  pki 
up  some  seats.  "The  House  is  [e 
much  in  play  because  the  Repute 
majority  is  so  thin  and  many  Repuic 
seats  were  narrowly  won,"  says  Si 
E.  Schier,  head  of  the  political  si 
department  at  Carleton  College,  'm 
why  Gephardt  will  be  logging  fre<« 
flier  miles  for  months  to  come. 

By  Amy  Borrus  in  Washi 


Long-Term 


JJTOM ATI NG  Montgomery's  sales  operations  is  one  of  the 

MOST  IMPORTANT  BUSINESS  DECISIONS  THA  I  WE  HAVE  MADE  IN  TWENTY  YEARS." 
Since  1990,  Montgomery  Securities  has  grown  explosively.  Revenues  increased  from  $104  million  in  1990  to 

•NTGOMERY  SECURITIES 

Ike  Power  of 'Growth  more  than  ^QQ  m^Qn  ,est  iggty  ana  staff  quadrupled.  To  continue  this  growth  and  maintain  Montgomery's 

exceptional  customer  satisfaction,  Thorn  Weisel  partnered  with  Siebel  Systems.  With  Siebel  Sales  Enterprise,"  Montgomery 
professionals  quickly  identify  and  analyze  new  opportunities,  slash  the  sales  cycle,  and  increase  value  to  their  clients. 
And  management  effectively  allocates  precious  sales  resources  to  maintain  Montgomery's  leadership  in  the  booming 
capital  markets.  With  Siebel,  Montgomery  is  ready  for  the  next  century.  To  learn  how  Siebel  Systems  can  prepare  your 
organization  for  the  future,  call  1-800-720-3115,  ext.  1111  or  visit  Siebel  at  www.siebel.com. 

^^^^^  Sales  Information  Systems 

•7  Siebel  Systems,  Incorporated.  Siebel  and  Siebel  Sales  Enterprise  are  trademarks  of  Siebel  Systems.  Incorporated  and  may  be  registered  in  certain  jurisdictions.  Montgomery  Secunties-The  Power  of  Growth  is  a  trademark  of  Montgomery  Securities. 


People 


The  $3.2  billion  Corporate 
Express  is  run  byJirka 
Rysavy,  who  lives  in  a  shed 
in  the  Rockies  near  Boulder 


Jirka  Rysavy,  ceo  of  Corporate  Ex- 
press inc.,  doesn't  waste  time  wor- 
rying. On  Mar.  5,  the  day  his  com- 
pany's stock  price  plummeted  47%, 
he  calmly  wrapped  up  his  day  and  as 
he  does  each  evening,  drove  his  Jeep 
up  a  winding  road  to  his  mountain  hide- 
away for  a  few  hours  of  meditation  and 
reflection  before  turning  in  for  a  full 
night's  sleep.  "To  panic  in  a  crisis  is  the 
worst  thing  you  can  do,"  he  explains. 
"When  I  go  to  sleep,  I  just  go  to  sleep. 

Rysavy  (his  name  is  pronounced 
YER-ka  RIS-a-vee)  is  hardly  your  typ- 
ical ceo.  A  master  dealmaker,  he  built 
Corporate  Express,  an  office  products 
and  services  empire  with  revenues  ot 
$3  2  billion,  in  a  decade.  Yet  he  lives  a 
solitary  and  ascetic  life,  meditating  up  to 
eight  hours  a  day  and  communing  with 
wild  bears.  All  of  which  makes  this 
Chechoslovakian  emigre's  rise  to  riches 
in  the  hip  and  affluent  enclave  of  Boul- 
der Colo.,  a  perfect  post-cold-war,  New 
Age  rendition  of  the  American  Dream. 

Flat  broke  a  dozen  years  ago,  Rysavy 
saw  the  value  of  his  Corporate  Express 
holdings  soar  to  well  over  $100  million 


last  year,  and  today  his  3.9%  stake  is 
worth  some  $49  million.  The  company, 
based  in  nearby  Broomfield,  is  the 
world's  largest  direct-to-business  office- 
supply  company,  with  23,000  employees 
and  10,000  trucks  delivering  desks,  pen- 
cils and  coffee  beans  to  clients  around 
the'  globe,  including  Hewlett-Packard, 
Sun  Microsystems,  and 
Exxon.  By  outsourcing 
its     stockrooms  to 
Corporate  Express, 
Rysavy  says,  a  big 
company  can  cut  pro- 
curement costs  from 
an  average  of  $160  to 
$50   per   order  and 
save  $20  million  to 
$200  million  a  year. 

But  torrid  growth 
has  exposed  a  few 
cracks  in  Corporate 
Express'  foundation. 
The  stock  plunge  came 
after  the  company  an- 
nounced that  earnings 
for  the  year  ended 
Mar.  1  would  come  in 
at  430  to  45?  rather 
than  the  expected  50<2 
a  share.  After  a  year 
in  which  the  company 
has  worked  to  digest 
more  than  100  acqui- 
sitions—a promotional 
products  company,  re- 


RYSAVY:  He  says 
meditates  for  up 
eight  hours  a  day 

gional  stationers, 
cleaning  and  defr 
services — other  i 
try  players  and  i 
investors  wonde 
Rysavy  has  lost 
touch.  "He's  bu 
everything  in  si 
says  Rudolf  A.  H 
ceo  of  bt  Office 
ucts  International 
in  Buffalo  Gro 
a  major  rival, 
a  risky  propositio 
NO  GOLF.  Rysav 
sists  Corporate 
press  will  steam 
with  40%  net  ea 
growth  for  1997 
the  year  ended  M 
net  income  rose 
to   $58  million, 
Rysavy  still  has  v 
to  do.  Operating  it- 
gins   before  mei 
.  charges  dipped  fa 
4%  to  3.8%,  pushed  down  by  losseii 
both  the  company's  newly  acquired* 
livery  services  and  expansion  overs* 
As  his  fortunes  rise  and  fall,  mi 
while  Rysavy  carefully  guards  his ' 
vate  life.  You  won't  find  the  bear* 
rail-thin  Rysavy  hanging  out  at; 
country  club  or  attending  society 
ners.  "I  never  t( 

NEW-AGE  CAPITALIST  ^t&i 

BORN  ^Czechoslovakia  ^In^eadJ 

EDUCATION  Technical  Uni-  ment  in  the  two-r 
versity  of  Prague;  MA,  engi-  mountain  shed  w' 
neering,  1983  _    _    he  lives  alone  wit 


nmning  water  on 
acres  of  high-moui 
meadow  and  fo 
With  no  TV  or  con 
er  to  distract  hin 
stays  up  late  res 
and  pondering, 
warm  weather, 


BUSINESSES  STARTED 

•Traders  of  the  Lost  Art 
(Third  World  crafts) 
•Transecon  (environmental 
products,  recycling) 
•Crystal  Market  (health  food) 
•Corporate  Express  (office 

supplies  and  distribution)   sleeps  outside,  n< 

INTERESTS  ¥unning7med^     £«»  <*f  ^ 
tatlon,  rock  V  roll  dancing  _  _  bear 
PHILANTHROPY  Supports         morning,  he  awal 
groups  promoting  spiritual         a  strict  routir 
consciousness  and  environ-        meditation  and 
mental  causes,   tamn  meakj 

AIMS  "Contribute  to  society,  training,  Rysav 
contribute  to  consciousness,       vestigates  and 

times  finances  c 


and  return  to  shareholders" 
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Server  downtime  can  cause  night- 
mares. That's  why  DIGITAL'S  full  line 
of  Windows  NT®  Alpha  and  Intel®  servers 
has  been  designed  for  maximum  avail- 
ability and  reliability.  For  example, 
DIGITAL  Clusters  for  Windows  NT  with 
automatic  failover  now  also  assures  IP  failover,  so  your 
web  server  will  always  be  work- 
ing for  you.  What's  more,  our  servers 
come  with  DIGITAL  ServerWORKS, 
the  management  tool  that  actu- 
ally has  Windows  NT  support  built 
right  in.  And  with  the  best  per- 
formance benchmarks  on  Lotus® 
Notes*  you  have  the  headroom  to  run  programs  like 
Notes  at  full  capacity.  Add  seamless  interoperabil- 
ity, exceptional  scalability,  plus 
superior  service  and  support,  and 
Whatever  it  takes       you'll  see  why  DIGITAL  servers 
are  the  dream  choice.  For  your  nearest  reseller,  call 
1  -800-DIGITAL  or  visit  ww w. wi n dows.digital.com. 

•Benchmarks  for  Prions  and  Alpha  servers  as  of  3/21/97  for  concurrent  users  tor  Mail  Only  Workload  NotesBench 
results  for  DIGITAL  Prions  ZX  6200  MP/2  with  two  200MH2  processors  running  Lotus  Notes  release  4  1 1A  server 
and  Windows  NT  3.51  of  2100  concurrent  mail  users  and  tor  DIGITAL  AlphaServer  4100  5/466  with  two  400MHz 
processors  running  Lotus  Notes  4  5  tor  Windows  NT  4  0  of  3100  concurrent  mail  users  ©  Digital  Equipment 
Corporation,  1997  DIGITAL,  the  DIGITAL  logo.  ServerWORKS,  Prions.  AlphaServer  and  Alpha  are  trademarks, 
and  Whatever  it  takes  is  a  service  mark  of  the  Digital  Equipment  Corporation  Windows  NT  is  a  registered  trade- 
mark of  Microsoft  in  the  U  S  and  other  countries  Intel  is  a  registered  trademark  of  the  Intel  Corporation  Lotus  is  a 
U.S.  registered  trademark  ot  Lotus  Development  Corporation 
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metaphysical  and  scientific  groups.  He 
recently  gave  "several  million"  to 
Flower  of  Life,  an  Arizona  meditation 
group.  For  a  time  he  helped  fund  a 
group  studying  Kabbalah,  the  mystical 
Jewish  tradition,  and  a  group  that  pur- 
ports to  investigate  geometric  architec- 
tural features  built  by  other  civiliza- 
tions on  the  moon  and  planets.  "I  help  a 
lot  of  people,"  he  says,  adding:  "I  plan 
to  donate  most  of  my  money." 

His  spiritual  pursuits  also  include  ex- 
periments with  Kirlian 
photography,  which  os- 
tensibly records  human 
auras.  These  days,  how- 
ever, Rysavy  may  need  to  focus  less  on 
his  aura  and  more  on  Corporate  Ex- 
press' numbers.  The  earnings  shortfall 
led  many  momentum  investors  to  flee. 
From  a  split-adjusted  high  of  about  30 
last  June,  the  stock  has  fallen  to  around 
9.  "We  just  got  rid  of  it,"  says  an  insti- 
tutional investor  who  liquidated  nearly 
2%  of  the  company's  shares. 

Critics  say  Corporate  Express  moved 
into  areas  its  management  doesn't  un- 
derstand. In  the  past  two  years,  it  spent 
$680  million  on  same-day  delivery  busi- 
nesses, including  the  nation's  two 
largest,  U.  S.  Delivery  Systems  Inc.  and 


United  TransNet.  Rysavy  concedes  that 
they  have  proved  difficult  to  integrate: 
"We  knew  they  would  be  trouble,  we 
just  didn't  know  how  much  trouble." 

Rysavy  insists  he  can  fix  the  deliveiy 
businesses,  and  he  says  his  core  distri- 
bution business  is  thriving.  Customers 
confirm  the  savings.  At  Saturn's  Spring 
Hill  (Tenn.)  manufacturing  plant,  Cor- 
porate Express  supplies  everything  from 
desks  to  pesticides  for  the  lawn.  David 
Kummer,  director  of  purchasing,  says 


pire-building  would  be  the  envy  oil 
Harvard  B-school  graduate.  Thaj 
the  work  of  a  man  who  grew  up 
a  communist  regime,  then  wandered 
globe  untD  he  was  30  before  hiring 
a  print  shop  for  $3.35  an  hour,  m&h 
all  the  more  remarkable. 

Growing  up,  Rysavy  excelled  in  9 
and  track.  As  a  high  hurdler  foii 
Czech  national  track  team,  he  enjj 
the  rare  privilege  of  traveling  td 
West.  A  1974  injury  ended  his  OlySj 


Corporate  Express'  stock  price,  and  Rys;v 


Saturn  easily  saves  as  much  as  $150 
per  order.  The  savings  come  from  elim- 
inating procurement  jobs  and  storeroom 
rent  and  from  slimming  down  and 
speeding  up  purchasing. 

As  for  the  dramatic  plunge  in  his  net 
worth,  Rysavy  appears  unfazed.  "What 
do  I  care?  It  has  no  impact  on  opera- 
tions," he  says  over  vegetables  and  rice 
at  his  favorite  Indian  restaurant.  "But 
even  if  I  lost  it  all,"  he  adds,  "I  started 
with  nothing.  Look,  it's  not  as  if  I  have 
this  deep  belief  in  office  products." 

Indeed,  Ms  deepest  belief  seems  to  be 
in  his  own  abilities.  Certainly,  his  em- 


dreams  and  profoundly  altered  his 
In  physical  therapy,  he  learned  a 
of  meditation  called  relaxation-ac 
tion  training.  "We  were  supposed 
it  twice  a  week,"  Rysavy  says.  "I  < 
for  hours  every  day.  It  was  better 
drugs,  better  than  sex.  And  I  was 

Using  his  track  connections  tc 
extended  exit  visas,  he  took  off  t# 
the  world.  With  a  backpack  ajfi 
bedroll,  he  circled  the  globe  twice,  1 
hiking  through  40  countries,  pickirjfl 
odd  jobs  and  sleeping  in  public  pa& 

His  years-long  odyssey,  intern 
by  stints  in  Prague  studying  engija 
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•nded  in  1984  in  Boulder.  He  was 
lg  through  after  visiting  New  Mex- 
ld  Arkansas,  where  he  had  been 
ecting  for  crystals.  Recalls  Rysavy: 
it  took  my  pack  out  of  my  friend's 
p  and  said,  'I'm  staying.'"  Then, 
ei^s  Pearl  Street  Mall  was  a  coun- 
ture  haven,  and  Rysavy  fit  right 
ut  he  was  no  slacker.  In  six 
hs,  he  saved  $600  and  started 
econ  (short  for  Transformational 
imy)  to  distribute  environmental 
cts.  He  began  devouring  financial 
filing  articles  in  cereal  boxes.  "I 
wanted  to  be  a  businessman  until 


focusing  on  big  corporate  clients.  In  a 
year,  he  expanded  sales  eightfold,  to  $2 
million,  and  turned  a  healthy  profit.  He 
had  found  his  mission.  One  day,  he  sat 
his  11  employees  down  on  the  floor  and 
delivered  a  sermon  on  becoming  "the 
IBM  of  office-supply  companies,"  recalls 
former  employee  Beth  Byerlein,  adding: 
"His  brilliance  was  penetrating." 

To  ramp  up  quickly,  in  1988  Rysavy 
persuaded  First  Interstate  Bank  to  fi- 
nance most  of  the  $7.8  million  purchase 
of  a  money-losing  stationery  division  of 
Denver-based  nbi.  He  put  up  $300,000 
from  his  health-food  venture.  He  later  fi- 


hired  Robert  King,  a  Texas  beauty-sup- 
ply and  pharmaceutical  distributor,  -to 
head  operations.  "He  seemed  a  bit  off- 
beat," King  concedes.  "But  Jirka  is  very 
disciplined  and  focused.  Most  founders 
could  not  do  what  he  did — totally  turn 
over  day-to-day  operations  to  me." 

By  the  time  Corporate  Express  went 
public  in  1994,  it  had  reached  $621  mil- 
lion in  sales.  Revenues  leapt  to  $1.9  bil- 
lion in  1995  and  reached  $3.2  billion  for 
the  fiscal  year  ended  Mar.  1. 

Rysavy  figures  he  has  lots  more 
growth  ahead,  since  he  has  just  begun 
to  tap  into  a  fragmented  $400  billion 


/orth  along  with  it,  have  plunged  dramatically 


here,"  he  says.  "In  Czechoslovakia, 
s  considered  illegal  enrichment." 
savy  found  he  was  a  natural 
ler-dealer.  With  a  partner,  he 
id  a  shop  called  Traders  of  the 
Art  to  sell  crafts  from  the  Third 
.  He  sank  $30,000  from  Transecon 
.  health-food  store  called  Ciystal 
it.  Then  he  crossed  Pearl  Street 
ffered  to  buy  a  money-losing  sta- 
y  store.  He  paid  $100  in  cash  and 
ted  the  owner's  $15,000  in  debts, 
savy  decided  he  could  make  the 
?ss  profitable  by  closing  down  the 
and  small-business  accounts  and 


nessed  similar  deals  in  Seattle  and  San 
Jose,  Calif.,  then  Boston,  Los  Angeles, 
and  Miami.  In  each  city,  he  quickly  shut- 
tered poorly  managed  retail  operations 
and  focused  on  corporate  clients. 

To  link  his  growing  network,  he 
brought  to  the  U.  S.  a  boyhood  pal, 
Pavel  Bouska,  who  had  become  a  soft- 
ware engineer  in  Germany.  The  two  de- 
vised a  catalog  of  5,000  items,  instead  of 
the  25,000  most  suppliers  offer.  By  buy- 
ing fewer  items  and  buying  in  bulk,  they 
could  hammer  down  prices.  Bouska  cre- 
ated a  software  system  that  imposed 
tight  inventory  controls.  In  1993,  Rysavy 


global  market.  Despite  the  troubles  with 
his  delivery  services,  he  is  pushing  into 
more  new  areas.  Last  year,  the  company 
acquired  a  software-distribution  compa- 
ny, asap  Software  Express  Inc.,  and  it's 
expanding  aggressively  abroad.  Wall 
Street,  which  Rysavy  claims  "doesn't 
understand  what  we  do,"  already  has  a 
bad  case  of  the  jitters.  But  he's  unde- 
terred. "I'm  not  doing  this  for  the  mon- 
ey," Rysavy  says.  That,  no  doubt,  could 
be  unnerving  news  for  Corporate  Ex- 
press investors.  Perhaps  they,  too, 
should  take  up  meditation. 

By  Eric  Schine  in  Broomfield,  Colo. 
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SALOMON  STEPS 
INTO  THE  DAYLIGHT 

It's  a  player  again-and  aims  to  go  it  alone.  But  can  it  handle  a  market  downturn? 
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alomon  Brothers  Inc.  Chairman 
^Deryck  C.  Maughan  is  back 

from  the  heart  of  darkness.  Be- 
|  set  by  managerial  turmoil  in 

1995,  he  was  barricaded  in  his 
ttan  office  night  and  day  for 
j,  black  circles  under  his  eyes, 
nt  to  take  time  out  even  for  a 
,.  His  managing  directors  were 
ng  to  rival  firms  or  dividing  into 
factions.  These  days,  in  the  hal- 
radition  of  Wall  Street's  edgiest 
e  arrives  at  work 
to  bite  the  ass  off  a 
is  predecessor  John 
freund  liked  to  say. 
m  says  he  has  won 
lty  struggle  for  the 
the  place." 
sd,  Maughan  is  well 

way  to  making  a 
ilomon — manageri- 
lturally,  and  finan- 
^nd  he  is  making  a 
ic  strategic  bet  that 
larply  against  Wall 
s  current  conven- 

wisdom.  Noting 
hoe  Morgan  Stan- 
rging  with  retail- 
an  Witter  Reynolds,  and  Bankers 
>uying  out  Alex.  Brown  &  Sons, 
5  he  wants  none  of  it.  Merging 
n  with  a  retail  firm  would  put  it 
me  Salomon  would  surely  lose, 
ilient  49-year-old  Brit  explains: 

not  going  to  be  panicked  into 
lg  we  need  a  retail  arm.  If  we 
dance  with  the  ele- 
ig  phants,  we're  going  to 

MT:       get  stomped." 
i  Boss  Robert  E.  Den- 

eated)  ham,  51,  who  heads  par- 
~  ent  Salomon  Inc.,  sees 
ame  way:  'We  really  have  no  re- 
l't  intend  to,  and  we  don't  view 
a  problem  that  needs  fixing."  The 

banking  on  a  three-year  alliance 
delity  Investments  announced  in 
r  to  provide  the  retail  distribu- 
y  need  to  win  underwriting  deals 

the  cost  and  culture  clash  of  op- 

their  own  retail  brokerage, 
ton."  Instead  of  the  McDonald's 
ice,  Solly  aims  to  become  the 
jasons,  serving  prime  fare  to  the 
ional  market — namely,  a  select 
f  pension  funds  and  corporations. 
;he  proceeds  of  its  hugely  prof- 
)roprietary  trading  group,  it  is 
ig  heavily  to  expand  its  equity 
bt  underwriting  and  mergers- 
uisitions  businesses  globally.  Den- 


ham  and  Maughan's  goal:  maintenance  of 
a  15%  average  return  on  equity,  less 
reliance  on  volatile  trading  profits,  and, 
ultimately,  a  much  higher  stock  market 
valuation.  They  want  to  transform  a 
transaction  shop  known  mainly  for  its 
bond-trading  acumen  into  a  top-tier  in- 
vestment bank. 

Their  strategy  is  certainly  nothing 
new:  Salomon  has  been  trying  for  years 
to  become  a  global  institutional  invest- 
ment bank,  with  only  mixed  success. 
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Nevertheless,  its  recent  recovery  is  fos- 
tering a  new,  more  favorable  appraisal 
of  Denham  and  Maughan.  The  firm  has 
rebuilt  its  tattered  institutional  equity 
department.  It  has  gone  to  No.  5  from 
No.  13  in  a  customer  survey  of  research- 
analyst  quality  since  1992,  and  to  No.  5 
from  No.  12  in  equity  underwriting,  ac- 
cording to  Securities  Data  Corp.  In  m&a, 
it  has  gone  to  No.  7  in  1996  from  No.  5 
in  1995.  In  the  bond  business,  Salomon 
is  No.  1  in  secondary  trading  volume 
and  has  moved  up  to  No.  2  from  No.  6 
in  corporate  debt  underwriting. 

Salomon's  results  still  swing  wildly, 
thanks  to  house  accounts  trading  (page 
122).  But  client  businesses  have  started 
to  smooth  out  the  numbers.  While  first- 
quarter  profits  were  down  44%  from  a 
year  ago,  to  $173  million,  because  pro- 
prietary trading  profits  slumped,  invest- 
ment banking  and  equity  revenues  were 
up  89%.  "Salomon  is  on  a  roll,"  says  an- 
alyst Michael  A.  Flanagan  of  Financial 
Service  Analytics  in  Philadelphia. 

Ironically,  Maughan's  success  may 
make  the  firm  more  attractive  to  suit- 
ors. After  going  nowhere  for  years,  the 
stock  has  jumped  in  recent  months  on 
takeover  talk.  "The  majority  of  the  gain 
was  the  halo  effect  from  the  Morgan- 
Dean  Witter  deal,"  says  Gregory  Jack- 
son of  the  Yacktman  Fund,  a  Solly  in- 
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vestor.  On  Apr.  1,  unconfirmed  rumors 
that  Deutsche  Bank  was  in  talks  to  buy 
the  firm  boosted  the  stock  $4  per  share. 

Maughan  and  Denham  have  many 
naysayers.  Some  say  Salomon  won't  be 
able  to  raise  its  return  on  equity — or  its 
p-e — unless  it  expands  into  retail  financial 
markets  or  asset  management,  business- 
es with  higher  returns.  "The  name  of 
the  game  is  increasing  shareholder  value. 
I  don't  see  how  their  strategy  does  that," 
says  one  rival.  Nor  is  it  clear  that  Sa- 
lomon can  sustain  the  huge 
expense  of  expanding  glob- 
ally in  highly  competitive 
businesses  when  the  mar- 
kets turn  down,  as  they  in- 
evitably will. 

Others  believe  Salomon 
would  be  better  off  concen- 
trating on  its  most  prof- 
itable business:  proprietary 
trading  of  interest-rate 
products.  As  one  ex-Sa- 
lomon exec  puts  it:  "Why 
pay  $1  billion  of  overhead 
to  generate  $50  million  of 
earnings  [from  client  busi- 
nesses] when  you  could  do 
$400  million  or  $500  million 
in  earnings  from  proprietary?" 

It's  not  that  simple,  say  Denham  and 
Maughan.  Salomon's  proprietary  trad- 
ing exposure  is  at  an  optimal  size,  and 
throwing  money  at  it  would  bring  on 
too  much  risk.  The  better  growth 
prospects  are  in  customer  businesses, 
where  they  hope  to  grab  market  share. 
Contrary  to  what  critics  say,  Salomon 
might  benefit  from  a  Wall  Street  down- 
turn, since  proprietary  trading,  if  han- 
dled adroitly,  should  hold  up  and  con- 
tinue to  fund  growth.  "We  might  well  be 
able  to  stick  with  our  plan  longer  than 
any  other  competitor,"  says  Denham. 

Most  of  Salomon's  detractors  would 
agree  that  Denham  and  Maughan  have 
come  a  long  way.  They  were  vilified  in 
1994  when  they  tied  compensation  to 
the  firm's  overall  results  rather  than  to 
individual  performances.  Tough  fixed-in- 
come markets  and  poor  risk-manage- 
ment results  led  to  a  $660  million  loss  in 
1994.  For  billionaire  Warren  E.  Buffett, 
the  18.5%  owner  of  Salomon  who  had 
installed  them,  a  $1  billion  investment 
was  at  risk.  Internal  strife  forced  them 
to  scrap  their  pay  scheme  after  six 
months.  Today's  compensation  plan  re- 
turns to  fabulous  individual  payouts — 
proprietary-trading  boss  Shigeru  Myojin 
made  $31.5  million  in  '96.  "Our  top  peo- 
ple are  better  paid  today  than  under 
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Denham  and  Maughan  are  attempting  to  transform  a  shop 
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the  previous  regime,"  says  Maughan. 
But  he  says  that  it  is  fairer  because 
mediocre  performers  don't  get  as  much. 
Salomon  Brothers'  ratio  of  compensa- 
tion to  expenses  was  58%  in  1996,  com- 
pared with  73%  at  Lehman  Brothers 
and  65%  at  Morgan  Stanley. 
BIG  MO.  Much  of  Denham  and 
Maughan's  momentum  dates  from  a  lit- 
tle-noticed management  coup.  In  spring, 
1995,  as  the  firm's  turmoil  reached  a 
peak,  Maughan  cut  its 
operating  committee 
from  an  unwieldy  dozen 
to  five.  The  aim:  end 
years  of  nasty  infighting 
and  de-balkanize  the  firm 
by  making  top  brass  ac- 
countable for  overall  per- 
formance. Maughan's  crit- 
ics say  the  move  shows 
he  can't  manage  strong- 
willed  leaders  of  the  type 
who  made  Salomon  great 
in  the  1980s.  Still,  morale 
has  improved  dramatical- 
ly since  the  change,  and 
the  territoriality  that  has 
always  characterized  Sa- 
lomon's management  ap- 
pears to  have  given  way 
to  a  group  consensus. 

Nowhere  has  Maugh- 
an's approach  brought 
greater  change  than  in 
equities,  where  head- 
count  has  more  than 
doubled,  to  1,100,  in  five 
years.  The  chief  builder: 


BUFFETT  WATCH 


slice  of  all  its  stock  offerings,  as  well  as 
access  to  research,  in  exchange  for  dis- 
tribution. When  Salomon  took  San  An- 
tonio-based ilex  Oncology  public  in  late 
February,  Fidelity  culled  its  massive 
database  for  8,000  likely  targets  for  the 
$30  million  deal.  It  pinpointed  buyers, 
including  wealthy  Texans  and  doctors. 
ilex  emerged  with  a  20%-plus  retail 
shareholder  base,  besting  the  15%  typi- 
cal of  biotech  initial  public  offerings. 


directors  since  the  beginning  of; 

The  mood  is  more  defensive  iij 
lomon's  core  bond-tradmg  business,!! 
ly  because  of  the  wary  instincts 
new  leader,  Thomas  G.  Maheras.  Ju 
the  onetime  Chicago  Mercantile] 
change  runner  has  been  temper 
two  major  firestorms.  After  bee? 
senior  trader  on  the  high-yield  dt£ 
1989,  he  won  kudos  for  his  perforin 
in  volatile  markets.  And  when  the  it 
gage-backed  secijt 
desk  got  caught  lonij 
a  huge  inventory  1 

DEALMAKER  AND  I 
BOND  BOSS:  Mest 
and  Maheras  ( seai 


The  Oracle  of  Omaha  is 
mum,  but  his  gradual  withdrawal  from  Salomon 
indicates  he  sees  higher  returns  elsewhere 


Rodney  B.  Berens,  a  veteran  manager 
recruited  in  1992  from  Morgan  Stanley 
&  Co.  at  a  time  when  Salomon's  main 
U.  S.  equity  business  was  trading  for 
its  own  book.  Berens  helped  reel  in 
deals  such  as  last  year's  $1.2  billion 
stock  offering  for  MFS  Communications 
Co.  and  restored  Salomon's  research 
team.  More  than  half  of  Berens'  hires 
have  been  in  Europe,  Latin  America, 
and  East  Asia.  While  global  diversifi- 
cation is  pricey,  Berens  says  it's  his  best 
insulation  against  a  U.  S.  bear  market. 
"If  TLS.  volumes  are  down  but  Japan 
and  Europe  are  good,  you're  all  right," 
he  says.  For  now,  though,  U.  S.  profits 
are  subsidizing  growth  overseas. 

Berens  is  bullish  on  the  Fidelity  deal. 
Salomon  promises  the  fund  giant  a  10% 


In  building  up  investment  banking, 
veteran  telecommunications  dealmaker 
Eduardo  G.  Mestre  is  going  head-to- 
head  with  Goldman  Sachs,  Merrill 
Lynch,  and  Morgan  Stanley,  making 
progress  difficult.  Yet  Salomon  is  known 
for  its  strong  franchises  in  telecommu- 
nications, financial  services,  media,  and 
natural  resources.  Mestre,  a  Harvard 
Law  School  grad  who  bills  himself  as  a 
"player-coach,"  also  extols  Solly's  quan- 
titative bent  toward  financial  models 
over  flashy  presentations.  But  the  divi- 
sion is  weak  in  other  key  industries 
such  as  technology  and  health  care,  and 
it  suffers  from  relatively  small  scale. 
Like  Berens,  Mestre  has  expanded 
headcount  to  1,100,  up  38%,  in  the  past 
five  years,  including  23  new  managing 


bond  market  crasld 
early  1994,  Maherai 
tapped  to  unwin 
mess.  His  versatilj 
moving  from  credia 
oriented  junk  to  m;^ 
tense  mortgage  aij 
contributed  to  his 
sion,  in  spite  of  his| 
and  inexperience 
ing  government  sec 
Since  taking  o\ 
Jan.  1,  Maheras 
tended  a  push  intd 
underwriting,  whej 
ly  had  lapsed  asf 
cused  on  trading, 
spreads  are  lean 
heras  figures  thd 
needs  to  be  amoJ 
top  three  in  new  issues  to  keep 
profile  among  corporate  decisioiS 
ers.  After  a  few  benign  years  for  bt, 
Maheras  expects  U.  S.  Federal  R<en 
tightening  and  European  moijta 
union  to  bring  volatility,  so  he's  sM 
enforcing  risk  parameters  and  kp 
exit  strategies  up  to  the  minut(  h 
adding  50  staffers  in  loan  syndiciioj 
Japanese  government  bonds,  anot 
growth  areas. 

STABILITY.  Maheras'  duties  cod  a 
pand.  As  head  of  Salomon's  bigge.<  to 
ness,  he  is  Maughan's  most  like  si 
cessor   from   within.   But  no 
counting  Maughan  out.  In  fact,  n 
say  Maughan  has  entrenched  In 
by  nurturing  a  fuzzy-cheeked  set-e] 
omized  by  Maheras — who  wil  I 
years  of  seasoning  to  vie  for  tf  ft 
job.  Maheras  predicts  Maughan  ili 
around  for  a  long  time  becausi"l 
just  starting  to  have  fun." 

Indeed,  Salomon  looks  surprin 
stable  at  the  top  these  days,  consH 
its  dire  condition  three  years  ag<  fl 
ham,  tarred  as  a  do-nothing  dill 


120  BUSINESS  WEEK  /  MAY  5,  1997 


Robotics 


EX  END 


reach 

so  you  always  have  your  most  important  information. 


You  have  a  need —  to  update,  to  enter,  to  access  your 
information,  and  all  away  from  your  PC.  The  new  PalmPilot" 
connected  organizer  is  how  you  do  it.  PalmPilot  puts  contacts,  e-mail, 
schedules,  right  in  your  hand.  And  HotSync"  technology  lets  you 
synchronize  that  data  with  your  PC.  PalmPilot  is  the  one  link  to  your 

most  important  information.  Anywhere. 

Optional  links  are  available  to  Schedule+,  Lotus  Organizer, 
Symantec  ACT!,  Ascend  97,  and  others  (sold  separately). 

Call  1-800-881-7256  ext.  50  or  visit  our  web  site  at 
http://www.usr.com/palm  for  the  PalmPilot  retailer  nearest  you. 

'  The  average  U  S  slreet  price  for  PalmPilot  Personal  Edition  is  $299  The  average  U  S  street  price  lor  PalmPilot  Professional  Edition  is  $399  PalmPilot 
MacPac.  required  lor  Macintosh  connectivity,  is  sold  separately  Some  features  may  not  be  supported  on  Macintosh  ©  1997  U  S  Robotics  All  rights 
reserved  U  S  Robotics  and  the  U  S  Robotics  logo  are  regislered  trademarks,  and  HotSync,  PalmPiloi,  and  the  PalmPilot  logo  are  trademarks  ol 
U  S  Robotics  and  ils  subsidiaries  All  other  brands  and  product  names  are  trademarks  or  regislered  trademarks  ol  their  respective  holders 


PalmPilot 


PalmPilot  Personal  $299* 

Backlit  display  for 
low-light  viewing 

Instantly  syncs 
data  with  your  PC 

Easy  expense  tracking 

Stores  thousands  of  entries 

User  upgradeable 

to  Professional  Edition 

PalmPilot  Professional  $399" 

All  PalmPilot  Personal 
features  plus: 

Pocket  e-mail 

Internet  ready 
(TCP/IP  support) 

Twice  the  memory 


Finance 


through  much  of  his  tenure,  says  he 
and  Maughan  have  developed  a  smooth 
working  relationship  that  could  continue 
indefinitely.  The  uncontroversial  nature 
of  a  board  transition  this  year — four  di- 
rectors retiring,  two  newcomers  being 
added — underscores  the  stability. 

As  for  Warren  Buffett,  he's  reducing 
his  interest,  but  he  isn't  out  of  the  pic- 
ture. Last  year,  Salomon  underwrote  a 
note  issue  that  over  time  will  shrink  the 
stake  of  Buffett's  Berkshire  Hathaway 
Inc.  holding  company.  And  for  each  of 
the  next  three  years,  Buffett  has  the 
option  of  cashing  out  big  chunks  of  his 


Salomon  preferred.  Buffett  watchers  be- 
lieve he'll  slowly  reduce  his  holdings. 
The  Oracle  of  Omaha  is  silent  on  his  in- 
vestment plans  in  Berkshire's  annual  let- 
ter to  shareholders.  He  is  expected  to 
stand  behind  Denham  and  Maughan, 
even  though  his  withdrawal  indicates  he 
sees  higher  returns  elsewhere.  Says  an- 
alyst Peter  Russ  of  Shelby  Cullom, 
Davis  &  Co.:  "I  don't  think  he's  ever 
going  to  pull  the  plug  on  those  people." 

Salomon,  in  sum,  remains  a  bet  on 
the  come.  Its  record  is  so  spotty  that  in- 
vestors have  greeted  its  recent  accom- 
plishments warily.  "I  got  tired  of  the 


mea  culpas.  In  the  five  years 
them  to  find  their  stride,  their  cd 
tors  moved  to  the  next  level,! 
Russ.  Even  the  Fidelity  deal  mal 
a  limited  payoff:  Retail  cusf 
haven't  gobbled  up  follow-on  offer! 
other  stocks  with  nearly  the  samd 
as  they  gulped  down  the  ilex  ij 
clear  Salomon  has  rebounded  frq 
dark  days  of  1995.  But  even  morl 
its  better-diversified  and  more  la 
rivals,  the  test  of  Solly's  strategy 
how  it  weathers  a  market  downtj 

By  Greg  Burns,  with  Leah 
Spiro,  in  New  York 


PAY  NO  ATTENTION  TO  THE  ARB  BEHIND  THE  CURTAIN 


In  the  heady  days  of  the  1980s, 
John  Meriwether  and  his  band  of 
arbitrage  traders  operated  in  the 
midst  of  the  action  at  Salomon 
Brothers  Inc. — the  firm's  cavernous 
lower  Manhattan  bond-trading  floor. 
Today,  Meriwether  is  long  gone,  and 
Salomon's  famed  "arb  group"  has 
new  digs:  a  bland,  quiet 
office  packed  with  comput- 
ers, seven  floors  removed 

NEW  DIGS:  Stavis  &  Co. 
have  moved  off  Salomon's 
bond-trading  floor 

from  the  bustle  of  cus- 
tomer business. 

Even  shuffled  off  to  the 
side,  the  arb  group  remains 
Salomon's  core.  It  has  26 
people  in  New  York  work- 
ing on  complex  trades,  with 
84  in  London  and  Tokyo,  all 
under  London-based  Shigeru  Myojin. 
Its  profits  are  the  firm's  crowning  glo- 
ry— and,  ironically,  one  of  its  biggest 
impediments.  The  past  two  years 
have  been  especially  strong  for  Sa- 
lomon's in-house  wizards,  say  market 
sources,  and  Solly  still  devotes  about 
half  its  $5.8  billion  in  equity  capital  to 
the  arb  group.  But  while  big  winnings 
have  bolstered  the  firm  for  years,  the 
results  have  hurt  its  credit  rating  and 
stock  market  valuation  because 
they're  impossible  to  forecast. 
NO  NUMBERS.  That's  one  reason  Sol- 
ly's brass  would  rather  talk  about  its 
more  predictable  customer  businesses 
and  downplay  its  proprietary  riches. 
Salomon  has  stopped  breaking  down 
quarterly  revenues  into  proprietary 
and  customer  businesses.  It  last  dis- 


closed its  segmented  results  in  the 
third  quarter  of  1995,  after  propri- 
etary trading  accounted  for  nearly  all 
its  earnings  in  the  previous  nine 
months.  While  surely  atypical,  pretax 
income  in  that  period  was  $495  mil- 
lion for  proprietary  and  only  $2  mil- 
lion for  client  business.  In  part  to 


tion  allow  it  to  front-run  customel 
orders?  And  morale  was  strained] 
former  insiders  say,  by  having  arl 
group  leaders  who  earned  $30  mip 
a  year  sitting  next  to  client  trades 
making  about  one-fortieth  of  that: 
For  his  part,  New  York  arb  chE 
Robert  M.  Stavis  says  he's  happyy. 
with  the  change  of  scemi- 
which  put  together  for  t|? 
first  time  his  research  aij 
trading  staffs.  The  boyis- 
looking  34-year-old,  who  I 
trained  under  Meriwethfl 
says  his  team  mainly  hem 
that  out-of- whack  prices  Bii 
return  to  equilibrium  ovs 
time,  a  technique  called  : 
"convergence"  or  "relatri^ 
value"  trading.  Salomon  I 
known  for  making  longer 
term  trades — an  averag<|f 
nine  months  for  a  singles? 
transaction — and  placing^ 


TAMED? 


Arbitrage  profits  can  be  huge  but 
volatile-so  Solly,  which  wants  to  stabilize 
income,  is  downplaying  its  proprietary  arm 


even  out  the  numbers,  Salomon  has 
cut  risk-tolerance  levels  by  a  third 
since  1994,  says  ceo  Deryck  C. 
Maughan:  "If  we  run  the  place  with 
too  much  risk,  the  quarterly  volatility 
begins  to  disturb  people." 

For  years,  customers  wondered 
whether  there  were  conflicts  in  al- 
lowing Solly's  house  traders  to  oper- 
ate in  the  same  arena  with  Solly  em- 
ployees working  for  customers' 
interests:  Did  the  arb  group's  loca- 


bigger  bets  than  competitors 

In  spite  of  risk  reduction,  those! 
bets  are  still  skewing  Salomon's  r<| 
suits.  While  the  firm  boosted  head 
count  overseas  in  19%,  European 
Asian  revenues  from  continuing  o] 
ations  stood  at  32%,  down  from  41 
in  1995.  Why?  Probably  because  £ 
ly's  Asian  and  European  proprieta 
traders'  results  were  off.  As  goes 
arb  group,  so  goes  the  firm. 

By  Greg  Burns  in  New 


122  BUSINESS  WEEK  /  MAY  5,  1997 


it 


BRE  INTERACTIVE  P  R  ES I  D  E  N  TfE  R  RY  JONES. 


because  we 


want  our 


customers  to 


away, 


»» 


and  other  sound  business  reasons  Travelocity 


uses  Silicon  G  r ap h i cs  We b FORC E  servers. 


When  your  Web  site  connects  directly        industry-leading  I/O  performance, 
to  the  system  that  books  nearly     B^-^jM     'ets  their  Web   site  handle 
one-third  of  the  world's  electronic  ;  anything.  And  because  Silicon 

travel  reservations,  your  servers  had  Graphics  offers  the  widest  range 
better  be  accommodating.  Which  is        of  compatible  servers,  they  can 


why  SABRE"  Interactive 
chose  Silicon  Graphics® 
WebFORCE®  servers  for 
their  Travelocity"'  Web 
site.  Our  WebFORCE 


LEADING  SITES 
POWERED  BY  WEBFORCE 

www.travelocity.com 
www.nintendo.com 
www.eds.com 
www.timex.com 
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www.hbo.com 
www.superpages.com 


easily  scale  their  site  to 
handle  even  more.  All 
of  which  means  that 

Travelocity  is  getting    SSI  SMconGtaphics 

>  1 1  '    Computer  Systems 

a  lot  of  mileage  out  of 


servers  combine  64-bit  MIPS   RISC  our  servers.  You  can,  too.  For  more 

microprocessors  with  the  highest  information  call  800.636.8184,     see  what's  possibi. 
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MUTUAL  FUNDS 


Fidelity 


CAN  A  LEGAL  EAGLE 
HELP  FIDELITY  SOAR? 

Its  former  top  attorney  must  restore  luster  to  the  fund  giant 

Is  Robert  C.  Pozen 
the  best  man  for  the 
biggest  job  in  the 
mutual-fund  industry? 
On  Apr.  21,  Fidelity  In- 
vestment's top  attorney 
became  chief  invest- 
ment executive  of  the 
company's  embattled 
mutual-fund  operation, 
overseeing  $500  billion 
in  assets.  The  50-year- 
old  career  lawyer  is  an 
odd  choice  for  the  job: 
He  has  never  managed 
money.  But  Peter 
Lynch,  the  former  star 
Magellan  fund  manager 
who  is  now  a  part-time 
Fidelity  vice-chairman, 
says  he's  ready  to  pitch 
in  if  Pozen  needs  any 
advice.  "If  he  wants  a  primer  on  in- 
vesting, I'm  happy  to  give  him  one," 
Lynch  says. 

Pozen  replaced  J.  Gary  Burkhead, 
who  is  widely  viewed  as  having  been  re- 
assigned because  of  the  turmoil  in  the 
firm's  fund  operations.  He  will  become 
president  and  chief  executive  of  Fideli- 
ty's institutional  business,  which  is  now 
Fidelity's  fastest-growing  unit. 
FORMIDABLE.  Pozen's  appointment  may 
have  been  made  in  haste.  The  longtime 
confidant  of  Fidelity  Chairman  Edward 
C.  "Ned"  Johnson  III  had  been  pursuing 
a  job  in  the  Clinton  Administration  as 
deputy  U.  S.  Trade  Representative  to 
Asia.  Although  he  had  not  been  formal- 
ly nominated,  a  senior  trade  official  says 
he  was  the  only  candidate  being  con- 
sidered. Just  days  before  getting  his 
promotion  Pozen  was  helping  investi- 
gators conduct  a  routine  background 
check. 

Although  Pozen  would  have  spear- 
he;  led  trade  talks  with  China,  his  new 
assignment  at  Fidelity  is  no  less  daunt- 
ing. He  must  improve  the  performance 
of  the  company's  giant  mutual  funds, 
many  of  which  have  been  lagging  behind 
those  of  peers  for  the  past  three  years. 
And  he  must  stop  a  year-long  exodus  of 
fund  managers  that  has  heightened  anx- 


iety among 
customers. 

As  top  investment 
executive,  Pozen  will 
not  manage  money. 
But  he  will  oversee 
the  managers  of  Fi- 
delity's 250  mutual 
funds  and  an  over- 
all staff  of  458. 
While  that's  a  long 
way  from  Fideli 
ty's  140-person  le- 
gal staff,  Pozen 
brings  formidable 
credentials  to  the  job. 
In  10  years  at  Fidelity,  he  has  been 
one  of  the  company's  top  problem 
solvers,  overseeing  everything  from 
personal  trading  by  fund  managers  to 
expansion  into  foreign  markets.  His 
successful  four-year  effort  to  open  the 
Japanese  market  to  Fidelity's  funds 
was  a  key  reason  why  the  Clinton  Ad- 
ministration sought  him  for  the  trade 
position,  an  Administration  spokesman 
says.  Pozen  is  also  one  of  the  mutual- 
fund  industry's  most  highly  regarded 
attorneys,  often  taking  the  lead  role  in 
lobbying  Washington  on  Fidelity  and 
industry  issues. 

Still,  some  former  Fidelity  employ- 


m50  Pozen 

-Ch'f'_  counsel,  i987w 

««**  ORKDHLC  -— 
Partner,  3  98J-86 

counsel,  1 9?8 ,_™ate  S^era! 

,*EW  «  OMVERSOT  ~  ~  ~  ~  ~  ~ — 
La*  professor,  1974-77 


ees  question  whether  he's  right  fol 
job.  Fidelity  is  "struggling  for  leada 
and  vision,  and  they're  still  going  1 
out  it"  under  Pozen,  says  one  fJ 
top  executive.  A  former  fund  mai| 
thinks  Pozen's  lack  of  investment 
rience  will  not  engender  loyalty  a 
the  firm's  star  fund  managers. 

Pozen  dismisses  critics.  "I'm 
stock-picker,  but  I  am  a  good 
manager,"  Pozen  said  in  an  inte 
Although  he  will  initially  spend  m 
his  time  talking  t 
managers,  he  offer 
tie  insight  into  h 
will  improve  Fid 
investment  busine 
wants  to  "distin 
more  clearly  be 
go-anywhere  fund 
funds  with  a  disti 
investment  style, 
he  didn't  say  ho~ 
might  be  accomp 
FALLOUT.  Pozen' 
pointment  higliligh 
lack  of  executive 
in  the  investment 
ations.  Burkhead 
second-in-comma 
stead,  William  J. 
U.  S.  equities 
and  the  he 
fixed-incom 
high-yield 
all  reported 
ly   to  Bur 
Hayes's  d 
Bart  A.  Gr 
resigned  th 
Pozen  was  p 
ed  to  join  a 
firm  launche 
three  ex-Fi 
managers.  G 
could  not  be  r 
for  comment, 
parture  leaves 
son's  35-year-old 
ter,  Abigail,  wh 
oversees  computed 
terns  for  the  investment  unit  as  vp 
a  small  group  of  top  fund  manages/; 
one  of  the  investment  group's  hjl 
ranking  executives.  Fidelity  souro|t 
she  is  a  potential  successor  to  Hem 
Before  tackling  fund  perfornpf' 
Pozen  says  he'll  need  a  few  weeks  I 
semble  his  own  management  tearfF1 
now,  he  will  only  say:  "My  them'  8; 
continuity  and  stability."  The  cow 
ity  and  stability  Fidelity  investors  I 
like  to  see  is  a  return  to  the  kfl 
once  golden  investment  results  th1  k 
the  competition  in  the  dust. 

By  Geoffrey  Smith  in  ifsfo 


124  BUSINESS  WEEK  /  MAY  5,  1997 


URISTS,  REMAIN  CALM. 
HERE'S  A  VOLVO  IN 
HERE  SOMEWHERE. 

HE  NEW  1998  VOLVO  S70 
MAILABLE  NOW. 

1RTING  AT  AN  MSRP  OF  $27,960.*  The  new  S70  is  every  ineh  a  Volvo. 
,  h  of  those  inches  jnst  happens  to  be  more  alluring  than  before.  So  visit  your 
j  vo  retailer  to  arrange  a  test  drive  today. 

ve  safely.  VOLVO 

I  cturer's  Suggested  Retail  Price  (MSRP)  for  a  1998  S70  Sedan  with  automatic  transmission.  Excludes  state  and  local  taxes,  optional  equipment,  special  equipment  required  by  states, 
I  Prep,  registration  tees  and  S575  destination  charge.  Individual  retail  prices  may  vary.  ©1997  Volvo  Cars  of  North  America,  Inc.  Drive  Safely  is  a  trademark  of  Volvo  Cars  of  North 
j  a,  Inc.  Always  remember  to  wear  your  seat  belt.  For  car  specifications,  visit  the  Volvo  Web  site  at  http://www.volvocars.com. 


Inside  Wall  Street 


35i — 


BY  GENE  G.  MARCIAL 

TIGER'S  POWER  AT 
THE  DRIVING  RANGE 

When  Family  Golf  Centers  (fgci) 
posted  disappointing  fourth-quar- 
ter results  on  Mar.  14,  institutional  in- 
vestors were  quick  to  bail  out:  The 
stock  dived  from  27  to  20.  The  compa- 
ny explained  that  the  poor  earnings — 
4(2  a  share  vs.  the  expected  8<2 — were 
due  partly  to  $500,000  in  depreciation 
and  amortization  charges  at  11  golf 
centers  acquired 
WATCHING  FOR      in  September, 
AN  INFLUX         1996.  Among  oth- 
ers, Putnam  Man- 
agement dumped 
1  million  shares. 
The  stock  kept 
dropping,  to  17. 

Never  mind: 
All  that  was  be- 
fore the  Tiger 
Woods  triumph  in 
mid-April  at  the 
Masters  Tourna- 
ment in  Augusta, 
Ga.  Since  then, 
shares  in  Family 
Golf,  which  runs 
44  centers  in  15  states,  have  rallied  to 
21.  And  institutions  have  started  to 
buy  again. 

"Since  the  Tiger  Woods  explosion, 
the  driving-range  business  has  been 
off  the  charts,"  says  one  money  man- 
ager. He  thinks  Family  Golf  will  get  a 
huge  boost  from  the  fresh  interest. 

All  that  has  generated  rumors  about 
Family  Golf  as  buyout  bait.  One  New 
York  investment  banker  thinks  that 
American  Brands,  which  makes  the 
Titleist  balls  and  Cobra  clubs  used  by 
Tiger  Woods,  is  eyeballing  Family  Golf. 
Some  decision  makers  at  American 
Brands,  where  leisure  products  make 
up  just  7%  of  revenues,  think  the 
sport's  growth  potential  is  enormous. 
American  Brands  declines  to  comment. 

Family  Golf  Chairman  Dominic 
Chang  says  he  hasn't  been  approached. 
His  goal,  says  Chang,  is  to  take  the 
lead  in  consolidating  and  upgrading  the 
driving-range  industry  and  to  make 
the  company  very  profitable. 

Chang  expects  Family  Golf  to  have 
60  centers  by  the  end  of  this  year,  up 
from  last  year's  35.  "By  1999,  we  ex- 
pect to  have  100,"  says  Chang.  He 
thinks  the  company's  ideas  for  making 
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golf  accessible  to  more  people  are  in 
fine  with  Tiger's  vision  for  the  sport. 

Jeffrey  Berman,  managing  partner 
at  Hampshire  Securities,  says  that  as 
the  industry  leader,  Family  Golf  is 
"very  undervalued."  Based  on  its  rapid 
expansion  and  earnings-growth  poten- 
tial, the  stock  is  worth  40,  he  says. 

The  company,  which  posted  1996 
earnings  of  51(2  a  share,  should  earn 
$1.02  this  year  on  estimated  revenues 
of  $61.5  million,  figures  Hampshire  Se- 
curities' Jonathan  Garriss.  For  1998, 
he  projects  Family  Golf  will  make  $1.47 
a  share  on  revenues  of  $96.5  million. 


TREASURE  FROM 
THE  SWAMP 

Worries  over  the  Florida  Everglades 
have  focused  investors'  attention 
on  Aquagenix  (aqux),  the  nation's 
largest  surface-water  and  vegetation- 
management  company.  The  government 
has  earmarked  $3.8  billion  for  water 
cleanup  projects,  including  wetlands. 

"We  expect  Aquagenix  will  win  the 
awards  for  the  bulk  of  the  projects  to 
restore  the  Everglades,"  says  Herb 
Davidson  of  Meyers  Pollock  Robbins. 
Initially,  he  expects  Aquagenix  to  get 
an  $80  million  assignment.  Aquatic 
management  includes  controlling  weeds, 
algae,  and  other  plants  in  lakes,  ponds, 
and  canals,  using  herbicides. 

Davidson  says  that  even  the  Ever- 
glades work  it  loses  could  come  back  to 
Aquagenix:  Most  other  bidders  sub- 
contract work  to  Aquagenix.  Business 
has  been  booming,  notes  Davidson.  He 
figures  that  even  without  the  Ever- 
glades, the  company  will  earn  65tf  a 
share  this  year  on  sales  of  $30  million 
and  $1.15  next  year  on  $50  million. 
He  thinks  the  stock,  which  is  trading 
at  6%,  "is  an  easy 


SET  TO  CLEAN  UP 
ON  THE  CLEANUP 
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double  over  the 
next  12  months," 
based  on  Aqua- 
genix' huge  pros- 
pects in  the  $5 
billion  field,  which 
includes  keeping 
power  lines,  pipe- 
lines, highways, 
and  railroad  right- 
of-way  clear  of 
vegetation.  The 
biggest  spenders 
are  electric  utili- 
ties. One  of 
the  primary  goals 
is    to  minimize 


outages  caused  by  falling  tf 
Chairman  Andrew  Chelser  sayiL 
since  Southern  Co.  signed  a  $30  n£ 
contract  in  March,  more  utilities 
expected  to  hook  up  with  Aquagr 

PRIME  TIME  FOR 
PRIME  SERVICE 

What  do  you  do  when  stoc" 
bought  at  23  a  share  in  an 
public  offering  goes  up  to  30, 
drops  to  17  in  a  free  fall?  If  y 
lieve  in  the  company  and  how  i 
business,  you  buy  more  shares. 

That's  what  several  biggies  a 
ing  with  Prime  Service  (prs),  t" 
tion's  No.  2  equipment-rental  co~ 
whose  stock  tumbled  after  th 
mentum  players  bailed  out.  Eac" 
it  rents  out  about  40,000  for 
earth-moving  tractors,  and  othe 
"We  think  the  recent  swoon  gi 
vestors  an  attractive  entry  point, 
Clifford  Ransom  II,  an  anal" 
Nat  West  Securities.  "We  want  t 
up  the  current  trading  supp 
shares],"  he  adds.  He  figures  that 
sonable  near-term  target  pri 
Prime,  which  operates  114  rental  (t 
in  14  states,  is  30  a  share.  RjI 
thinks  the  prospects  of  20^0-25%! 
ings  growth  will 
lift  the  stock  to 
that  level  again  by 
the  beginning  of 
next  year. 

Tom  McGuire  of 
Safeco  Asset  Man- 
agement agrees, 
so  he's  holding  on 
to  the  200,000 
shares  he  bought 
at  the  ipo  on  Oct. 
31,  1996.  "It's  a 
pure  play  in  the 
trend  toward  out- 
sourcing," he  ex- 
plains. Prime  has 
close  ties  with  its 
big  customers,  which  include  theft 
oil  outfits,  he  notes. 

The  company  was  a  unit  of  A1" 
Grace  until  1989,  when  a  Frenck> 
pany  acquired  it.  Then  in  1993,  Afcr 
bought  it — and  in  1994  Bahrain's  s 
corp  purchased  Prime.  In  the  19V ; 
Investcorp  sold  25%  of  the  corf>M 
But  guess  what?  When  the  stocklv 
Investcorp  itself  started  snappig 
shares.  Says  Christopher  O'Brijfc 
Investcorp  partner:  "The  stock  ws  A 
cheap,  and  we  couldn't  resist  bun? 
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CREW  PLAYS 
JESS-UP 

rill  trendier  togs  and  new  stores  do  the  trick? 


ems  an  odd  location:  To  build  its 
ship  store,  cataloger  J.  Crew 
up  Inc.  chose  the  hip  SoHo  sec- 

of  New  York  City.  While  track 
high  ceilings,  and  black-nylon 
ger  pants  are  de  rigueur  for  the 
irhood,  they  are  certainly  not  for 
j.  Spandex  outfits  hardly  conjure 
ges  of  wholesome  Crew  models 
chambray  shirts  and  chinos.  But 
ays,  a  shopping  trip  to  J.  Crew 

feel  much  different  from  one  to 
Klein  or  Banana  Republic, 
i  again,  it  isn't  supposed  to.  J. 
>  in  the  process  of  reinventing  it- 

a  new  generation  of  urban  pro- 
Is.  Easing  away  from  the  preppy, 
down  casuals  that  originally 
I  the  cataloger  its  fame,  Crew 
iking  itself  into  a  purveyor  of 

retro-style  clothes.  And  that's 

To  go  along  with  its  fashionable 
tk,  Crew  is  rapidly  expanding  its 
stail  empire. 

lg  to  forge  a  new  style  would 
f  for  even  the  most  seasoned  re- 
But  that's  particularly  true  for 
/ately-held  J.  Crew.  By  straying 
5  trademark  look,  it  risks  alien- 
oyal  customers.  And  J.  Crew 
her  complications.  Under  founder 
airman  Arthur  Cinader,  its  exec- 
ute has  been  troubled  for  years. 
,  as  it  embarks  on  its  major 
g  spree,  the  president'; 
mains  empty.  By  po- 
g  itself  as  an  al- 
ve  to  the  much 
Banana  Repub 
s  also  taking 
of  the  savvi- 
nd  best-fi- 
retailers  in 
S.,  Gap  Inc. 
[h  Crew's  move 
tail  is  a  natural 
ion,  many  in  the  re 
ide  question  whether 
npany  has  the  manage- 
inancing,  or  design  concept 
it  off.  "I  would  not  recom- 
tis  as  a  strategy,"  says  Isaac 


Lagnado,  president  of  Tactical  Re- 
tail Solutions  Inc.,  a  New  York 
consulting  firm.  "I  think  they 
bring  very  little  to  the  party." 

Cinader  refused  to  comment, 
despite  repeated  requests  for  in- 
terviews. Yet  the  14-year-old  J. 
Crew  appears  to  have  little  choice 
but  to  follow  this  strategy.  With 
many  of  its  boomer  customers  ag- 
ing, it  needs  to  draw  in  younger 
buyers.  The  growth  of  Crew's  cat- 
alog sales  has  also  slowed  in  re- 
cent years.  So  Cinader  has  re- 
vived plans  to  develop  an 
extensive  chain  of  Crew  stores. 
By  the  end  of  2000,  the  Manhat- 
tan-based company  wants  to  add 
60  stores  in  major  metropolitan  areas. 

Crew's  first  stab  at  selling  through 
stores  began  in  1989.  Although  Cinader 
added  about  30  more  stores  over  the 
next  few  years,  he  was  forced  to  slow 
down  expansion  plans  in  1993  because  of 
a  tough  retailing  climate  and  the  resig- 
nation of  the  plan's  chief  proponent, 
Crew  President  Arnold  Cohen.  Today, 
with  41  stores,  retail  still  brings  in  only 
a  modest  slice  of  Crew's  estimated  $650 
million  in  annual  receipts. 
"A  REAL  GAMBLE."  So  far,  Crew's  retail 
operation  has  been  relatively  success- 
ful. According  to  Crew,  store  sales  per 

(square  foot  are  at  least 

STORES  GALORE 

CURRENT  SIZE  41  stores  in 
24  states 

PLANNED  EXPANSION  60 

new  stores  by  the  end  of  2000 

LOCATIONS  Major  metropol- 
itan areas  of  California,  Flori- 
jl  da,  Illinois,  Massachusetts, 
New  Jersey,  and  New  York 

LOOK  Crew's  familiar  preppy 
styles  are  out;  stores  and  mer- 
chandise will  be  urban  and  hip. 


BEYOND  CHINOS:  J.  Crew's  new  look 


try  average  of  $354.  But  most  of  these 
outlets  are  styled  after  the  old  Crew; 
the  updated  clothes  have  only  been 
available  for  a  little  over  a  year.  And  as 
the  company  hones  its  fashion  makeover, 
some  question  whether  J.  Crew  is  be- 
coming too  trendy.  "It's  a  real  gamble 
on  their  part,"  says  Alan  Millstein,  a 
New  York  retail  consultant.  "They  have 
a  core  customer  who  likes  those  classic 
knits  and  chinos." 

Moreover,  Crew's  new  look  isn't  very 
different  from  Banana  Republic's.  With 
1996  sales  of  $750  million  and  226  stores 
nationwide,  the  Gap  unit  dwarfs  Crew. 
And  customers  seem  satisfied  with  what 
they're  getting.  "I  keep  coming  back  to 
Banana  Republic,"  says  a  39-year- 
old  graphic  designer  who  left 
a  J.  Crew  store  in  Man- 
hattan empty-handed. 
"Crew  is  a  little  more 
faddish  and  younger." 
Still,  Crew's  most  immediate  prob- 
lem could  be  filling  the  gaps  in  its  ex- 
ecutive roster.  To  pull  off  its  overhaul, 
many  in  retailing  say  Crew  needs  a 
high-ranking  executive  with  strong  mer- 
chandising skills.  That  had  been  the  job 
of  Crew's  president,  but  since  Robert 
Bernard  left  the  post  six  months  ago,  it 
has  been  empty.  Crew  says  it  is  not 
looking  for  a  replacement.  Nor  is  it  the 
first  time  J.  Crew  has  been  without  a 
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What  does  your  organization 
promote  from  within? 

Is  it  integrity  and  trust?  An  environment 
2  AlMlN^J     that  enriches  the  spirit  of  employees?  In  his  ' 

-    I\i-'^->  x       j|        hopeful,    thought-provoking  bestseller, 

praised  as  "an  elixir  for  jaded  executives 
J\Jl  n    and  organizations,"  National  Book  Award 

^tw^I  'N^fwi  Nominee  Lance  Secret. in  proves  that  the 

(jK^-  M     W    heart,   mind,  and  the   bottom-line  go 

hand-in-hand.  Taking  aim  at  tired,  tempo- 
rary solutions  like  downsizing,  Reclaiming 
Higher  Ground  delivers  practical  guidance 
to  businesspeople  in  creating  more  harmo- 
nious companies — with  profits  that  go  well 
beyond  the  balance  sheet. 

"A  must  read." 

— Ken  Blanchard,  co-author  of 
The  One-Minute  Manager 

"Finally,  a  clear,  compelling  voice  arguing  that 
employees  are  an  organization's  greatest  asset." 

—David  Chilton,  author  of  The  Wealthy  Barber 
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president.  Bernard  rilled  the  v 
left  open  for  the  bulk  of  a  year,  c; 
when  then-President  Cohen  quit  u 

Cohen  says  he  left  to  pursue  of 
portunities  and  later  became  head 
don  Fog  Industries  Inc.  Bernard 
comment.  But  problems  attract 
retaining  executives  at  Crew  are 
new.  Ex-executives  and  others  fi 
with  Cinader  say  he  has  a  tough, 
face  management  style  that  h 
quently  led  to  rough  relations 
Crew  executives — and  has  caused 
dates  to  refuse  to  take  a  job  the 
has  a  hard  time  retaining  quality, 
talent,"  says  one  former  executiv 

At  one  meeting,  roughly  two 
ago  with  a  high-ranking  computer 
try  executive  who  was  intervie' 
Crew's  chief  information  offic 
Cinader  badgered  the  applicant 
lessly,  say  several  sources  famili 
the  incident.  Midway  through,  th 
guered  exec  left  in  a  huff,  saying 
no  longer  interested  in  the  job.  ' 
black,  and  Arthur  says  white,"  e 
one  source  close  to  the  compan 
loves  to  challenge  you,  to  the  p 
exhaustion."  J.  Crew  denies  that 
er's  style  has  created  any  mana 
problems.  A  spokesperson  not 
more  than  40%  of  Crew  manage 
more  than  five  years  on  the  job, 
TOUGH  SELL.  The  job  of  makii 
strategy  work  has  fallen  to  Dav 
Mattei,  the  head  of  Crew's  reta 
DeMattei  joined  Crew  in  May,  11 
ter  running  Banana  Republic.  Al 
his  background  seems  well-sui 
the  task,  he  spent  most  of  his 
years  at  Gap  working  in  financ 
mately  as  its  chief  financial  officer'/ 
his  operational  and  financial  ski; 
widely  praised,  he  spent  less  th 
year  as  president  of  Banana  Rj 
before  leaving  as  part  of  a  restrud 

To  pull  off  its  expansion,  observ 
timate  it  could  cost  Crew  upwards 
million.  Though  a  Crew  spokes 
wouldn't  be  specific,  she  says  the 
ny  is  confident  about  financing.  Ac 
to  one  banker,  a  syndicate  is  now  i 
to  lend  Crew  money.  Still,  some 
ment  bankers  and  ex-executives  i 
with  Crew  believe  that  it  will  eve 
need  to  raise  equity  financing  or  si 
vision  to  fund  its  plans. 

That  may  not  be  an  easy  sell:  'je 
vestment  banker  familiar  with  Cr|H 
nancials  agrees  that  "it's  a  gocjd 
cept"  but  says  he  wouldn't  inves  '1 
with  Cinader  in  there,"  he  sa; 
just  one  more  nagging  doubt  thapc 
continue  to  hang  over  Crew's  exp 
plans  for  some  time  to  come. 

By  Lori  Bongiorno  in  Ne  1 
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TRENCH  WARFARE 
IN  DETROIT 

The  UAW  is  using  sudden  local  strikes  to  battle  job  cuts 

Remember  last  fall,  when  Detroit 
auto  makers  insisted  that  the  con- 
tracts they  signed  with  the  United 
Auto  Workers  would  leave  them  plenty 
of  room  to  make  much-needed  efficiency 
gains?  Today  those  claims  ring  increas- 
ingly hollow.  After  two  local  strikes  at 
General  Motors  Corp.  and  another  at 
Chrysler  Corp.  in  the  past  month,  UAW 
leaders  have  made  it  clear  that  there 
will  be  precious  little  labor  peace  in  De- 
troit. Sure,  the  contracts  signed  in  Sep- 
tember allow  carmakers  to  trim  at  least 
5%  of  their  blue-collar  jobs.  But  the 
uaw  has  served  notice  that  it  won't  give 
up  those  jobs  without  a  fight.  "The 
strike  caught  us  a  bit  off-guard,"  con- 
cedes one  Chrysler  official,  referring  to 
the  walkout  of  1,800  workers  at  a  De- 
troit engine  plant. 

The  spate  of  walkouts  illustrates  just 
how  much  power  the  uaw  still  holds 
over  the  Big  Three.  The  industry  avoid- 
ed a  national  walkout  in  the  fall  by 
agreeing  to  guarantee  95%  of  all  current 
jobs  for  three  years.  But  uaw  Presi- 
dent Stephen  P.  Yokich  can  still  hit  the 
companies  hard  by  authorizing  local 
strikes,  as  he  did  several  times  at  GM 
during  the  last  three-year  contract. 
LOST  PROFITS.  With  this  strategy,  Yo- 
kich has  avoided  a  costly  drain  on  the 
uaw's  strike  fund  that  a  national  walk- 
out would  have  caused.  Yet  he  can  still 
inflict  punishing  blows  on  the  auto  mak- 
ers as  he  tries  to  hold  on  to  every  pos- 
sible job.  The  Chrysler  strike,  for  ex- 
ample, had  idled  22,000  workers  as  of 
Apr.  22,  costing  the  company  an  esti- 
mated $20  million  a  day  in  lost  profits. 
The  result:  Detroit  will  have  to  fight 
every  step  of  the  way  to  achieve  the  job 
cuts  it  needs.  GM,  which  must  cut  the 
most,  faces  the  largest  problem.  "These 
strikes  are  the  price  GM  has  to  pay  to 
downsize,"  says  Sean  McAlinden,  a  Uni- 
versity of  Michigan  labor  economist. 

The  flashpoint  issues  dividing  the  UAW 
and  Detroit  seem  tiresomely  familial-: 
farming  out  parts  work  to  nonunion  sup- 
pliers, cutting  union  jobs,  and  ratcheting 
up  overtime  levels.  In  March,  GM  suf- 
fered a  13-day  walkout  at  its  Fort 
Wayne  (Ind.)  truck  plant.  An  Apr.  4 


POWER:  Picketing  GM's  Oklahoma  plant 
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Tfie  United  Auto  Workers  is  resisting  carmakers' job  cuts, 
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walkout  at  an  Oklahoma  City  assembly 
plant  has  cut  supplies  of  the  new 
Chevrolet  Malibu  and  Oldsmobile  Cut- 
less  models.  And  another  strike  loomed 
on  Apr.  23  at  a  pickup  truck  plant  in 
Pontiac,  Mich. 

Still,  gm  feels  it  has  little  choice  but 
to  fight.  "It  is  of  critical  importance  that 
we  improve  our  efficiency,"  says  Chief 
Financial  Officer  J.  Michael  Losh.  "We 
certainly  want  a  favorable  labor  rela- 


tions climate  as  part  of  that,  1 
need  to  get  the  results.  And  sontl 
these  things  are  in  conflict."  <ig 
trimmed  about  3%  of  U.  S.  hourhL 
ers  since  November,  mostly  throf 
tirements  and  two  plant  sales.  Bi| 
Losh,  "we're  not  by  any  means 
The  uaw  isn't  about  to  let  GH 
without  a  fight.  Workers  in  OP 
City,  for  example,  complain  th| 
elimination  of  900  jobs  has  force 
to  work  at  a  back-breaking  pac 
rare  public  diatribe  on 
uaw  Vice-President 
Shoemaker  said  in  a  pi| 
statement  that  gm  is 
ing  local  strikes  by  si 
up  assembly  lines  and 
ing  onerous  levels  of  o\ 
He  also  fumed  at  r^ 
comments  by  Chairm 
F.  Smith  Jr.  suggesting 
cal  strikes  are  isolate 
mishes.  "Make  no  nr 
says  Shoemaker.  "The 
unions  have  the  full  su 
the  international  union. 
GOODWILL.  Outsourcin 
plague  Chrysler,  too. 
crux  of  the  engine-plan 
is  the  transfer  of  dri 
production  to  an  outsi 
plier,  Dana  Corp.  Th 
claims  the  move  will 
more  than  200  jobs, 
Chrysler    denies.  E 
Chrysler  is  right,  the 
ny  may  be  losing  more 
ing  six  factories  that 
fat-margin  pickups  an 
utility  vehicles  than 
gain  from   the  outs 
Even  Chrysler  insiders 
about  the  move, 
minds  aren't  in  contro 
ther  side  right  now,"  s 
Ford,  for  its  part, 
had  a  local  strike  in  a 
But  its  good  relations 
union  have  cost  the  c 
goodwill  with  suppliers 
backing  of  the  uaw  in 
cent  strike  against  se~ 
Johnson  Controls  Inc. 
its  nonunion  suppliers, 
current  strikes  at 
Chrysler  are  likely  to  be  settle 
quickly.  But  Yokich  is  said  to  be 
ing  several  more  requests  by  G 
for  strike  authorizations  (tabl 
the  Chrysler  strike  is  already  c 
away  at  second-quarter  earnin 
mates.  With  each  new  picket 
troit's  labor  negotiations  of  last 
less  and  less  successful. 

By  Bill  Vlasic  in 
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"    #  he  readers  of 
Jr  Business  Week 
X  have  recognized 
S<S  twelve  distinguished 

advertisers  for  creating 
y1  the  best-remembered 
I   corporate  campaigns 
i  of  1996. 

/  The  winners  were 
/  determined  based 
/  on  1996  advertising 
v  /  readership  scores 
7  compiled  for  Business 
/  .Week  by  Roper  Starch, 
y  an  independent  research 
firm  and  the  acknowledged 
readership  measurement 
standard  for  the  print 
industry. 


Business  Week  is  proud  to 
recognize  these  companies  for 
excellence  in  corporate  advertising 
and  award  them  with  a  symbol 
of  excellence,  the  Steuben 
crystal  eagle. 

\    Representative  ads  of 
\    the  winning  campaigns 
\  are  shown  on  the 
I   following  pages. 


A  premature  (.whys  li'c  h.mgs  in  the  Lalanon 
Strands  of  wires  wind  thcr  way  around  fts  tinv 
body,  connecting  it  lo  an  intncsie  Irte-support 
system  A  CAT  scan  would  help  dodo's  analyze 
problem  areas,  but  because  the  wires  obstruct 


AN  ADVANCED  NEW  FIBER 

FROM  AMOCO  IS 
SAVING  LIVES  THAT  HANG 
BY  A  THREAD 


Cable  Company  It  uses  an  advanced  rarfa 
translucent  Ofbofl  fjhw  Imn  Amoco  Polymers 
Its  unique  OtamiCAl  proooTies  allow  ft  to 
conduct  electriciry  while  remaining  invisible  to 
*  rays.  As  a  result,  Jill  of  the  baby's  moniionng 
oquiprnontcan  remum  intact  during  mays  or 
MHIs  It's  last  becoming  the  standard  irwnrto* 
ir ig  wire  for  a>l  patients 

Today,  Amoco  is  one  ol  America's  top  ten 
producers  o(  quality  chemicals  and  plastics 
As  a  result,  we're  positioned  (c,  help  out 
customers  innovate  in  such  vaned  fields  as 

*  v  •  j.  i  .  ftbors,  ekulrontcs.  rabnes,  auto- 
motive and  other  irtdustnes  on  the  leading 
edge  of  technology. 

CalH80O>6?H)626,ext  731  In  the  United 
Slates  Or  you  can  contact  our  offices  in 
Geneva.  Hong  Kong,  Mexico  Oty  or  Sw  Paulo 
Learn  how  we  can  help  you  grow 


Amoco  Owm\c*'» 


ROBERT  B.  PALMER,  CHAIRMAN,  PRESIDENT  &  CEO 
DDB  NEEDHAM  WORLDWIDE,  NEW  YORK,  NY 


men\ 


TADASHI  SEKIZAWA,  PRESIDENT  &  REPRESENTATIVE  DIRECTOR 
ASIAN  ADVERTISERS,  INC.,  TOKYO,  JAPAN 


FUJITSU 

(CATIONS  MtCWOCLECTRONICS 


(J/J 


WILLIAM  T.  ESREY,  CHAIRMAN  &  CEO 
GREY  ADVERTISING  INC.,  NEW  YORK,  NY 
 ^  — -  ^ 


hanks  to 
Sprint  Business, 

more  of  our  flowers 
M  are  popping  up 
all  over  the  world." 


Sprint 


For  the  right  business  moves, 
we  turn  to  the  NFI.'s 
leading  carrier" 


^  Sprint 


THOMAS  J.  ENGIBOUS,  PRESIDENT  &  CEO 
McCANN-ERICKSON  WORLDWIDE,  DALLAS,  TX 


Texas 
Instruments 


Wve  got  great 
things  in  store  for 
our  customers. 

-And  theirs. 


inners 


usiness 


kr  C)xcellence  in  Corporate 
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1995 


Amoco  Chemicals 
Ford  Motor  Company 
GE  Capital 
Hewlett-Packard 
IBM 
Microsoft 
NCR  Corporation 
The  Principal  Financial  Group 
Rockwell  International 
Siemens 
Sprint 
Texas  Instruments 

1994 

Amoco  Chemicals 
Andersen  Consulting 
Digital  Equipment 
Fortis 
Fujitsu 
GE  Capital 
IBM 

Morgan  Stanley 
Norfolk  Southern 

Siemens 
Sun  Microsystems 
Unisys 


1993 

Amoco  Chemicals 

Citibank 
Digital  Equipment 
Fortis 
Fujitsu 
IBM 

Norfolk  Southern 
Siemens 
Sprint 
Sun  Microsystems 
Tandem 
Unisys 

1992 

AKZO  NV 
American  International  Group 
Amoco  Chemicals 
Andersen  Consulting 
Cigna 
Digital  Equipment 
Eastman  Kodak 
Fujitsu 
Hitachi 
IBM 

Norfolk  Southern 
Siemens 
Timken 
Unisys 


The  most 

important 
job  of 

your  life 

just  might 

be  your 

first. 


As  a  member  0f  Teach  For  America 
You  will  be  part  of  the  national  teacher 
corps  of  outstanding  recent  college 
graduates  from  diverse  cultural  back- 
grounds who  commit  two  years  to 
teach  in  America's  under-resourced 
urban  and  rural  public  schools 

You  don't  have  to  be  an  education 
major.  Teach  For  America  is  seeking 
talented,  dedicated  individuals  from 
every  academic  major  who  want  to 
ensure  that  all  children  in  this  nation 
have  the  opportunity  to  attain  an  excel- 
lent education.  There  is  a  particular 
need  for  people  of  color,  bilingual 
speakers,  and  math,  science,  and 
foreign  language  majors. 

To  get  information  and  an 
application  before  the  deadline  call  us 
reach  us  online,  or  contact  your  career 
Placement  adviser  on  campus. 

This  is  your  chance  to  become 
Part  of  the  nationwide  movement  of 
dynamic  individuals  who  have  joined 
Teach  For  America  and  assumed 
leadership  roles  in  classrooms  and 
schools  across  the  country.  Your  decision 
will  affect  not  only  the  rest  of  your  life 
but  the  lives  of  many  others. 

1-800-832-1230 

http://www.teachforamerica.org 

TEACHFC  AMERICA 

AN  AMERICORPS  PROGRAM 
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WHEN  THE  HEADHUNTER 
COMES  CALLING 


After  20  years  with 
Nabisco,  most 
recently   as  a 
senior  director  of  dis- 
tribution and  logistics 
services,  Peter  White 
was  not  considering  a 
career  change.  But 
when  executive 
search  firm  Russell 
Reynolds  Associates 
called  last  October 
about  a  job  that  of- 
fered a  better  salary 
and    bonus,  more 
stock   options,  and 
greater  authority, 
White  just  couldn't 
resist.  He  joined  GT 
Interactive  Software 
in  Febinaiy  as  senior 
vice-president  for 
operations. 

These  days,  ignor- 
ing a  headhunter's 
call  could  be  a  costly 
mistake.  Recruiters 
often  have  the  inside 
track  on  some  of  the 
most  coveted  positions 
available:  During  the 
third  quarter  of  last 
year,  a  record  3,000 
searches — almost  90% 
of  which  were  for  jobs 
paying  six  figures  or 
more — were  booked  by 
member  firms  of  the  Associa- 
tion of  Executive  Search 
Consultants  in  New  York. 
FITTING  the  BILL.  Indeed,  re- 
cruiters are  well  paid  by 
their  clients 
to  find  the 
right  candi- 
date: They  generally  get 
about  one-third  of  the  job 
candidate's  first-year  cash 
salary  and  bonus.  So  they're 
looking  for  someone  with  a 
specific  background  to  fill  a 
specific  position,  says  John 
Challenger,  executive  vice- 
president  of  Challenger,  Gray 
&  Christmas,  a  Chicago-based 


CAREERS 


outplacement  firm.  A  re- 
cruiter may  be  told,  for  in- 
stance, to  find  a  chief  financial 
officer  who  is  a  CPA,  speaks 
English  and  Japanese,  and 
has  10  years 
of  experience 
working  for 
an  international  pharmaceu- 
tical company. 

Finding  such  an  executive 
frequently  means  raiding 
their  client's  competitors.  If 
you're  intrigued  by  working 
for  a  competitor,  getting  a 
call  from  a  headhunter  might 
be  your  best  chance.  A  com- 
petitor may  not  be  able  to 


approach  you  directly,  says 
Tom  Rodenhauser,  managing 
editor  of  the  newsletter 
Executive  Recruiter  News, 
because  that's  a  conflict  of 
interest.  But  a  call  from  a  re- 
cruiter about  a  job  opening 
at  the  competition  lets  you 
find  out  more  about  the  situ- 
ation without  compromising 
yourself. 

On  the  other  hand,  some 
companies  hire  headhunters 
simply  to  gather  internal  in- 
telligence on  rival  firms  even 
though  "they  plan  to  hire 
from  within,"  says  Roden- 
hauser. To  find  out  if  the 


headhunter  is  searcM 
an  actual  job,  ask  h(H 
the  position  has  beenp| 
and  why  it's  still  av(J 
Keep  in  mind  that  at : 
during   the  job  inlr 
process — with  either! 
cruiter  or  the  prosj 
company— should  yoitj 
fering  insider  infoya 
that  could  compromi.'i  f i 
current  employer. 

Whether  a  recruitejB 
ing  you  to  dig  up  sifl* 
ternal  secrets,  fill  a  W 
opening,  or  act  as  a  nm 
or  "source"  for  otheipai 
dates,  it  makes  sensepl 


1/in  miuntcc  lf|/FFK  I  MM  h    iv.l  - 


About  half  of  these 
source  calls  are  re- 
recruiter's  subtle  way 
g  out  if  you're  inter- 
the  job  yourself,  says 
hulte,  managing  di- 
ir  Korn/Ferry  Inter- 
3  Northwest  region, 
le  you  may  not  want 
a  position  now,  says 
Creary,  president  of 


■ 


Handling  a 
Recruiter 


•  Take  the  call,  even  if 
you're  not  looking  for  a 
new  position.  The  con- 
tacts you  make  could 
lead  to  a  new  job  in  the 
future. 

•  Reveal  little  about 
your  employment  or 
salary  history  until  you 
know  more  about  the 
recruiter.  Make  sure  it  is 
a  reputable  firm  in  order 
to  protect  your  privacy. 

•  Be  honest  about  your 
education,  job  experi- 
ence, and  current  salary. 
Most  firms  do  scrupu- 
lous background  checks. 
Exaggerating  may  derail 
your  job  prospects. 

•  Don't  cultivate  an  offer 
from  a  search  firm  just 
to  get  your  employer  to 
counter-offer.  It  usually 
backfires  and  the 
recruiters  may  not  want 
to  work  with  you  again. 

DATA:  BUSINESS  WEEK 


itcGregor  Interna- 
Dallas-based  search 
might  in  the  future. 

art  to  have  a  few 
recruiters  in  your 

iket  who  think  well 
he  adds.  A  three- 

onversation  may  help 

<ork  for  a  job  change 

rs  hence.  Moreover, 
may  discover  that 

underpaid. 

r  OUT.  If  it's  a  cold 
'11  have  to  check  up 
ecruiter — before  you 
king.  Find  out  how 
•re  referred  to  you 
ther  or  not  they  are 


employed  by  a  legitimate 
firm.  If  you're  unsure  of  the 
caller's  reputation,  check  with 
the  industiy  trade  association 
(212  398-9556)  or  the  Directo- 
ry of  Executive  Recruiters 
(Kennedy  Publications, 
Fitzwilliam,  N.  H.). 

Then  find  out  how  the  firm 
is  paid,  either  on  a  contin- 
gency fee  or  a  retainer  ba- 
sis. Retained  re- 
cruiters, who 
typically  work  on 
upper-level  man- 
agement positions 
paying  $75,000  or 
more,  receive  a 
fee — whether  any 
of  the  candidates 
they  find  are  hired 
or  not.  Most  work 
on  exclusive  as- 
signment, meaning 
another  search 
firm  has  not  been 
retained  simultane- 
ously to  fill  the  po- 
sition. Since  these 
firms  will  consider 
you  for  only  one 
job  at  a  time,  your 
resume  isn't  circu- 
lated to  that  many 
people  at  once,  so 
the  chances  of 
your  boss  finding 
out  are  slim.  Usu- 
ally, by  the  time 
you  meet  with 
their  client,  you'll 
be  one  of  just 
three  to  five  can- 
didates for  the  job. 

Contingency  re- 
cruiters, on  the 
other  hand,  gener- 
ally deal  with  ju- 
nior and  midlevel  executives 
earning  less  than  $75,000. 
These  firms  will  give  you 
greater  exposure — and  thus 
less  confidentiality — because 
they  "float"  your  resume  to 
many  companies,  unless  you 
ask  them  not  to.  You'll  prob- 
ably be  one  of  many  candi- 
dates for  any  given  job.  Since 
they  are  paid  only  if  they  fill 
a  position,  there  may  be  a 
tendency  to  "campaign"  for 
you  with  several  clients,  says 
Rodenhauser,  in  the  hope 
that  someone  will  hire  you 
and  they  will  get  paid.  That 
could  increase  the  chances  of 


your  current  employer  hear- 
ing that  you're  being  shopped 
around. 

Expect  the  retainer  firm 
to  spend  more  time  with  you, 
because  they're  focused  on 
filling  high-level  jobs.  They'll 
run  interference  for  you  on 
salary,  benefits,  and  perks, 
but  try  and  find  out  on  your 
own  what  the  market  rate  is 
for  comparable  jobs.  Addi- 
tionally, a  recruiter  will  offer 
some  feedback  on  where  you 
stand  during  the  interview 
process.  For  instance,  a  head- 
hunter  might  tell  you  that 
the  client  feels  you  don't  have 
enough  experience  running  a 
subsidiary  overseas.  But  don't 
expect  them  to  evaluate  your 
resume  or  coach  you  on  the 
interview  itself.  Most  will  fol- 
low up  with  a  phone  call, 
however,  once  you're  on  the 
job  and  can  help  iron  out  pos- 
sible conflicts.  "Maybe  there's 
a  discrepancy  about  when 
your  bonus  is  to  be  paid," 
says  Patrick  Pittard,  presi- 
dent and  chief  executive  offi- 
cer of  Heidrick  &  Straggles. 
"Or,  due  to  a  reorganization, 
you're  now  reporting  to 
someone  else.  And  the  chem- 
istry isn't  as  good." 

Once  you  determine  what 
type  of  firm  you  are  dealing 
with,  and  whether  or  not  you 
are  interested  in  pursuing  the 
job,  you  will  need  to  be  forth- 
coming about  your  qualifica- 
tions. Don't  embellish  your 
education,  job  experience,  or 
salary  history  to  gain  an  in- 
terview with  the  client,  sug- 
gests Stephen  Scroggins,  a 
managing  director  at  Russell 
Reynolds.  Recruiters  usually 
run  scrupulous  background 
checks.  To  downplay  your 
weak  points,  you  might  struc- 
ture your  resume  different- 
ly: List  your  job  accomplish- 
ments rather  than  your  job 
history.  And  include  some  ex- 
tracurricular activities  such 
as  serving  on  the  board  of  a 
nonprofit  foundation. 

Lastly,  if  you're  truly  not 
interested  in  the  job,  say  so. 
But  be  courteous.  These 
guys  keep  copious  notes  of 
every  phone  call  and  meeting 
and  store  them  in  a  central 
database.  "I  have  a  long 


memory,"  says  McCreary, 
who  admits  that  he  once 
dumped  a  vice-president's  re- 
sume in  the  trash  after  re- 
ceiving it  over  the  transom. 
"He  never  took  our  calls," 
he  adds. 

What  if  you're  ready  to 
talk,  but  the  headhunters  just 
aren't  calling?  You  can  mail 
your  resume  to  a  host  of 
search  firms  or  post  it  at 
their  Web  site.  Be  sure  to 
send  copies  to  a  managing 
partner  at  both  the  branch 
office  and  the  main  office, 
says  Rodenhauser.  Both  are 
fed  into  the  central  data 
bank,  but  it  takes  time  and 
you  may  miss  an  opportunity 
while  waiting.  Your  resume's 
shelf  life  could  be  a  few 
years,  but  it's  probably  smart 
to  update  their  files  every 
year  or  so,  to  let  them  know 
that  you've  been  promoted, 
or  are  still  looking. 
BEATING  A  PATH.  But  some 
recruiters  don't  think  you 
should  contact  them — period. 
"You  can  list  yourself  with 
us,  but  it  probably  won't  do 
much  good,"  says  Pittard. 
"You  have  to  be  the  right  fit 
for  the  job  we've  got  now." 

Instead,  get  the  recruiter 
to  call  you.  "We're  always  on 
a  talent  search,"  says  Alfred 
Judge,  president  of  Cam- 
bridge Group,  a  Westport 
(Conn.)  search  firm.  "But  we 
can't  find  you  if  you're  the 
best-kept  secret  in  your  busi- 
ness." To  raise  your  visibility, 
be  active  in  an  industry 
trade  group  and  network 
with  other  execs.  Get  the 
public-relations  department 
to  issue  a  press  release  about 
your  recent  promotion  or 
successful  marketing  cam- 
paign and  circulate  it  inter- 
nally as  well  as  to  the  local 
papers.  The  key,  says  Judge: 
"Make  sure  your  accomplish- 
ments are  known  within  your 
company  and  within  your 
industry." 

That  could  bring  the 
search  firms  beating  a  path 
to  your  door.  Then  again,  if 
your  boss  understands  the 
breadth  of  your  talent,  you 
may  not  need  to  go  anywhere 
when  the  headhunters  come 
calling.  Barbara  Hetzer 
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THESE  BONDS  LOOKED 
LIKE  LOSERS.  THEY'RE  NOT 


When  the  Clinton 
Administration  un- 
veiled plans  last  year 

to  offer  "inflation- 
indexed"  bonds,  some  Wall 
Street  wags  likened  the  pro- 
posal to  ped- 
dling flood  in- 
surance in  the  desert.  Indeed, 
with  the  Federal  Reserve 
having  apparently  slain  the 
inflation  beast,  many  pros 
saw  little  need  for  the  insur- 
ance the  bonds  would  provide 
against  a  sharp  surge  in 
prices.  And  since  these  bonds 
were  expected  to  offer  a  low- 


SMART  MONEY 


now  worthy  of  a  second  look. 

The  $8  billion  in  indexed 
10-year  bonds  auctioned  by 
the  Treasury  Dept.  on  Apr. 
8  were  priced  to  yield  3.65%, 
in  addition  to  the  payment 
tied  to  the  cpi — which,  at  a 
current  3%  level,  gives  the 
bonds  a  total 
return  of 
6.65%.  That's  not  only  above 
the  3%  to  3.25%  real  yield 
many  pros  expect  as  the 
market  matures  in  coming 
years,  but  surprisingly  close 
to  the  current  6.87%  yield  on 
conventional  10-year  Trea- 
suries, which — unlike  their  in- 
flation-indexed counterparts — 


consider  hedging  their  bets 
with  the  insurance  these 
bonds  offer.  "As  long  as  the 
insurance  is  this  cheap,  it 
may  be  wise  to  buy  inflation- 
linked  bonds,"  notes  John 
Hollyer,  a  portfolio  manager 
for  Vanguard  Group. 
TAX  QUIRK.  Some  pros  think 
the  real  return  could  rise 
even  more  for  buyers  at  the 
Treasury  Dept.'s  next  auction, 
this  summer.  With  the  Fed- 
eral Reserve  widely  expected 
to  raise  the  federal  funds  rate 
from  5.5%  to  5.75%  at  its 
May  20  meeting,  the  resulting 
pressure  on  long-term  inter- 
est rates  could  raise  the  ef- 
fective yield  on  the  10-year 
indexed  bonds  as  high  as 
3.9%,  says  Daniel  Bernstein, 
research  director  for  Bridge- 
water  Group,  an  investment 
firm  in  Wilton,  Conn. 
Despite  the 


carry  some  political 
namely,  that  Washing! 
revise  the  cpi  downwai 
way  of  reducing  entit| 
outlays.  However,  (i 
Administration  officia 
that  they'll  protect  in 
from  an  arbitrary  cut] 
inflation  payout,  notii 
such  a  move  could  tr: 
loss  of  confidence  i 
Street.  "We  would  pa 
many  times  over  in  oii 
auctions,  and  we  can'ti 
that,"  says  Roger  Ani 
the  Treasury's  deputy, 
tant  secretary  for  j 
finance. 

Investors  who  prer 
convenience  of  a  mubl 
might  want  to  keep  thi 
on  the  handful  of  inflaa 
dexed  funds  that  have  2 
up:  American  Centu' 
Pimco  have  launched  ii 


How  Inflation-Indexed  Bonds  Work 

These  instruments  give  investors  two  differen  t  payments: 


INFLATION  PAYMENT 


Every  six  months,  the  principal  is 
adjusted  by  an  amount  equal  to 
the  CPI,  payable  only  when  the 
bond  is  sold  or  matures. 


INTEREST  PAYMENT 


Bondholders  receive  a  check 
twice  a  year  for  an  amount  equa 
to  the  principal  multiplied  by  the 
interest  rate. 


EXAMPLE  On  a  $1,000  bond,  if  the  interest  rate  is  3%  and  inflation  is 
1%  after  six  months,  the  principal  is  adjusted  to  $1,010.  The  investor 
then  receives  a  semiannual  interest  payment  of  $15.15.  If  inflation  rises 
to  3%  by  yearend,  the  principal  is  adjusted  to  $1,030.  The  investor 
also  receives  another  interest  payment  of  $15.45.  Assuming  similar 
inflation  over  10  years,  the  investor  will  receive  $351.64  in  interest 
payments  while  the  principal  will  have  risen  to  $1,343.92. 

DATA:  BUSINESS  WEEK,  TREASURY  DEPARTMENT 


er  interest  rate  as  the  trade- 
off for  the  insurance,  many 
experts  recommended  taking 
a  pass. 

But  a  funny  thing  hap- 
pened after  the  government's 
latest  auction  of  the  inflation 
bonds:  Thanks  to  Wall 
Street's  cool  reception,  the 
10-year  inflation-indexed 
bonds  now  offer  a  real  return 
almost  as  high  as  convention- 
al Treasuries  of  the  same  ma- 
turity. And  with  recent  eco- 
nomic reports  suggesting  that 
inflation  may  not  be  dead  af- 
ter all,  some  pros  think  the 
indexed  bonds — which  pay  a 
fixed  interest  rate  plus  a 
sweetener  pegged  to  the  con- 
sumer price  index  (cpi) — are 


offer  no  hedge  against 
spiraling  prices. 
"CHEAP  INSURANCE ."  With  the 
stock  market  vulnerable  to  a 
further  slide,  many  experts 
suddenly  are  attracted  to  the 
prospect  of  locking  in  a  guar- 
anteed real  return  approach- 
ing 4%.  That's  better  than 
the  average  2.5%  to  3%  an- 
nual real  return  on  bonds 
over  recent  decades  and  is 
creeping  up  on  the  6%  infla- 
tion-adjusted return  of  stocks 
during  the  same  span. 

What's  more,  with  the  gov- 
ernment's producer  price  in- 
dex for  March  showing  signs 
that  inflation  pressures  are 
building,  some  investment 
pros  suggest  that  investors 


attractive  returns,  the  infla- 
tion bonds  aren't  for  every- 
one. Here's  how  they  work: 
Twice  a  year,  investors  get 
checks  based  on  the  fixed  in- 
terest rate  of  the  bond.  In  ad- 
dition, interest  is  accrued  ac- 
cording to  changes  in  the  cpi 
but  is  not  paid  out  until  the 
note  matures  or  is  sold.  How- 
ever, taxes  must  be  paid  an- 
nually on  the  total  change  in 
the  bond's  value.  That  quirk 
alone  may  make  them  less  at- 
tractive to  retirees  and  others 
who  need  current  income. 
Younger  workers  can  defer 
these  taxes,  however,  by  hold- 
ing the  bonds  in  a  401(k)  or 
other  retirement  account. 
What's  more,  the  bonds 


T  )  I 

bond  funds,  and  Drei5 
tends  to  do  the  saw. 
Morningstar  analyst 
Porter  recommends  as- 
another  6  to  12  mont  n 
the  funds  can  better  det- 
Although  only  10-yei  ii- 
tion  bonds  are  current  a 
able,  Treasury  plans  fist 
duce  5-  and  30-year  s<JT 
in  the  future.  "At  tins 
would  just  buy  the  b>$ 
rectly  and  avoid  the  yn 
ment  fees,"  advises  or 
You   can   buy  thebc 
through  your  broker  oibj 
dering  directly  throih 
Treasury  Direct  progri 
219-3350).  In  a  marlt  li 
this,  a  little  insurance1 
hurts.  Dea  F 


Ifi  I  HAM  ......mU.i, 


EVER  SINCE  Bill  McNally  MOVED 

his  company  to  STATE  FUND, 

HE'S  BEEN  FIELDING  MORE 
THAN  PHONE  CALLS 


Viui^  riisiii  71)  U  ii i i; ^xi 1 21  ri rji  1 211*  if d_l 
The  Potential 


♦  A  large  market 

region  with  $150+ 
imports. 


gateway  to  a 
billion  annual 


♦  A  growing  market  -  Dubai's 
imports  doubled  since  1990; 
strong  regional  economic 
growth  expected. 

♦  A  prosperous  market  - 

strategic  location  at  the  heart  of  one 
of  the  world's  richest  regions. 


♦  An  expanding  market  -  trading  hub  for 
emerging  economies  in  the  Middle  East,  CIS, 
Central  Asia,  the  subcontinent  and  Africa. 


♦  A  diversified  market  -  wide  import  requirements; 
opportunities  for  suppliers  of  most  products. 


The  Incenti 


♦  A  tax  free  market  -  no  cor 

income  taxes. 

♦  A  liberal  market  -  no  i 

barriers;  no  foreign  exchand 
controls;  low  or  zero  impor 
100%  foreign  ownership  in  I 
Ali  and  Airport  Free  Zones] 

♦  An  efficient  market 

the-art  telecommunications;  | 
:lass  infrastructure  facilities. 

♦  An  established  market 

developed  banking  and  services  se 
regional  conference  and  exhibition  cei 


♦  An  accessible  market  -  served  by  120  sl- 
imes and  80  airlines. 

♦  A  cosmopolitan  market  -  superb  quality  of  life  and ; 
dation;  top  class  education,  health  and  recreation  facilities. 


Decide  on  Duba 


142-CA2 


GOVERNMENT  OF  DUBAI 

DEPARTMENT  OF  TOURISM  AND  COMMERCE  MARKE  i 

8  Penn  Center,  Philadelphia,  PA  19103.  Tel:  (215)  751-9750.  Fax:  (215)  751-9551 . 

11999  San  Vicente  Boulevard,  4th  floor,  Los  Angeles,  CA  90049.  Tel:  (310)  471-2361.  Fax:  (310)  471-2830 


Available  in 
bookstores. 
For  quantities  call 
203-622^312. 


The  latest  words 
one  of  the  biggest  j 
in  business. 
Now  in  paperba 

Buzzwords  come  and  go.  But  the  word  "Positioning "  ji 
important  as  competition  increases  on  a  global  scale. 

A  "Business  Week"  best  seller  in  hard  cover,  Jack  Trout  i 
concept  that  he  first  wrote  about  in  1969.  It  comes  in  three 

Part  One  presents  new  material  on  the  mind  and  how 
the  five  most  important  mental  elements  in  the  positionin 

Part  Two  presents  "repositioning"  as  the  antidote  for  cl 
teach  important  lessons  on  what's  necessary  to  reposition 

Part  Three  outlines  the  "tricks  of  the  trade"  that  he  has 
of  Work.  (This  alone  is  probably  worth  the  price  of  the  boc 

If  you  found  the  original  "Positioning"  useful,  the  sequ 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (31 2)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


Sports  Equipment 


Cheat 
At  Tennis 


|tknnis  tutor|  Your  Own 
^^g^  Portable 


*P  Tennis  Ball 
Machine 


1-800  448  8867 

for  FREE  brochure 


Travel/Vacations 


Free  Resort 
Ratings  Booklet 


A  handy  reference  with 
60  straight-forward  resort  reviews. 
It's  yours  FREE  when  you  subscribe  to 

Timesharing  Today 

The  magazine  that  helps  you  get  the 
most  out  of  vacation  ownership. 

Independent  viewpoint  •  Resort  reviews 
Articles  on  buying,  selling,  exchanging 
Investigative  reports  •  Industry  news 
Hundreds  of  classified  ads 
Must  reading 

Call  Toll  Free  1-888-463-7427 


Travel/Cigar  Tours 


f  VWJ  j'L    JhIII  F 1 


8  DAY  MONTHLY  CULTURAL  ADVENTURE/ 
'  8  DAY  CIGAR-SMOKING  ADVENTURE  P>  '*« 
'  CLASSIC  CAR  ADVENTURE 
PAST  TRAVELERS 
REFERENCES  AVAIARLE 
ON  REQUE8T 
FULLY  LEGAL 
AND  ESCORTED 
8Y  WINGS 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2H) 
CHICAGO,  IL  60611 


Telecommunications  Services 


The  Internets  Largest 
Emali-to-Fax 
Broadcast  Service 

10$  a  minute 
anywhere  In  the  US ! 
International  Rates  per  Minute: 
U.K.  29$  •  Germany  39<t 
Japan  35*  •  Hong  Kong  49$ 

•  Reseller  inquiries  welcome 


Email:  Info@faxaway.com 
www.faxaway.com 


|  Faraway  Is  a  service  of  iitemaimm  Teteom  Ltd.  | 

Menswear/Fashion 


MEN'S  WIDE  SHOES 


EEEEEEEEE,  SIZES  5-13 

FREE  catalog-High  quality  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55E  Hingham,  MA  02043 
1-800-992-WIDE 


Sales  Promotion/Display  Products 


Literature  Displays 

km*3  LARGEST  SELECTION 

samaa  in  the  country 


Cigars/Accessories 


CIO  A.  R.  S 

FREE  CATALOG! 

From  America's  oldest  mail-order  cigar  company,  established  1915. 
Thompson  Cigar  Co.  •  P.O.  Box  31274  •  Tampa,  Fl  33633-0537 
Fax:  1-813-886-2380  •  Call:  1-800-705-1096  •  Dept.  W385 


Slate  Zip 


Recruitment  Services 


A  SEARCH  FIRM  FOR 
EXCEPTIONAL  SALES  AND 
MARKETING  EXECUTIVES 

Resumes  Invited  •  Discretion  Assured 
No  Fee 
TOP  GUN  GROUP,  INC. 

The  Meridian  at  Hughes  Center 
220  East  Flamingo  Rd  ,  Suite  121 
Las  Vegas.  NV  89109 

702-894-9191 


Business  Services 


FINANCIAL  INVESTIGATIONS 

•  Financial  Fraud 
Investigations 

•  Deterence  &  Prevention 
Programs 

•Certified  Fraud  Examiners 

•  Retired  IRS-CID 
Management  Officials 

•Worldwide  Network  of 
Associates 

CA  LIC  #17795 
For  More  Information  Contact: 

RISTUCCIA  INVESTIGATIONS 

Tel:  (818)  249-7899 

Fax:  (818)  249-1880 


INCORPORATION 


•  FREE  Information 

•  All  50  States  and  Offshore 

•  Reliable  Service  and  Low  Prices 


Corporate  Creations® 

http://www.eorpcreations.com 


77w 
800-672-9110 


Fax  305-672-9110 


TRADEMARK 


Personal  Checks 

with  the  purchase  of  600 

3-To-A-Pagc  Business  Checks 

only  $29  95+S&H 
(Otter  good  thru  12/31/97) 

1-800-239-4087 


RESEARCH  REPORTS 


20,000  ACADEMIC  TOPICS  AVAILABLE! 

Send  $2  for  the  290  page  catalog. 
Custom-mitten  wports  also  available. 
RESEARCH  ASSISTANCE 
11322  Idaho  Ave.,  #206BF 
Los  Angeles,  CA  90025 
TOLL  FREE  HOTLINE:  800-351-0222 


http://www.research-assistance.com 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

LASERJET       COLORPRO  DRAFT/MASTER 
DESKJET         DRAFTPRO  DESIGNJET 
ELECTROSTATIC  PLOTTERS  RUGGEDWRITER 

HP  9000  workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

4117  Second  Ave  S  Birmingham,  AL  35222 
Phone  205/59 1  -4747  Fax  205/59 1  - 1 1 08 
800/638-4833  •  e-mail  sales@dasher  com 


Franchising 


l-800-323-9f 

Comprehen  I 

^fc  ssW    The  Accounting  Network 

www.cbsaccountine.taT 


IE! 

your  busif*.-: 

Call  for  Information  at 
"Franchise  Your  Business"  ttilnj 
or  Information  on  francrln  i 

Francon 

Specialists  In  Franchise  Develop  M 

1-800-FRANCHISE  (1-800-2 
 www.francorplnc.co  i 


Corporate  Gift 


or  less  for  3000  orriif 
Plan  For  Succes  i 

1-800-234-270  ] 
e-mail:  info@pfs4yoCoi 


Education/lnstrUiovi 


COLLEGE  DEI 

BACHELORS  •  MASTERS  •  !CT» 
For  Work,  Life  ar , 
Experience  •  no  » 
Attendance  Fiuiw 
Call  (800)  4'  3''; 

Fax:  (310H-6U 
ht1p://www.pt-tii  S 
or  send  detailiresii 
tor  Free  E««tio'!  - 
Pacific  Western  Urt/erf" 
1210  Auahi  Street,  De[1 
Honolulu,  HI  96814-22 


MBH  by  Distance  i 

Major  British  university  offers  acciftdj 
Bachelor's  or  GMAT  needed.  ChosMl 
Intelligence  Unit  as  one  ot  world's  besliftii 

HERI0T-WATT  UNIVERSITY  I  (80Mb1 
North  American  Distributor  I  »•  I  m 
6921  Stockton  St,  Suite  2.  El  CerriCAj 
For  immediate  FaxBack  literate  m» 
fax  machine's  phone,  call  (510Bt>£ 


University  D 


Approved  Self  Paced  tin 
Associate  Bachelors  Masr: 

Emphasis  in:  Business  Admirm] 
Health  Care  Admin,  Humefc 
Finance,  Int'l  Business,  Teclvl 
Paralegal,  Psychology.  Corrle 
http://www.scup  I 
Email:  enroll@scujtt 
1-800/477-2254  (2t»r 
Southern  California  I 
for  Professional  Sldi 
1840  E.  17St-BW,  Santa 


FOR  AO  RATES  AND  INFORMATION 

PHONE:  (312)  464  0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO,  IL  60611 


Business  Books/Audio  Tapes 


OKE  DURING  PRESENTATIONS? 

start  your  career  with  Speaking  Up:  A  Guide  for  Overcoming 
gefright  in  Business  Meetings.  4  audiotapes  &  guidebook. 
)eveloped  by  a  psychologist  with  hands-on  experience. 

Call  toll-free  1-888-544-1099 


Business  Opportunities 


nXriOlS-LOGISTICS.  Established 
iiy  is  selecting  exclusive  sales  con- 
numeroiis  geographical  areas  in  die 
r  superior,  value-added  services 
'.echnology  &  global  capabilities.  No 
v/  unlimited  earning  potential.  Please 
nund  &  industry  exp  to:  PO.  Box 
NF-20,  New  Hyde  Park,  NY  1 1042. 


2  Business  Loans  and 
tent  Leasesftom  $1,000 to 
on.  No  co-brokering.  Work 
/  w/National  Lenders. 
;d  earnings  potential  and 
income. 

trochure  and  FREE 
mputer  disk 

,  1-800-336-3933 

ie  Loan  Consultants,  Inc. 


TIVE  OPPORTUNITY 
IN  GAMING 

stry  of  the  future  can  afford 
Jtive  &  viable  opportunity  to 
slot  &  video  gaming  device 
turing  &  distribution  at 
>st.  For  information,  contact: 

teachfield,  Inc. 

8534  Fax  612/476-8556 


OPPORTUNITY  KNOCKS 


Once  in  a  while  a  business 
opportunity  comes  along  that  will 
never  repeat  itself,  an  opportunity  so 
strong  that  timing  is  of  the  essence 
for  the  select  few  who  take 
advantage.  We  know  that  our 
proven,  ten  year  old  program  is  so 
profitable  with  respect  to  return  on 
investment  that  we  urge  you  to  talk 
to  our  dealers.  If  you  have  sales/ 
mgmt  skills  and  can  invest  in  a 
proven  business  which  will  give  you 
extremely  high  income,  an  exclusive 
protected  area,  training,  leads, 
secured  accounts  to  call  on,  then  let's 
talk.  Areas  going  fast. 

1-800-601-7200 


Relax  ana^Enjoy 
'$350K+++  Annual  Profit 
Potential  From  Home!! 

$75K  Possible  First 
Few  Months... 

***Nominal  overhead 
***80-87%  gross  profit  margins 
***Exciting  breakthrough  products 
***24  hour  support  system 
***No  employees   ***No  inventory 
***No  selling  experience  required 
***Flexible  hours 

***Portable--operate  anywhere  you 

have  fax  and  phone 
***One-time  start-up  less  than 

$10,000 

Financial  freedom  can  be  yours  within 
90  days!  Find  out  more  today: 
1-800-432-0018,  Ext.  5252 
Fax  207-767-1103 
X^FREEDOM  ASSOCIATES^ 

Business  Opportunities 


CONSULTANTS/TRAINERS 


International  firm  expanding  in 
US  needs  independent  consultants 
and  trainers  to  represent  our 
company.  We  offer  some  of  the 
finest  human  resource  development 
programs  available  today.  Very 
high  income  potential.  Extensive 
training  and  support.  Management, 
marketing,  or  consulting  experience 
helpful.  Send  resume  or  brief 
personal  history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  VP  Development 
Department  WB57 
100  Kachel  Blvd.,  #150-E 
Reading,  PA  19607 
(800)799-6227,  Ext.  12 
FAX:  (610)  856-5918 


Presentation  Equipment 


"Holy*@?%#!" 


ImagePro®  7010 

LCD  data/video  projector 
FREE  soft-sided  carrying  case  with  purchase! 


I'VAV  V)=i  I .XXX.23X.52t>:{ 


Menswear/Fashion 


Cant  Find  M 
Shoes  In  ■/ 
Your  Size! 


Find  Sizes...  AAA  EEEEE 
Widths,  Up  To  Size  16. 

Choose  from  a  wide 
selection  of  Men's  Dress, 
Casual,  Work  &  Athletic 
Shoes,  You'll  find  top  brands 
like  E  T.  Wright,  New  Balance,  Bostonian. 
Hush  Puppies  and  Wolverine  And,  we  have 
the  best  guarantee  in  the  business! 
Call  1  -800-240-7463  for  a  FREE  catalog 


Executive  Shoes  DeP' 2911 


Computer  Supplies 

f"  BatTerTer&TooirFor  "J 
I  Mobile  Professionals.  ■ 

i  -I  ■  ^AT^  1 

i 

,  1 800  Batteries  1 

■     f\         \  totoesS  look  hi  Mobile  Piofexionak  ■ 
•      www.800Batteries.com.  J 


Fine  Art 


DALI 

Collect  Rare,  Authentic 
limited  Editions 
from  S  2500 


CALL  FOR  CATALOG 
1  800-999  DALI 

or(310)  798-1360 


SILVERSTATE  FINE  ART 


FREDERIC  REMINGTON 

BRONZE  COLLECTION 

MOUNTAIN  MAN. .  $60 

"Lost  wax  casting" 
ALSO  SILVER  CASTINGS 
FOR  CATALOG 

Call:  1-800-521-3179 
Fax:  407-332-0531 

Henry  Bonnard  Bronze  Co 
World's  Largest  Bronze  Supplier 


Presentation  Equipment 


IT'S  ENOUGH  THAT 

YOU  CARRY 

The  WEIGHT  Of  AN  ENTIRE 

COMPANY 

0NrpY0UR  SHOULDERS. 

4  ,-' 


For  more  information  about  the  world's  lightest,  most  portable- 
laptop  projectors,  call  I -800-445-9396  /  503-641  -7873  or  visiti 
our  website  at  www.lightuiare.com.  \  c'  h  t  w  » 


We  Can  Help  You  Run  Your  Empire. 
(All  1900  Square  Feet  Of  It.)  If  you  have  your 


own  business,  you  should  have  a  MasterCard  BusinessCard" 


MasterCard. 

BusinessCard 

It's  accepted  at  three  times  as  many  places    5^  3lt§b  18C)e 


oeoo        Kim*  K 

.r,:  SKStfi 
?Jf*»F(£B  MH£flS,  lilt 


as  the  American  Express"  Corporate  Card,  to  meet  more  of 


your  business  needs.  Plus,  you'll  get 


OUTFITTERS 


primary  car  rental  insurance  and 


— I  medical  coverage  with  a  MasterCard 


BusinessCard.  (Amex  won't  give  you  that.) 


But  the  best  part  is,  when  your  bill  comes,  you  decide  how  much  of 


it  you're  going  to  pay  off  that  month.  Hey,  you're  the  boss,  riggpnu 


For  more  information,  call  MasterCard  International  at  1-800-727-8825  or  visit  us  at  http://www.mastercard.com. 


■  1997  WasurCard  Inltmaionat  Itmifonui 


isiness  Week  Index 


DUCTION  INDEX 


ange  from  last  week:  -0.1% 
ange  from  last  year;  5.0% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Apr.  12=122.1 
  1992=100   


Apr.  Aug.  Dec.  Apr. 

996  1996  1996  1997 

index  is  a  4-week  moving  average 

oduction  index  slipped  slightly  in  the  week  ended  Apr.  12.  Before 
tion  of  the  four-week  moving  average,  the  index  increased  to  122.4, 
21.9.  In  the  latest  week,  flooding  and  bad  weather  in  the  upper 
it  caused  rail-freight  traffic  to  drop  more  than  3%  from  the  same 
of  a  year  ago.  However,  seasonally  adjusted  truck  production  was  up 
y,  and  electric  power  output  also  increased  for  the  week. 

ction  index  copyright  1997  by  The  McGraw-Hill  Companies 


ING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

PRICES  (4/18)  S&P  500 

766  i4 

737  65 

1 8  8 

RATE  BOND  YIELD,  Aaa  (4/18) 

7.73% 

7.74% 

3.1 

TRIAL  MATERIALS  PRICES  (4/18) 

104.7 

105.0 

5  2 

ESS  FAILURES  (4/11) 

NA 

NA 

NA 

iSTATE  LOANS  (4/9)  billions 

NA 

NA 

NA 

SUPPLY,  M2  (4/7)  billions 

$3,897.2  $3,893.2r 

4  / 

.  CLAIMS.  UNEMPLOYMENT  (4/12)  thous.  332 

324 

-8.0 

5:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun 
reet  (failures  of  large  companies),  Federal  Reserve,  Labor  Dept. 

KEST  RATES 

IL  FUNDS  (4/22) 

LATEST 
WEEK 

5.50% 

WEEK 
AGO 

5.61% 

YEAR 
AGO 

5.38% 

RCIAL  PAPER  (4/23)  3-month 

5.70 

5.71 

5.38 

ICATES  OF  DEPOSIT  (4/23)  3 -month 

5.71 

5.73 

5.34 

MORTGAGE  (4/18)  30-year 

8.29 

8.27 

8.21 

'ABLE  MORTGAGE  (4/18)  one-year 

6.16 

6.06 

5.93 

.4/18) 

8  <  ,0 

8.50 

8.25 

I  :  Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


^TFPI    M/1Q1  thi-Mic    nf  net  tone 
OICCL  ^H-Ziyj  UlOUb.  OT  ntrl  LUflS 

LATEST 
WEEK 

2  069 

WEEK 
AGO 

2  067 # 

YEARLY 

7.  CHG 

3  4 

AIITfl^  fA/lCh  unite 

133  770 

1  1  A  f^A^rti 

-3  2 

TRHf!K*t  f^l/IQl  unite 

119  513 

I  Jt,DO  Jiff 

-7  0 

ELECTRIC  POWER  (4/19)  millions  of  kilowatt-hrb 

56,998 

56,543# 

2.7 

CRUDE-OIL  REFINING  (4/19)  thous.  of  bbl./day 

14,275 

14  207  H 

2.2 

COAL  (4/12)  thous.  of  net  tons 

18,561# 

17,  '.17  8 

-7.5 

LUMBER  (4/12)  millions  of  ft. 

485. 4# 

487.5 

10.1 

RAIL  FREIGHT  (4/12)  billions  of  ton-miles 

25. 3# 

25.5 

-3.4 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (4/23)  $/troy  02. 

LATEST 
WEEK 

iA  i  000 

WEEK 
AGO 

339.900 

YEARLY 
%  CHG 

-12.7 

STEEL  SCRAP  (4/22)  #1  heavy,  $/ton 

137.00 

133.50 

-1.8 

COPPER  (4/18)  (2/lb. 

110.2 

111.5 

-11.0 

ALUMINUM  (4/18)  e/ib. 

74.5 

76.0 

-0.4 

COTTON  (4/19)  strict  low  middling  1-1/16  in.,  e/lb.  68.64 

69  03 

-18.5 

OIL  (4/22)  $/bbl. 

19.22 

19.53 

-21.2 

CRB  FOODSTUFFS  (4/22)  1967=100 

239.86 

242.98 

-i 

CRB  RAW  INDUSTRIALS  (4/22)  1967=100 

332.90 

332.90 

-0.7 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (4/23) 

LATEST 
WEEK 

126.19 

WEEK  YEAR 
AGO  AGO 

125.70  106.73 

GERMAN  MARK  (4/23) 

1.71 

1  73 

1.53 

BRITISH  POUND  (4/23) 

1.62 

1.62 

1.51 

FRENCH  FRANC  (4/23) 

5.78 

5  81 

5.17 

ITALIAN  LIRA  (4/23) 

1702.5 

1701.8  1563.4 

CANADIAN  DOLLAR  (4/23) 

1.39 

1.40 

1.36 

MEXICAN  PESO  (4/23) 

7.873 

7.893 

7.525 

TRADE-WEIGHTED  DOLLAR  INDEX  (4/23) 

106.4 

106.6 

97.34 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J  P.  Morgan. 


ta  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW 
t.  l=Western  Wood  Products  Assn,       2=Southern  Forest  Products  Assn. 


index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
3=Free  market  value       NA=Not  available       r-revised       NM=Not  meaningful 


E  WEEK  AHEAD 


[  NGLE-FAMILY  HOME  SALES 

I  Apr.  28,  10  a.m.EDT*  New  homes 
S  sold  at  an  annual  rate  of  793,000 
I  i,  down  from  811,000  in  February, 
fi  median  forecast  of  economists  sur- 
H  mms  International,  one  of  The 
I  Hill  Companies. 

I  E  GOODS  ORDERS 

^  Apr.  29,  8:30  a.m.EDT*  New 
I  ;oods  orders  were  likely  flat  in 
^  fter  jumping  1.5%  in  February. 

1  MENT  COST  INDEX 

|  Apr.  29,  8:30  a.m.EDT  *  Wages 
b  ;f its  for  civilian  employees  likely 
■J  &  in  the  first  quarter  after  a  0.8% 


gain  in  the  fourth  quarter,  says  the  mms  sur- 
vey. If  so,  labor  costs  would  be  up  3.1% 
from  a  year  ago.  A  gain  larger  than  0.9% 
will  upset  the  financial  markets. 

CONSUMER  CONFIDENCE 

Tuesday,  Apr.  29,  10  a.m.EDT *  The  Con- 
ference Board's  confidence  index  probably 
dipped  to  118  in  April,  from  118.5  in  March. 

GROSS  DOMESTIC  PRODUCT 

Wednesday,  Apr.  30,  8:30  a.m.EDT*-  The 
mms  forecast  expects  that  real  gdp  grew  at  a 
4%  annual  rate  in  the  first  quarter,  after 
increasing  at  a  3.8%  pace  in  the  fourth. 
Domestic  demand  alone  probably  soared  at 
a  6%  clip  in  the  first  quarter. 


PERSONAL  INCOME 

Thursday,  May  1,  8:30  a.m.EDT*  Both  per- 
sonal income  and  consumer  spending  likely 
rose  0.4%  in  March,  after  increasing  0.9% 
and  0.3%,  respectively,  in  February. 

NAPM  SURVEY 

Thursday,  May  1,  10  a.m.EDT*  The  Nation- 
al Association  of  Purchasing  Management's 
business  index  likely  fell  to  54.3%  in  April, 
from  55%  in  March. 

EMPLOYMENT 

Friday,  May  2,  8:30  a.m.EDT*  The  mms 
survey  expects  that  payrolls  grew  200,000 
in  April,  after  a  175,000  gain  in  March. 
April's  jobless  rate  likely  remained  at  5.2%. 


This 

Week, 

Online 

BusinessWeek  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity  to 
ask  questions  about  fea- 
tures from  the  magazine. 

Sunday 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
ea  ure  with  a  significant  reference  to  a  compan y 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Kaiser  Permanente  6 
KEB  Smith  Barney  58 
Knowledge  Revolution  22 
Korn/Ferry  International  140 
Kotak  Mahindra  58 


Russell  Reynolds 
Associates  140 

S 


ABB  Asea  Brown  Boveri  40 
Acom  54 
Aerospatiale  62 
Airbus  Industrie  62 
Albert  Rose  Chemicals  58 
Alex  Brown  &  Sons  118 
American  Brands  (AMB)  126 
American  Century  142 
America  Online  (AOL)  64,  74, 
76,84 

Andersen  Consulting  44 
APAC  TeleServices  (APAC)  48 
Apple  Computer  (AAPU  22,64 
74,88 

Aquagenix  (AQUX)  126 
Archer  Daniels  Midland 
(ADM)  48 
Artemis  126 
ASAP  Software  114 
AT&T  (D  42,  88 
AT  Kearney  44 
Austin-McGregor 
International  140 
AutoNation  34 


Call  them  Netizens,  digerati, 
or  whatever— but  users  of 
the  Internet  are  fast 
clustering  into  groups.  Talk 
about  this  phenomenon  with 
Howard  Rheingold,  author  of 
The  Virtual  Community,  and 
BW's  Amy  Cortese.  Apr.  27 
9  p.m.  edt  in  the  Globe 

Monday 

How  your  business  can  avoid 
computer  meltdown  when 
2000  comes— tips  from 
consultant  Jennifer  McNeill, 
who  has  already  helped  250 
companies.  Apr.  28 
8  p.m.  eot  in  the 
BW  Enterprise  Chat  Room 

Thursday 

Want  to  work  abroad? 
Citibank  recruiters  tell  what 
they  look  for  in  a  newly 
minted  MBA.  May  1 
5  p.m.  edt  in  the  Odeon 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 


Digital  Equipment  (DEC)  22 
Dow  Jones  (DJ)  18 
Dresdner  Kleinwort  Benson 
Dreyfus  142 
E 

Electric  Communities  64 
J  Electronic  Data  Systems 
|  (EDS)  44 

Ermenegildo  Zegna  52 

Executone  Information  103 

Exxon  (X0N)  114 


FA.O.Schwarz  6 
Family  Golf  Centers  (FGCI)  126 
Fidelity  Investments  66, 124 
Financial  Service  Analytics  118 
Firefly  Network  64 
First  Interstate  114 
Fisher  Price  76 
Ford  (H  66,130 
FurmanSelz  37 


Banana  Republic  127 
Bandai  6 
Bankers  Trust  118 
BankHapoalim  62 
BankLeumi  62 
Bank  of  Canada  32 
Bank  of  Israel  62 
Barney's  48 

Bausch  &  Lomb  (BOD  48 
BellSouth  (BLS)  44 
Berkshire  Hathaway  (BRK)  118 
Blockbuster  Entertainment  37 
Bloomberg  Business  News  18 
Bridgestone/Firestone  46 
Bndgewater  Group  142 
British  Aerospace  62 
BT  Office  Products  (BTD  114 


Gap  127 

Garden  Escape  64 
Gateway  (GATE)  42 
General  Electric  (GE)  103 
General  Motors  (GM)  44, 58 
64, 130 

GeoCities  64,  70 
Georgia-Pacific  (GP)  53 
Goldman  Sachs  118 
Goodyear  Tire  &  Rubber  (GT)  46 

Great  Western  Bank  46 
GT  Interactive  Software 
(GTIS)  140 


Legent  70 

Lehman  Brothers  (LEH)  44,118 
LIN  Television  104 
LiveWorld  Productions  74 
London  Fog  Industries  127 

I  M 

Macroeconomic  Advisers  30 
Macy's(FD)  6 
Magellan  Fund  124 
Manpower  (MAN)  42 
Marriott  International  (MHS)  42 
Maxwell  Technologies  103 
Media  General  (MEG  A)  104 
Meredith  (MDP)  64 
Merrill  Lynch  (MER)  18,34,37 
44,110 

Meyers  Pollock  Robbins  126 
MFS  Communications  118 
Michelin  46 

Microsoft  (MSFD  64,66,88 
Molecular  OptoElectronics  103 
Morgan  Stanley  (MS)  34, 52, 
118 

Mormngstar  142 
Motorola(MOT)  40 
Myanma  Oil  &  Gas 
Enterprise  40 


Safeco  Asset  Manageme 
Saks  48 

Salomon  Brothers  (SB) 
122 

Sammi  58 
Samsung  58 
Sands  Hotel  Casino  11CI 
Santens  52 
Sara  Lee  (SLE)  64 
Securities  Data  118 
Seismic  Entertainment 
Shelby  Cullom  Davis  1 
Shigeru  Myoiin  122 
Siemens  52 
Singapore  Airlines  58 
SiteSpecific  64 
Smith  Barney  38 
Softbank  Ventures  74 
Sony(SNE)  64,66,76 
Southern  Co.  126 
Sprint  (FON)  42 
St.  Jude  Medical  103  !| 
Starwave  70 
Sun  Microsystems  (SUl 


Calvin  Klein  127 
Cambridge  Group  140 
CarMax  34 
Century  2  KHFS)  46 
Challenger  Gray  & 

Christmas  140 
Chrysler  (0  130 
Citicorp  (CCD  37 
CMP  Media  64 

C/Net  70 

Compaq  Computer  (CPQ)  88 
CompuServe  (CSRV)  84 
Computer  Sciences  (CSC)  44 
Corporate  Express  (CEXP)  114 
Crestar  Financial  (CF)  13 
Cross-Continental  Auto  Retailers 
(XC)  34 

D  

 Hi'ii/'DAU 

Dana(DCN)  130 
Dataquest  53 
Dean  Witter  Reynolds 
(DWD)  118 
Deutsche  Bank  118 
Deutsche  Morgan  Grenfell  53 
Diebold  53 


Hampshire  Securities  126 
Hanbo  58 
Hanky  Panky  42 
Hannun  Salomon  Securities  58 
Heidrick  &  Struggles  140 
Hewlett-Packard  (HWP)  48,114 
Honda  Motor  (HMO  150 
Hongkong  &  Shanghai 
Banking  40 
HotWired  Inc  64 
Hyundai  Heavy  Industries  58 


IBM  (IBM)  44.64,114 
ICHAT  64 
IDC/Link  88 
ILEX  Oncology  118 

International  Data  88 

International  Survey 
Research  30 

Investcorp  126 

Isetan  48 

Israel  Discount  Bank  62 
Milage  64, 76 


Nabisco  (RN)  140 
National  City  Bank  (NCC)  42 
NatWest  Securities  (NW)  40, 
126 

Neiman  Marcus  6 
Nestle  52 

Netscape  Communications 
(NSCP)  64 
NeuroSource  13 
Nickelodeon  37 
Nike(NKE)  8 
Nordstron  NDSN  6 

P 

PacifuTrelesis  (PAC)  42 
Paramount  Communications 
(VIA.B)  37 
PepsiCo(PEP)  40 
Philips  Electronics  (PHG)  40 
Pimco  142 

Planet  Hollywood  (PHH)  48 
PNC  Bank  (PNC)  46 
Prime  Service  (PRS)  126 
Procter  &  Gamble  (PG)  76 
Promise  54 

Putnam  Management  126 


J  Crew  Group  127 
J  C.  Penney  (JCP)  6 
Jardine  Fleming  8 
Jinro  Group  58 
John  Deere  53 
Johnson  Controls  (JCI)  130 
Jupiter  Communications  74 


Quaker  Oats  (OAT)  48 
Quality  Education  Data  88 
Quantum  Industrial  Partners  74 

R 

Raisio  Group  . 
Ralph  Hoar  &  Associates  62 
Raycom  Media  104 
Raymond  James  & 

Associates  44 
RealSpace  74 
Regional  Financial 

Associates  30 

Republic  Industries  (RWIN)  34 
Reuters  Holdings  (RTRSY)  18 
Roche  Holding  52 


Tactical  Retail  Solutions) 
Takefuii  54 
Teikoku  Data  Bank  54 , 
Tele-Communications  lij 

(TCOMB)  36 

Texaco  (TO  40 

Texas  Instruments  fTXN 

3D0  64 

Time  Warner  (JWX)  64 
Tosco  (TOS)  40 
Toshiba  America  88 
Total  40 

Toyota  Motor  (TOYOY) 
U 

U.S.  Capital  104 
U  .S.  Delivery  Systems 
Union  Bank  off 
United  Auto  Group  (U« 
United  Parcel  Service 
United  TransNet  114 
Universal  Studios  37 
Unocal  (UCL)  40 

V 

ValuStop  34 
Vanguard  Group  142 1 
VenFone  48 
Verner,  Liipfert,  Bemti; 
McPherson  &  Hand 
Viacom  (VIA.B)  37 
Vnsage  Technology  llj 
VISA  64, 66 

W 

I  W.R.Grace  126 
1  Wal-Mart  Stores 
Walt  Disney  (DIS)  37 
Wasserstein  Perella  ' 
WebChat  B'oadcastinj 
System  64,74 
WebGenesis  64,74 
WebRep  74 


YacktmanFund  118 
Yahoo'  (YHOO)  51 
Yankelovich  Partners1 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


PublLuons  Mail  Product  Sales  AgreemenU^o^  


vestment  Figures  of  the  Week 


%  change 


P500 

Oct.     Apr.  Apr.  17-23 


■  780 
;  773.64 


iek  change       1 -week  change 

.0%  +1.3% 


KENTARY 

g  earnings  reports  and 
g  bond  yields  sent  the 
Jones  industrial  average 
ting  173  points,  or  2.6%, 
v.  22.  That  was  the  in- 
biggest  one-day  gain 
1991.  Rumors  that  a 
J,t  deal  had  been  reached 
ishington  sent  the  yield 
e  30-vear  Treasury  bond 
7.09%  to  7.04%.  The 
House  denied  the  ru- 
The  nasoaq  Composite  In- 
at  out  the  rally,  rising 
1.73%  that  day.  On  Apr. 
terest  rate  jitters  offset  a 
n  computer  stocks,  and 
ajor  indexes  edged  down. 


EST  RATES 


USURY  BOND  INDEX 

Oct.     Apr.  Apr.  17-23 


•  1450 
[  1438.80 
;  1425 


k change       1-ween  change 

b  +0.1% 

lomberg  Financial  Markets 


U  S  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

6812.7 

2.0 

21.9 

NASDAQ  Combined  Composite 

1227.1 

1.4 

5.2 

S&P  MiriCan  4D0 

251 .2 

-0.1 

7.2 

S&P  SmallCap  600 

136.6 

-0.5 

2.9 

<; £, P  SiinpfTnmnrKitp  1  Sflfl 

Out!     OU|JCI  uUIIP|JUOllC    1  JUU 

165.2 

1.1 

16.8 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

232.8 

2.5 

12.3 

S&P  Financials 

85.4 

0.3 

30.4 

S&P  Utilities 

183.0 

-0.6 

-4.1 

PSE  Technology 

241.6 

0.8 

11.6 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

4387.7 

2.2 

14.5 

Frankfurt  (DAX) 

3396.0 

1.3 

33.2 

Tokyo  (NIKKEI  225) 

18,735.5 

3.9 

-15.3 

Hong  Kong  (Hang  Seng) 

12,707.0 

1.0 

16.7 

Toronto (TSE  300) 

5874.1 

1.3 

14.8 

Movirn  Pitv  HPfM 
meXILU  l/lly  llrUJ 

JtSZ  /  U 

-0.2 

18.9 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

o&r  DUU  UlVIOcnu  Yield 

1 .90  % 

1 .95  % 

2.17% 

^Ji,  P  Sflfl  P/F  Ratin  (I       1 7  miK 

0«r  JUU  r/L  ndUU  ILdM  1  Z  IMUb. 

iq  q 

19.6 

19.1 

S&P  500  P/E  Ratio  (Next  12  mos. 

)*  16.2 

15.7 

NA 

First  Call  Earnings  Surprise* 

3.64% 

3.28  % 

NA 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

726.8 

724.4 

Positive 

Stocks  above  200-day  average 

54.0% 

51.0% 

Neutral 

Options:  Put/call  ratio 

0.69 

0.72 

Neutral 

Insiders:  Vickers  Sell/buy  ratio 

1.96 

1.91 

Positive 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Airlines 
Trucking 

Computer  Software 

Tobacco 

Semiconductors 


13.2 
10.1 
9.3 
8.6 
7.9 


Semiconductors 
Savings  &  Loans 
Household  Products 
Computer  Software 
Invest.  Banking/Brkrge. 


57.8 
47.5 
45.8 
40.7 
40.7 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Shoes 
Gold  Mining 
Personal  Loans 
Broadcasting 
Defense  Electronics 


-17.5  Gold  Mining  -33.3 

-14.3  Machine  Tools  -27.1 

-13.3  Broadcasting  -24.5 

-12.7  Engineering  &  Constr.  -16.8 

-11.2  Defense  Electronics  -15.3 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

U.S.  Bancorp 

543/8 

-3'/2 

Texaco 

1055/s 

-'/4 

BankAmerica 

1085/s 

-5 

Micron  Technology 

35 

-4 VS 

3M 

87  V2 

-1  Vs 

Citicorp 

105'/2 

-11  Vs 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Intel 

1407/8 

10 'A 

Cisco  Systems 

47 '/2 

% 

Microsoft 

1105/8 

20  V2 

Philip  Morris 

42  Vs 

3S/64 

Johnson  &  Johnson 

59 

1  '/8 

Pfizer 

913/4 

1  Vs 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.06 

5.04 

4.84 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.33 

5.29 

5.10 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.22 

5.18 

4.86 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.95 

5.99 

5.48 

GENERAL  OBLIGATIONS 

5.07% 

5.09% 

5.63% 

5.65% 

10-YEAR  TREASURY  NOTES 

6.87 

6.90 

6.52 

PERCENT  OF  TREASURIES 

73.77 

73.99 

79.42 

79.60 

30-YEAR  TREASURY  BONDS 

7.08 

7.11 

6.78 

TAXABLE  EQUIVALENT 

7.35 

7.38 

8.16 

8.19 

LONG-TERM  AA  INDUSTRIALS 

7.61 

7.59 

7.34 

INSURED  REVENUE  BONDS 

5.26 

5.27 

5.88 

5.92 

LONG-TERM  BBB  INDUSTRIALS  7.94 

7.96 

7.78 

PERCENT  OF  TREASURIES 

76.58 

76.61 

83.01 

83.40 

LONG-TERM  AA  TELEPHONES 

7.84 

7.82 

7.61 

TAXABLE  EQUIVALENT 

7.62 

7.64 

8.52 

8.58 
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I  U  S.  Diversified  OB  All  Equity 

i        52-week  total  return 
2    i   30 


ningstar,  Inc. 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 

Matthews  Korea 
GAM  Japan  Capital  A 
Fidelity  Select  Transport 
United  Svcs.  China  Reg.  Op. 
GT  Global  Japan  Growth  A 

Leaders 

52-week  total  return  % 

Morgan  Stan.  Inst.  Lat.  Am.  A  45.9 

Vontobel  Eastern  Europ.  Eq.  45.5 

Morgan  Stanley  Latin  Amer.  A  44.7 

Delaware  Pooled  Real  Estate  40.7 

CGM  Realty  39.1 


Laggards 

%  Four-week  total  return  % 

8.8  Amerindo  Technology  D  -26.3 

4.7  Midas  -17.1 

3.8  Van  Wagoner  Post-Venture  -16.9 
3.7  Bull  &  Bear  Gold  Investors  -16.4 
3.7  IDS  Precious  Metals  B  -16.3 


Laggards 

52-week  total  return 


DFA  Japanese  Small  Co. 
Steadman  Technology  Grth. 
United  Svcs.  Gold  Shares 
Fidelity  Japan  Small  Co. 
Matthews  Korea 


-43.7 
^2.9 
^»2.5 
-38.8 
-37.0 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Japan 

Foreign 

Europe 

Latin  America 

Diversified  Pacific/Asia 

Leaders 

52-week  total  return 

Real  Estate 
Financial 
Latin  America 
Large-cap  Blend 
Europe 


Laggards 

Four-week  total  return  % 


1.7  Precious  Metals  -10.1 

0.1  Real  Estate  -5.9 

-0.1  Small-cap  Growth  -5.7 

-0.1  Mid-cap  Growth  -5.3 

-0.4  Health  -4.8 

Laggards 

%  52-week  total  return  % 

29.1  Precious  Metals  -23.5 

27.9  Japan  -20.5 

27.9  Small-cap  Growth  -11.3 

16.9  Diversified  Pacific/Asia  -6.8 

16.3  Communications  -4.2 


as  of  market  close  Wednesday,  Apr.  23.  1997,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Apr.  22.  For  a  more  detailed  explanation,  write 
de  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 


Editorials 


TOO  MUCH  BANG  IN  THE  BUCK 


The  tine  miracle  of  U.  S.  exports  is  that  they  have  done  so 
well  for  so  long  in  the  face  of  aggressive  competitive  de- 
valuations abroad.  Japan,  China,  and  Continental  Europe 
have  all  chosen  the  easy  way  out  for  economic  growth — 
cheap  currencies  and  exports — over  the  more  difficult  regimen 
of  restructuring  their  economies  and  lowering  taxes  to  stim- 
ulate domestic  demand.  Even  with  the  dollar  overvalued  by 
some  estimates  by  20%  against  the  yen,  the  yuan,  and  the 
German  mark,  U.  S.  exports  are  at  a  record  high.  But  the  yel- 
low lights  are  blinking,  warning  of  trouble  ahead.  From  a  rate 
of  growth  of  19.3%  in  1995,  exports  were  up  only  6.9%  in  1996 
and  less  so  far  in  1997.  In  fact,  the  overall  rate  of  growth  for 
U.  S.  exports  has  slowed  to  5%,  from  20%  two  years  ago. 

This  is  serious  and  warrants  attention  from  Washing- 
ton. Until  recently,  the  expanding  U.  S.  trade  deficit,  which 
has  doubled  since  1992,  was  due  to  the  surge  in  imports. 
While  Europe  and  Japan  languished,  the  U.  S.  economy 
grew  nicely.  Strong  domestic  demand  pulled  in  imports. 
Yet  exports  boomed  as  well.  Higher  productivity,  falling 
prices  for  high-tech  goods,  and  popular  new  products  shot  a 
flood  of  U.  S.  goods  into  overseas  markets  despite  an  ever- 
rising  dollar. 

But  the  dollar's  overvaluation  may  finally  have  gone  too  far. 
The  dollar  is  up  so  much  that  the  advantages  of  productivity, 
price,  and  product  innovation  are  beginning  to  be  over- 
whelmed by  the  high  cost  of  currency.  Look  at  Japanese  au- 
tos.  The  yen  is  now  50%  lower  against  the  dollar  compared 
with  two  years  ago.  It's  so  low  that  Japanese  carmakers  are 
reversing  previous  policy  to  build  autos  in  the  U.  S.  and  are, 


instead,  choosing  to  export  hundreds  of  thousands  of  thj 
America.  Even  Honda  is  sharply  curtailing  its  own  impc; 
Made-in-America  Hondas  into  Japan  because  of  the  sj 
dollar.  The  decline  in  export  growth  rates  for  pharmaceij 
semiconductors,  chemicals,  paper,  and  nonauto  capital  I 
supports  the  thesis  that  the  dollar,  finally,  is  too  high.  I 

Each  country  has  its  own  reasons  to  undervalue  itk 
rency  against  the  dollar.  Japanese  politicians  and  bijt 
crats  prefer  public-works  spending  and  exports  to  stir| 
growth  rather  than  creating  a  consumer-led  econorl 
Europe,  politics  hamper  the  downsizing  of  the  welfare! 
Exports  are  used  to  promote  growth,  and  a  weak  maiN 
franc  facilitate  it.  The  new  euro  is  expected  to  be  ever! 
undervalued  vis-a-vis  the  dollar.  China  hesitates  to  prfl 
its  state  sector  because  it  fears  unemployment  and  pit 
upheaval.  So  Beijing  spends  its  $100  billion  in  resers! 
keep  its  currency  cheap  and  export  its  way  to  growth 

The  U.  S.  benefits  greatly  from  a  strong  dollar.  It  kes 
flation  in  check,  restrains  the  economy  from  overhsti 
and  exerts  pressure  on  Corporate  America  to  be  compit; 
But  there  are  costs,  and  they  are  rising.  Competitive  a 
uations  have  robbed  the  U.  S.  of  potential  exports,  incoii, 
revenues,  and  jobs.  They  permit  Japan,  China,  and  Eupt 
procrastinate  over  domestic  economic  reforms.  They  im 
the  foreign  debt  the  U.  S.  owes.  They  may  now  be  than 
ing  the  new  high-tech  U.  S.  economy,  which  relies  JH 
ports  for  much  of  its  vitality.  In  short,  the  ever-risingloi 
which  benefited  so  many  for  so  long,  is  beginning  to  'frtj 
those  it  helped.  The  buck  is  too  high  for  everyone's  ™ 


NOTE  TO  DEFICIT  CUTTERS:  IT  WON'T  GET  EASE! 


The  strong  domestic  economy  is  providing  cover  for  Wash- 
ington's amazing  ineptitude.  The  public  appears  to  be 
taking  a  time-out  from  politics  to  enjoy  the  fruits  of  its  labor. 
More  people  are  at  work  than  ever,  and  many  of  them  are  tak- 
ing home  a  decent  paycheck  for  the  first  time  in  years.  But 
politicians  shouldn't  bet  that  this  bliss  will  last  forever. 

So  far,  they've  been  lucky.  Take  the  budget  deficit  problem. 
The  economy  appears  to  be  solving  much  of  it,  while  the  De- 
mocrats and  Republicans  play  political  games.  Thanks  to  liigh 
growth,  tax  revenues  are  up,  and  there  is  a  good  chance  the 
deficit  will  amount  to  only  $95  billion  this  year,  the  lowest  it 
has  been  since  1981.  Finding  that  amount  of  money  to  cut  in 
a  trillion-dollar  budget  is  not  hard,  even  with  a  few  tax  cuts 
thrown  in.  But  in  Washington  each  budgetary  move  is  being 
measured  by  political  advantage  gained,  not  money  saved. 

That's  the  problem.  Washington  is  playing  defense,  with  the 
clock  running  out  in  1998  for  the  next  round  of  congression- 
al elections  (followed  by  the  Big  One — the  Presidential  elec- 
tion in  2000).  The  last  election  was  basically  a  draw,  produc- 


ing a  Democratic  President  and  Republican  CongressiM 
may  have  thought  they  were  signaling  the  parties  » w 
promise  and  work  together,  because  they  trusted  nejM 
govern.  But  the  parties  are  hearing  none  of  that.  ThejB 
marking  time,  doing  as  little  as  possible  on  policy  wile  ^ 
neuvering  for  political  advantage  on  the  scandal  fror 

What  the  politicians  forget  is  that  an  economicalbstrJ 
period  is  perhaps  the  only  time  that  major  problems 
tackled.  Much  work  remains  to  be  done  on  entitlerai  ! 
form,  tax  simplification,  and  of  course,  balancing  te  '< 
get.  Already,  partisan  antics  that  pervade  Washing 
sowing  a  deep  cynicism  toward  both  parties.  PeJIJ 
politicians  indulging  in  vendettas,  clever  deals,  and  jif-K 
motion.  House  Speaker  Newt  Gingrich  is  viewed  neati'( 
by  an  astounding  74%  of  the  voting  public,  accordin  t> 
poll,  worse  than  Richard  Nixon  at  his  darkest  hour.  les  : 
Clinton's  polls  are  falling  as  well.  Once  the  inevitab  si 
down  begins,  these  problems  will  become  that  much  Ifotiw*. 
solve — and  voter  cynicism  will  turn  to  anger. 


Whatever  happened 
to  the 
3  martini  lunch? 

Heck, 
whatever  happened 
to  /u/ic/i  ? 


You  probably  have 
days  when  lunch  is 
so  far  from  your  "To 
do"  list  that  it's  in 
another  time  zone. 
Well,  lunch  may 
again  become  a  regularly  scheduled  event  due 
in  part  to  Kinko's  Corporate.  It's  an  array 

of  products  and  services  that  meet  the  stringent 
needs  of  corporate  customers.  And  you'll  have 
more  time  to  do  what  you  do  best  while  you  out- 
source the  rest.  A  Kinko's  Corporate  Account 
Manager  will  analyze  on-site  your  document 
production  needs,  distribution  and  work  flow. 


Then  they'll  offer 
efficient,  economical 
solutions  for  producing 
everything  from  thou- 
sands of  brochures 
to  proposals  and 
color  presentations.  Your  Account  Manager 
can  also  arrange  pick-up  and  delivery.  What's 
more,  with  Kinko's  international  videoconfer- 
encing network  (one  of  the  world's  largest), 
you  can  do  more  business  and  less  business 
traveling.  Who  knows?  You  might  get  to  take  a 
whole  hour  for  lunch.  No  wonder  every 

day  more  than  200,000  businesses  use  Kinko's. 


The  new  way  to  office." 


kink 


For  More  Information,  Visit  our  Web  site:  http://www.kinkos.com 


©  1997  Kinko's,  Inc.  All  rights  reserved.  Kinko's  and  The  new  way  to  office  are  proprietary  marks  ot  Kinko's  Ventures,  Inc.  and  are  used  by  permission 
Kinko's  requires  written  peimission  from  the  copyright  holder  in  order  to  reproduce  any  copyrighted  work.  Account  Managers  available  in  most  areas. 


THE  INTERNET  IS  SCREAMING 


TAKE  ME,  USE  ME, 


ME  *  OK,  YOU  CAPITALIST,  YOUR 
NEW  OFFICE  SUITE  HAS  ARRIVED 


INTRODUCING  SMARTSUITE®  97.  Here's  the  first  office  suite  specifically  designed 
to  milk  the  Web  for  all  it's  worth.  SmartSuite  97  isn't  just  about  creating  nifty  memos  and 
spreadsheets.  It's  about  being  able  to  tap  the  power  of  the  Internet  while  working  inside 
your  familiar  applications.  And  it's  about  using  this  power  to  gain  a  real  business  advantage. 

STARTING  WITH  A  NEW  WEB-TUNED  LOTUS  1-2-3"  97.  With  1-2-3  97,  you  can 
use  the  Internet  to  do  some  serious  work.  Grab  the  most  current  exchange  rates  for  your 
expense  reports,  for  instance,  live  from  the  Internet.  Or  publish  your  latest  sales  forecasts 
directly  to  a  Lotus  Notes®  database  and  onto  the  company  intranet.  Being  so  closely  tied 
to  the  Web,  Lotus  1-2-3  (like  all  SmartSuite  applications)  allows  you  to  work  hand-in-hand 
with  people  whose  hands  are  literally  thousands  of  miles  away. 

And  SmartSuite  97  makes  it  easy  to  stay  organized  while  you're  staying  up-to-date.  The 
Lotus  SmartCenter™  allows  you  to  customize  a  set  of  drawers  where  you  can  stash  all  your 
sources  of  information,  applications  and  files.  You  can  use  the  SmartCenter  Internet  drawer 
to  get  live  access  to  news,  weather,  stock  prices  and  more,  all  straight  off  the  Web. 

So  as  the  Internet  stands  before  you,  waving  its  opportunities  in  a  most  provocative  manner, 
don't  just  sit  there.  Put  it  to  work.  SmartSuite  is  now  included  with  IBM^Aptiva™ ThinkPad™ 
and  PC  desktops,  as  well  as  select  Acer*  systems  and  AST®  Advantage  PCs.  To  receive  your 
free  SmartSuite 97  Trial  CD,  call  1-800-TRADE-UP,  ext.  C863,  or  visit  www.lotus.com. 


SMARTSUITE. 97 


spreadsheet 
WORD  PRO" 
word  processor 
APPROACH 
database 
FREELANCE  GRAPHICS' 
presentation  graphics 
ORGANIZER 
time  management 

SCREENCAM 
multimedia  tool 


Lotus. 


Working  Together 


Versions  ol  SmailSuile  aie  available  lor  Windws'  95,  Windows  3.1  and  OS/2 '  In  Canada,  call  I  800  GO  LOTUS  ©199?  lows  Developnent  Cotpotalion.  55  Cambridge  Parkway.  Cambridge.  MA  02142  All  rights  reserved  Lotus.  Lolus  SmarlSnle.  12 1.  Lotus  Holes.  Word  Pro,  Apptoach. 
Freelance  Graphics,  Oiganrrei.  ScreenCam  and  Working  Together  are  registered  trademarks  and  SmatlCenlet  and  Work  the  Web  are  trademarks  ol  lotos  Development  Corp  All  older  company  and  prodocl  oames  are  registered  trademarks  or  trademarks  ol  their  respective  companies 


come. 


..... 


Introducing  the  AMD-K6 
MMX  processor 


It's  time 


In  today's  hyper-linked,  hyper-speed  world, 
dreams  have  expiration  dates.  So  don't  wait. 
Act.  Fast.  Introducing  the  AMD-K6™  MMX 
processor.  It  is  the  most  awesome  engine 
ever  built  for  running  Microsoft  Windows'? 
It's  faster  than  a  Pentium  Pro.  And  with  MMX 
(multimedia  extensions)  instructions,  a  new 
generation  of  multimedia  sound,  video,  color 
and  graphics  will  fly  across  your  PC  screen. 
But  then,  that's  the  kind  of  performance 
you'd  expect  from  a  company  that's  shipped 
over  50  million  processors  in  just  the  last 
five  years.  So  what  are  you  waiting  for?  Visit 
our  website  or  call  1-800-222-9323. 


AMDZ1 

www.amd.com 
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Up  Front 


EDITED  BY  LARRY  LIGHT 
SILICON  SAGAS 

LARRY  ELLISON  S 
LEAD  BALLOON 

WAS   LARRY   ELLISON'S  BID 

to  take  over  struggling  Apple 
Computer  a  mere  ego 
trip?  That's  what  crit- 
ics of  the  flamboyant 
Oracle  CEO  are  saying 
after  he  ended  it  on  Apr. 
29.  Whatever  his  motive, 
there's  evidence  he  wasn't 
trying  very  hard. 

Ellison's  plan  was  to  ac- 
quire 10%  of  Apple  and 
launch  a  proxy  fight,  associ- 
ates say.  But  he  has  yet  to 
talk  to  top  Apple  investors 
such  as  CalPERS,  an  obvious 
candidate,  which  named  Ap- 
ple 1996's  worst-run  compa- 
ny. While  he  claimed  to  have 
"an  investment  group,"  the 
only  known  member  is  Gene- 
va Group  head  Igor  Sill.  In- 
siders say  Ellison  never  spent 
much  time  working  up  details 
on  his  plan,  which  he  said  in 
mid-April  he  would  present 
soon.  When  he  folded  his  bid, 
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FOLDED  his  bid  for  Apple 

he  was  in  Antigua  to  race  his 
yacht  Sayonara.  The  state- 
ment said  he  wouldn't  rule 
out  a  future  try.  Neither  El- 
lison nor  Apple  will  comment. 

High-tech  execs  who  know 
Ellison  think  he  was  floating 
a  trial  balloon  and  backed 
off  in  the  face  of  Apple's 
problems.  Meanwhile,  a  cap- 
tion for  his  photo  in  the  next 
Vanity  Fair  states:  "By  the 
time  this  article  comes  out, 
I  should  be  chairman  of 
Apple."  Peter  Burrows 


THE  DEAL  MILL 


TAKEOVER  BAIT:  THE  INTERNET  S  GRANDDADDY 


WALL   STREET    IS  BUZZING 

about  big  fish  circling  bbn. 
Shares  of  BBN,  which  built  the 
Internet's  predeces- 
sor, have  risen 
45%  since  Apr. 
.  24.  And  the 
V^^k  '-J|k  t|  company  itself 
jj         ill  J  fueled  the  ru- 
mors on  Aj  >r.  28 
by  delaying 
quarterly  results 
for  nine  days.  That 
leaves  many  to  assume  big 
news  is  coming. 

at&t,  which  has  a  small 
stake  in  BBN,  tops  the  Street's 
suitors  list.  It  already  buys 
bbn's  Internet  access  ano  net- 
work security  services.  But 
sources  close  to  bbn — which 
isn't  talking  publicly — -say 
that's  wrong,  and  at&t  won't 


comment.  Other  names  include 
IBM  and  gte.  They're  mum, 
too.  Each  could  make  ample 
use  of  bbn's  Planet  Div.,  which 
furnishes  Net  connections  and 
data  network  services  to  3,200 
clients,  including  Intel  and  Fi- 
delity. Almost  half  of  Planet's 
revenues  comes  from  helping 
fix  America  Online's  busy-sig- 
nal problem,  a  real  windfall. 

While  bbn  has  said  that  it 
won't  sell  Planet  separately, 
some  analysts  think  the  com- 
pany's slower-growing  con- 
tract research  business  is  a 
hard  swallow  for  acquirers. 
Another  minus:  bbn's  vast 
capital  spending  has  helped 
produce  losses  for  three  of  the 
past  four  years.  Analysts  ex- 
pect a  $13  million  first-quarter 
loss.  Paul  C.  Judge 


TALK  SHOW  UPlease  invite  me  to  your  next  shareholc 
meeting.  I'd  like  to  speak  to  them.?) 

— Colin  Powell,  at  the  President 's  Summit  for  America 's  Fut 
urging  good  corporate  citizenship. 


SPLITS 


T.  BOONE:  A  RAIDER  GETTING  RAIDED? 


T.  BOONE  PICKENS  WIFE  OF  25 

years  is  stealing  a  page  from 
the  old  raider's  playbook. 
She's  tying  up  some 
of  his  finances,  much 
as  he  manacled  his 
1980s  targets.  Pre- 
sumably so  the 
assets  remain 
intact  until 
their  divorce  is 
final,  Beatrice 
Pickens  has 
secured  court 
rulings  that,  for 
instance,  forbid 
him  from  invest- 
ing the  couple's  " 
money  in  new  ventures. 

This  follows  a  major  busi- 
ness setback  for  Pickens,  68. 
Last  summer,  he  lost  control 
of  debt-laden  Mesa  Inc.,  the 
natural  gas  company  he 
founded  41  yeare  ago.  But  he's 
still  very  rich.  While  court  fil- 


ings don't  say  how  ricrfi 

do  reveal  the  Pickens  I 
and  other  financial  ac<  I 
of  last  Septembe rM 
fHiB^  worth  $42  million.  Bot  I 
ties  allege  "cruel  | 
ment"  as  groun  | 
divorce.  Throw  | 
lawyer,  Picken  | 
hopes  tof 
before  t 
20  trial 
Thul 
Beat 
who 

CO 

The  Pickens  see! 
  be 


HAPPIER  DAYS: 


out  the  best.  She  has 
exclusive  use  of  the  cQ 
North  Dallas  estate  plu 
Mercedes  and  a  SubiJ 
And  he  only  gets  to  s\ 
dog  Winston  on  the 
weekend  of  every  montj 
Steplianie  Anderson . 


BILL'S  BUNCH 

D0N7  TAKE  MY  GAG 
WRITER,  PLEASE 

BILL  CLINTON,  COMIC,  GAVE 

the  star  turn  of  his  second 
term  recently  when  he 
wowed  the  White  House  Cor- 
respondents' dinner.  But  the 
mastermind  be- 
hind all  the  knee 
slappers  remains 
in  the  shadows — 
a  freelance  writer 
from  Manhattan's 
Upper  West  Side 
named  Mark 
Katz. 

Many  of  Clin- 
ton's best-received 
lines    were  his 
riffs  on  Donor-  CHIEF  WAG 
gate.  Sample:  ~ 
"The  bad  news  is  our  only 
child  is  going  to  college.  The 
good  news  is  it  opens  up  an- 
other bedroom." 

Katz,  33,  has  been  writing 
gags  for  the  President  since 
1993.   His  connection  with 


Clinton  comes  thrl 
George  StephanopoulosJ 
whom  he  worked  on  the 
Dukakis  campaign.  "I'lj 
guy,"  he  says,  "who 
Mike  Dukakis  funny." 

When  a  Presidential 
appearance  comes  upi 
calls  for  a  light  touch,  / 
goes  down  to  Washingt  fc 
huddle 
Clinton  sp  ci 
writers.  "lit 
the  corned 
room,"  he  s$ 

Then, 
says,  he  tail 
meeting  or'*1 
with  the  0 
Executivi  t 
polish  linesui 
work  on  tiiDf 
Good  lines  Clinton,  he  I 
"  "is  a  natural 


this.  He  has  a  great  tim'Jf 
livering  jokes."  Katz,  I 
usually  works  out  of  hi 
apartment,  also  writes  si  I 
for  corporate  honchos  al- 
though he  won't  reJ3 
names. 
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Prosciutto  from  Parma.  Chianti  from 
Toscana.  Magnifica  from  Alitalia. 


Introducing  Magnifica  Class  from  Alitalia.  A  new  class 
tf  service  that  encompasses  the  very  best  of  Italy.  The 
inest  foods  from  our  land  and  our  seas.  The  finest  wines 
com  our  vines.  The  warmth  and  care  of  a  people  who 
lave  turned  living  into  an  art  form. 

Every  detail  in  Magnifica  is  first  class,  from  our  luxu- 
ious  electronically  controlled  seats,  to  our  award-winning, 

litalia  participates  in  the  frequent  flier  programs  of  Continental  and  US  Airways.  Newark 


five-star  meals,  presented  by  attendants  outfitted  exclusively 
by  Armani.  And  when  you  arrive,  a  driver  will  be  waiting 
to  whisk  you  to  your  final  destination  in  Rome  or  Milan. 

Best  of  all,  you  can  fly  Magnifica  to  Italy  for  the  price 
of  a  business  class  ticket.  For  more  information  on  this 
outstanding  new  service,  call  Alitalia  at  1-800-223-5730. 
MAGNIFICA  CLASS. THE  BEST  OF  ITALY.  « 

hts  operated  in  partnership  with  Continental  Airlines  and  feature  Business!-  irsfm  sen  ice. 


C  L997  Uitaiia 


SPORTS  BIZ 


EAT,  DRINK,  AND  WATCH  WHITEY  FORD 


OPEN:  Classic  Sports  eatery 

FIRST  CAME  THE  HARD  ROCK 
Cafe.  Then  Planet  Hollywood, 
the  Harley  Davidson  Cafe, 
the  All-Star  Cafe,  and  on  and 
on,  ad  nauseam.  Now  comes 
the  strangest  theme  restau- 
rant of  all — the  Classic  Sports 
Network's  Food,  Drink  & 
Memories  outlet  that  just 
opened  outside  of  Dallas. 
Three  more  restaurants,  each 
with  its  own  little  museum, 
are  due  by  July,  and  the  com- 


pany aims  for  200  by  2000. 

Why  join  the  crowded  ca- 
sual-dining field,  where  mar- 
gins are  declining?  Since  its 
1995  debut,  the  Classic 
Sports  Network  has  grown 
rapidly,  now  reaching  10  mil- 
lion households  with  such  re- 
runs as  the  1952  New  York 
Yankees-Brooklyn  Dodgers 
game.  The  company  says  the 
restaurants — the  first  four  in 
a  joint  venture  with  Choice 
Hotels  International — will 
both  gain  visibility  for  its  TV 
programs  and  boost  revenue. 

They  had  better.  Cable- 
vision  Systems  is  starting  a 
similar  channel  this  summer, 
American  Sports  Classics.  Ca- 
blevision's  refusal  to  carry 
Classic  Sports  has  prompted  a 
feud  that  the  two  are  now 
fighting  out  before  regulators. 
Hopefully,  the  face-off  won't 
encourage  Cablevision  to  en- 
ter the  food  fray,  too.  Is  any- 
one ready  for  The  Couch 
Potato  Cafe?  David  Leonhardt 


l-WAY  PATROL 

KARAOKE  FOR 
HIGH-BROWS 


WHEN    LOST  TOURISTS  ASK 

New  Yorkers  how  to  get  to 
Carnegie  Hall,  the  standard 
reply  is:  "Practice,  practice." 
Now,  there's  another  path, 
and  it's  online. 

America  Online  is  signing 
up  its  customers  to  perform 
Handel's  Messiah  in  the  New 
York  City  landmark  on  Nov. 
30.  The  actual  performance 
will  be  live,  but  much  of  the 
prep  work  will  be  done  elec- 
tronically. In  addition  "li- 


sting the  chorus,  aol  is  set- 
ting up  a  bulletin  board  for 
the  singers  to  swap  ideas.  A 
special  aol  chat  room  will 
allow  London  conductor 
John  Rutter  to  organize 
the  event.  Two  clays  of  live 
rehearsals  will  be  held  in 
New  York. 
The  program  is  the  brain- 
child of  Eugene  Carr,  former 
executive  director  of  the 
American  Symphony  Orches- 
tra and  now  president  of  Cul- 
tureFinder,  an  aol  arts  site. 
So  far,  400  people  have  ap- 
plied to  sing  in  the  Carnegie 
Hall  performance;  200  will  be 
chosen,  based  on  audition 
tapes  they  send  in.  The  event 
will  cost  each  singer  $826, 
which  includes  four  nights  in 
a  hotel,  double  occupancy,  and 
a  boat  trip  around  Manhat- 
tan. Says  one  choral  hopeful, 
Colleen  Brennan  of  Warsaw, 
Ind.:  "This  would  be  some- 
thing I'd  cherish  for  the  rest 
of  my  life."       Amy  Barrett 


DRAWN  &  QUARTERED 


CAR  TALK 

FANCY  CARS, 
FANCY  MECHANICS 

A  BIDDING  WAR  HAS  ERUPTED 

among  BMW  dealers  hungry 
for  "technicians."  (Don't  you 
dare  call  them 
mechanics.) 
bmws  boast 
some  of  the 
most  sophisti- 
cated auto 
technology  go- 
ing. In  the  new 
5  and  7  Series, 
for  instance,  a 
computer  even  BMW  CREW: 
shifts  gears. 

So  mechanics  schooled  in 
cutting-edge  electronics  are 
hot  commodities.  Bob 
Williams,  service  director  at 
Chaisson  Motors  in  Las  Ve- 
gas, had  to  advertise  exten- 


American  sales  doubled 
five  years,  to  105,0C 
1996 — makes  its 
acute.  Maybe  bmw  si 
dangle  country-club  men 
ships.  Lisa  Sa\ 


THE  BIG  PICTURE 


TAKE  STOCK  IN  THIS 

Companies  can't  seem  to  buy  enough  of  their 
own  stock,  a  practice  that  boosts  shareholder 
value.  Both  the  number  of  buybacks  (1,472) 
and  their  dollar  value  set  records  last  year 
and  are  off  to  a  strong  start  this  year. 


'90  '91  '92  '93  '94  '95  '96  '!  I 
DATA  SECURITIES  DATA  CO..  MERRILL  LYNCH  &  CO      MILLIONS  OF  DOLL*  * 


FOOTNOTES  Baby  Boomers  with  less  than  $10,000  saved  in  401(k)  or  similar  plans:  20%;  with  less  than  $50,000:  66°< 
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©1997  Allstate  Insurance  Company,  Northbrook.  Illinois.  Guarantee  applicable  to  covered  losses. 
Subject  to  availability  and  qualifications.  Other  terms,  conditions,  and  exclusions  apply. 
Property  insurance  products  from  Allstate  Insurance  Company  available  in  most  states. 


f  something  out  of  the  blue  happened  to  your  house,  could  you  find 
tractor  to  fix  it?  An  Allstate  Agent  could  help  you.  Plus  Allstate  offers  a  three-year 
workmanship  guarantee.  Being  in  good  hands  is  the  only  place  to  be; 


/instate 

You're  in  good  hands. 
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EXECUTIVE  PAY: 

WHERE  IS  THE  MORALITY? 

Two  words  will  suffice  to  summarize 
"Executive  pay"  (Special  Report,  Apr. 
21):  greed  and  arrogance.  The  compen- 
sation received  by  many  below-average, 
average,  or  even  outstanding  chief  ex- 
ecutives of  U.  S.  corporations  makes  no 
sense  to  many  of  our  citizens — and  they 
will  respond  if  the  system  does  not  self- 
correct.  What  will  these  executives  do — 
move  to  the  Bahamas?  To  Mexico?  Or 
will  they  just  go  into  a  gated  communi- 
ty, far  removed  from  the  issues  in  our 
society,  and  circle  their  German  and 
Japanese  wagons? 

J.  R.  Gordon 
Dallas 

Obscene,  outrageous,  insane.  There 
just  aren't  enough  negative  adjectives  to 
describe  executive  pay.  Every  time 
Lawrence  Coss's  cash  register — oops, 
heart — beats,  it's  another  $2.71  going 


ii 

CORRECTIONS  &  GLARIFIGATKS 

"U.  S.  programmers  are  falling  off  theso 
(Bits  &  Bytes,  May  5,  in  some  edr^i 
incorrectly  stated  the  results  of  a  stir 
programmers'  productivity.  It  should*: 
said  U.  S.  developers  produced  an  a\% 
3,540  lines  of  code  last  year,  down  m 
50%  from  6,900  lines  of  code  in  19!i 


could  increase  the  ceos' 


produdirb 
Neil  11 
Gilmai  lii 
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Executive  Pay 

IT'S  OUT  OF  CONTROL 

inatn  owipiRics  make  exorbitant 
pivouls  fur  no-so  pcrformsuicra,  dilute 
real  skarekoMer  retain,  ami  glorifi 
im<illbcre|mi3cofotherempldw« 
TV  bottom  line  Don't  confusr  a  bull  | 
markd  wiili  managerial  ^ 


'UNHOLY  ALLIANCE' 

"The  inability  of  direc- 
tors to  control  execu- 
tive compensation 
...represents  an  unholy 
alliance  between  CEOs 
and  their  supposed 
governing  boards" 


According  to  your  report,  La\| 
Coss,  the  top-paid  ceo  in  your  i 
made  $102,499,000  in  salary  and 
during  1996.  Such  a  large  lump 
difficult  for  hourly  workers  to  rel 
Let's  look  at  his  compensation 
hourly-wage  basis:  Assume  thai 
works  a  55-hour  week  for  48  w< 
year.  If  he  were  paid  time-and-a-hi 
"■■■■■■ii"  hours  over  40  per  we; 

pay  would  be  $34, If 
hour.  So  if  he  stalled 
at  6  a.m.  on  Jan. 
lunchtime,  he  would 
earned  the  equivalent! 
year's  salary  of  the  « 
dent  of  the  U.  S.  S 
hope  he  works  hard  tl 
his  coffee  breaks. 

Ira  P( 
Anchorage, 


cha-chink  into  his  coffers.  Every  64.65 
seconds  last  year,  his  take  was  more 
than  the  minimum-wage-worker's  week- 
ly pay.  Perhaps  he  should  apply  for  a 
symbol  on  the  nyse  or  nasdaq. 

This  could  happen  only  with  the  aid  of 
incestuous  boards  of  directors,  including 
outside  directors  on  so  many  boards  it's 
a  wonder  they  can  even  attend  all  the 
meetings.  The  excessive  awards  of 
stocks  and  stock  options  are  letting 
hired  guns  take  over  companies  and 
corporations  they've  been  hired  to  run. 
If  their  time  is  so  valuable,  perhaps 
they  should  be  catheterized  and  colos- 
tomized.  EHminating  these  two  functions 


Congratulations  on  your  timely 
story.  As  a  retiree  dependent  who 
return-on-equity  investments,  I 
with  concern  the  number  of  corj. 
proxy  statements  containing  thing 
I  feel  represent  a  raid  on  the  p 
and  a  loss  to  shareholders.  Pay  t 
tied  to  performance  is  appropriati 
not  when  a  bull  market,  downsizin} 
selling  assets  increases  the  botton 

Impartial  studies  made  by  expe 
many  fields,  including  management, 
found  American  ceos'  compensati 
be  inordinately  higher  than  that  o 
ers  around  the  world.  Parenthet 
I  also  note  that  many  of  their  din 


Business  Week 

A  Division  <ij  The  McGraw-Hill  Companies 


MAY  12,  1997  (ISSN  0007-7135)***  3526 

Published  weekly,  except  for  one  issue  in  January,  by  The  McGraw-Hill 
Companies,  Inc.  Founder:  James  H.  McGraw  (1860-1948). 
Executive,  Editorial.  Circulation,  and  Advertising  Offices:  The  McGraw- 
Hill  Companies  Building.  1221  Avenue  of  the  Amencas.  New  York.  N.Y. 
11X12(1.  Telephone:  212  512-2000.  Telex:  Domestic  127030;  Intl.  2)60127039. 
I '  S  subscription  rate  $40.95  per  year;  2  years,  $79.05;  3  years.  $00.95. 
Single  copies,  $1.50;  back  issues,  $5.  Wnte  for  rates  in  other  countries. 
Subscriber  Services:  1-800-635-1200,  TDD:  1-800-554-1579 
Postmaster:  Send  address  changes  to  BUSINESS  WEEK,  P.O.  Box  430, 
Hightstown,  N  J.  0H520.  Periodicals  postage  paid  at  New  York,  N.Y.,  and 
at  additional  mailing  offices.  Postage  paid  at  Montreal,  P.Q.  Canada  Post 
International  Publications  Mail  Product  Sales  Agreement  No.  246484. 


Registered  for  GST  as  The  McGraw-Hill  Companies,  Inc.  GST  #R1 
Copyright  1997  by  The  McGraw-Hill  Companies,  Inc.  All  rights  res 
tie  registered  in  U.S.  Patent  Office.  European  Circulation  Center 
Hill  House,  Maidenhead.  Berks,  England  Telephone:  01628-23431;  Tel 

Officers  of  The  McGraw-Hill  Companies.  Inc.:  Joseph  L.  Dionne, 
and  Chief  Executive  Officer.  Harold  W.  McGraw  III.  President 
Operating  Officer;  Kenneth  M.  Vittor.  Senior  Vice  President 
Counsel;  Robert  J.  Bahash.  Executive  Vice  President  and  Chief 
Officer.  Frank  D.  Penglase.  Senior  Vice  President.  Treasury  0]«l 
Michael  K.  Hehir.  President.  Information  Services  Group. 

PHOTOCOPY  PERMISSION:  Where  necessary,  permission  ifl 
by  the  copyright  owner  for  those  registered  with  the  Copyright  'i^ 
Center  (CCC),  222  Rosewood  Drive,  Danvers,  MA  01923,  to  pbo&afl 
article  herein  for  the  flat  fee  of  $1.80  per  copy  of  each  article.  Sfj 
ment  to  the  CCC.  Copying  for  other  than  personal  or  internal  iW 
use  without  express  permission  of  The  McGraw-Hill  Compani<» 
prohibited.  Address  requests  for  customized  bulk  reprints  to  ft 
Week  Reprints,  P.O.  Box  457,  Hightstown.  NJ.  08520,  or  call  60?-* 
ISSN  0007-7135/96/13.50  PRINTED  IN  THi* 


12  BUSINESS  WEEK  /  MAY  12,  1997 


i  f  you  want  to  know  what 
he  future  holds  in  data 
torage  management,  don't 
onsult  a  fortune-teller. 
Consult  a  visionary. 

At  Symbios  Logic, 
re've  quietly  been 
haping  the  future  of 
lata  storage  management 
or  nearly  20  years  now. 
Vnd  we  have  more  than 
iOO  patents  worldwide  to 
how  for  it. 

Our  data  storage  management 
•xpertise  spans  from  integrated 
ircuits  to  boards  to  software  to 
:omplete  RAID  storage  systems, 
n  fact,  we  invented  the  first  SCSI 
)rotocol  chip  (which  is  now  in  the 
Smithsonian  Institution),  the  first  OEM 
IAID  chipset,  and  the  first  RAID  Fibre  Channel 
storage  system.  We're  the  world  leader  in  SCSI 
levices  sold  and  third  in  OEM  RAID  storage  systems. 

We  also  sit  on  the  industry  committees  that  guide  the  development  of 
itorage  standards,  including  SCSI,  RAID,  Fibre  Channel  and  I20.  When  the 
uture  of  storage  management  is  at  stake,  we  have  something  to  say  about  it. 

Call  1-800-856-3093  for  company  and  product  information,  or  visit 
•vww.symbios.com/bw.htm.  When  you're  searching  for  storage 
management  leadership,  look  closely  at  Symbios  Logic.  Very  closely. 


SVIY1BIOS 


The  Storage  Connection 


9  1997  Symbios  Logic  Inc.  Symbios  Logic  is  a  trademark  of  Symbios  Logic  Inc. 
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(number) 
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more  information  visit  us  at  www  Symantec  corn  CD  available  m  PC  format  only  Symantec  is  a  registered  trademark  and  ACT1.  WinFax  PRO.  Internet  FastFmd,  LiveUpdate  and  Norton  AntiVirus  are  t' 


Just  imagine  what  the  real  stuff  can  do. 


Everyone  who  runs  a  small 
business  has  different  goals. 
You  just  need  some  time  to 
accomplish  them.  That's  why 
our  software  was  designed  to 
save  time.  So  you  can  do 
more  business. 

Let's  say  you  came  out  with 
a  new  product.  And  you  want 


to  let  the  world  know.  Well,  at 
least  potential  customers.  Just 
plug  in  the  information  and 
ACT!™  provides  you  with  your 
contacts'  names,  their  addresses, 
phone  numbers,  the  last  orders 
placed,  the  name  of  your 
prospect's  spouse  and  dog. 

You  could  then  fax  the 
details  to  your  sales  leads 


simultaneously  from  your 
computer  with  WinFax  PRO!" 
No  more  hours  printing, 
standing  at  the  fax  machine 


or  battling  pesky  paper  jams. 

As  for  the  Internet,  the 
million  dollar  question  remains: 
time  saver  or  black  hole?  But 
thanks  to  Internet  FastFind,""' 
you  can  now  harness  several 
search  engines  at  once  without 
duplication.  Translation:  you 
can  find  stuff  on  the  Internet 
really  fast. 

Of  course,  you  won't  be 


Order  your 
free  trial  CD. 

Get  ACT!,  WinFax  PRO, 

Internet  FastFind 
and  Norton  Antivirus, 
free  for  30  days. 

Call  now 
for  your  trial  CD. 

1-800-835-6222 
ext.9NA14 


harnessing  anything  if 
have  a  computer  uo. 
someone  br'r>r    in  an  infectt 
floppy,  then  zap.  Meltdowi 
Fortunately,  Norton  AntiVirus™ 
detects  and  destroys  viruses 
and  repairs  infected  files. 

All  of  these  small  business 
solutions  include  LiveUpdate,""' 


which  automatically  gives  you 
the  latest  software  updates. 
And  in  the  case  of  Norton 
AntiVirus,  the  very  latest  virus 
definitions,  free  of  charge. 

You  see,  although  you  may 
have  filled  in  some  of  the  blanks 
differently,  Symantec's  small 
business  solutions  will  help 
everyone  have  time  to  do  more 


business.  Check  out  our  CD 
that  allows  you  to  test  them 
in  your  own  work  environment. 

There's  no  to  waste. 

(  noun  ) 


SYMANTEC. 
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lo  top  execs  at  other  American 
hies. 

Abraham  Brickner 
Beachwood,  Ohio 

pay  story  pretty  much  hit  the 
k-eye.  As  a  conservative,  I  despise 
reed  and  arrogance  that  divert  so 
Y  benefits  to  so  few.  The  money 
be  better  spent  on  shareholders, 
Irkers,  and  R&D.  It  takes  a  team  to 
Induce.  I  don't  want  the  government 
get  involved,  but  where  is  the  morali- 
[r?  How  much  is  enough? 

Dan  Kierman 
Principal 

Enhanced  Security  Planning  Inc. 

Brea,  Calif. 

You  identify  a  moral  decay  that  is  ac- 
celerating in  the  boardrooms  of  U.  S. 
businesses.  The  inability  of  directors  to 
control  executive  compensation  while  re- 
warding exceptional  perfonnance  repre- 
sents an  unholy  alliance  between  CEOs 
and  their  supposed  governing  boards. 
Unless  institutions  and  pension-plan  ad- 
ministrators become  more  involved,  these 
atrocities  will  continue  to  go  unchecked, 
thus  creating  fertile  ground  for  worker 
ferment  and  resulting  in  powerful  alter- 


natives to  our  current  economic  system. 

Ray  E.  Crowley 
Columbus,  Ga. 

"Executive  Pay"  is  nothing  more  than 
an  annual  exercise  in  irrelevant  non- 
sense. Frankly,  what  a  chief  executive 
officer  "earns"  in  compensation  is  none 
of  your  business. 

Why  the  clamor  for  reform?  Jealousy 
and  hypocrisy,  not  the  holier-than-thou 
motives  of  "equity"  and  "fairness"  that 
are  so  universally  claimed  by  those  who 
seem  incapable  of  believing  that  any  ceo 
is  worth  what  he  is  earning.  But  who 
would  blanch  at  the  thought  of  criticizing 
Tiger  Woods  for  his  $60  million  windfall? 

It's  amazing  how  many  people  think 
ceo  pay  is  unfair,  because  it  is  too  high, 
and  their-  own  pay  is  unfair;  because  it  is 
too  low. 

Paul  F.  Stifflemire  Jr. 
Center-  for-  Entrepreneurial  Studies 
Washington  &  Jefferson  College 
Washington,  Pa. 

DOWNSIZED  WORKERS 
COULD  CUT  A  BETTER  DEAL 

Aaron  Bernstein's  commentary  ("Who 
says  job  anxiety  is  easing?"  News: 


n 


Analysis  &  Commentary,  Apr.  7) 
it  clear  that  the  mass  firings  c 
have  not  abated.  The  reality  is  t 
can  expect  these  brutal  adjustmi 
continue  as  companies  scramble  tc 
themselves  for  changing  market: 

Mr.  Bernstein  fails  to  considi 
there  are  two  issues  here:  The 
the  persistence  of  downsizing.  Tl 
ond  is  the  feeling  there  is  nothii  infc 
can  do  about  losing  your  job. 

While  workers  can  do  little  t( 
downsizing,  most  can  take  some 
over  their  own  termination.  F: 
hiring,  is  a  two-way  street.  Em; 
put  themselves  at  risk — legal  ai 
erwise — if  they  overlook  racial  or 
discriminatory  issues,  or  issues 
ness  and  practicality. 

Even  though  most  people  w 
have  a  legal  claim  against  the: 
ployer,  their  personal  situations 
require  that  they  negotiate  foi 
things  as  an  increase  in  severanc 
the  extension  of  health  or  other 
ance  coverage,  compensated  va 
sick  or  personal  time;  a  change  ii  j* 
departure  date;  or  an  enhancem  , 
their  retirement  benefits. 

The  bottom  line  is  this:  Thejftna 
want  you  to  go,  but  it's  up  to  3 


»  HW7  American  Century  Services  Corp., 
American  Century  Investment  Services.  It 


Please  call  1-800-345-7574 
for  tl  prospectus  containing 
more  complete  information, 
including  charges  and 
expenses,  which  should  be 
re.id  before  investing. 
www.americiincentury.com 
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t  worth  your  while  to  leave — 

Jodie-Beth  Galos 
Sandy  Mcintosh 
New  York 

ORPORATE  AMERICA, 

AS 8  A  BREAK  

dard-setters,  like  all  other  rule 


FINDING  US  ONLINE 

II  text  of  Business  Week,  the  Business  Week 
Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

nd  on  America  Online  at  Keyword:  BW. 
gn  up  for  BW  on  AOL,  cdl  (800)  641-4848 
and  mention  Business  Week. 


rg  for  computer  equipment?  Visit  Maven,  our 
e  Computer  Buying  Guide,  for  continuously 
ipdated  ratings  and  price  information. 
)  to  Keyword:  Maven  on  America  Online, 

or  to  the  World  Wide  Web  at: 
vw.maven.businessweek.com 


makers,  are  often  criticized  and  rarely 
applauded.  And  it's  easy  to  extend  a  dis- 
agreement with  a  particular  standard  to 
a  concern  about  the  process  as  a  whole 
("Corporate  America  is  fed  up  with 
fasb,"  Finance,  Apr.  21).  Although  the 
process  for  setting  accounting  standards 
can  always  be  improved,  the  process  used 
in  the  U.  S.  is  the  best  in  the  world — as 
are  U.  S.  capital  markets.  The  trustees  of 
the  Financial  Accounting  Foundation  and 
nearly  all  business  leaders  strongly  sup- 
port private-sector  standard-setting.  We 
are  working  very  hard  to  achieve  con- 
tinuous improvement  in  the  standard- 
setting  process. 

In  1996,  the  Financial  Accounting 
Standards  Board  completed  its  first-ever 
strategic  plan.  In  addition,  it  has  made 
changes  in  its  operations  in  order  to 
achieve  its  goals.  The  changes  include 
making  standard-setting  more  timely  and 
efficient,  building  broader  acceptance  for 
the  board's  processes,  and  promoting  the 
development  and  acceptance  of  superior 
international  accounting  standards. 

The  Financial  Accounting  Foundation 
has  also  recently  completed  a  strategic 
plan  that  includes  specific  initiatives  to 
support  the  implementation  of  fasb's 
goals  and  to  work  closely  with  fasb  and 


other  bodies  to  determine  the  appropriate 
role  for  fasb  in  the  development  of  in- 
ternational accounting  standards. 

These  are  the  types  of  actions  that 
will  improve  our  standard-setting  process, 
keep  it  in  the  private  sector,  and  maintain 
its  status  as  the  best  in  the  world. 

J.  Michael  Cook,  Chairman 
Financial  Accounting  Foundation 
Norwalk,  Conn. 


HOW  TO  REACH  BUSINESS  WEEK 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  and 

evening  phone  numbers.  We  reserve  the  right  to  edit 

letters  for  clarity  and  space  and  to  use  them  in  all 

electronic  and  print  editions. 

Mail:  Business  Week,  1221  Avenue  of  the  Americas, 

39th  floor,  New  York,  NY  10020 

Fax:  (212)  512-6458 

Internet:  bwreader@mgh.com 

America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscriptions, 

renewals,  changes  or  problems,  and  single  copies. 

Phone:  (800)  635-1200  or  (609)  426-7500 

Fax:  (609)  426-7623. 

Internet:  bwhelp@mcgraw-hill.com 

COPYRIGHT  PERMISSIONS 

Before  quoting  or  reproducing  editorial  material. 
Phone:  (212)  512-4801 
Fax:  (212)  512-4938 


Help  me,  I'm  working  and  I  can't  get  up!  The  more  you  make,  the  more  they 
take.  Everybody  gets  theirs  and  you  get  what's  left.  Will  it  be  enough  for  a 
comfortable  retirement?  You've  made  some  investments,  but  now  you  may 
not  feel  quite  as  good  about  them.  And  does  anyone  need  to  ask  how  you  feel 
about  Social  Security?  Perhaps  you  should  consider  something  that  could 
give  you  a  little  more  confidence.  May  we  lend  you  a  hand?  You  will  find  a 
wide  range  of  investment  opportunities  at  American  Century  to  help  you 
meet  your  future  needs.  We  have  over  sixty  mutual  funds  organized  to 
diversify  your  portfolio.  To  help  get  you  up  and  keep  you  ahead.  More  than 
two  million  people  trust  us  to  manage  their  money-nearly  $54  billion,  and 
climbing.  They  seem  to  like  our  approach  to  investing.  It's  a  little  different 
from  most  others.  Our  funds  are  managed  by  teams.  Instead  of  individuals. 
We  think  that  allows  us  to  make  better  and  more  consistent  decisions.  We 
also  weigh  our  independent  research  against  market  trends.  To  see  if  they  are 
right.  Independent  thinking.  It  can  make  the  difference  between  winning 
and  losing.  Invest  in  our  thinking.  It  could  give  you  a  new  outlook. 


.J 

American 
Century 


Our  way  of  meeting! 

Finding  new  way 
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Health  Care 

Developing  medicines 
to  fight  disease 
is  our  top  priority  at  Hoechst. 


Nutritio) 

Advanced  crop  protdi 

promotes  good 
harvests  and  respects  nr.: 


Hoechst  Marion  Roussel,  Inc. 
P.O.  Box  9627 

Kansas  City,  MO  64134-0627 
http://  www.hoechst.com 


AgrEvo  USA  Company 
2711  Centerville  Road 
Wilmington,  DE  19808 


Hoechst  Celanese  Corp. 
P.O.  Box  2500 
Somerville,  NJ  08876-1258 
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Two-thirds  of  all  diseases,  includ- 
ing AIDS,  cancer,  Alzheimer's 
and  rheumatism,  are  still  incurable. 

Our  task  is  to  develop  medication 
which  opens  up  new  therapeutic 
options. 

The  world's  population  continues 
to  grow  -  and  yet  farmland  is 
limited.  That's  why  we  must  forge 
new  ground  to  ensure  that  we 
can  feed  people. 

But  often,  the  paths  of  progress 
take  their  toll  on  the  environ- 
ment. We  need  new  materials  and 
technologies  for  safe,  sustainable 
development  well  into  the  future. 

We're  meeting  the  challenge  by 
channelling  our  creative  skills 
and  the  power  of  our  research  into 
finding  new  ways  to  improve 
people's  quality  of  life. 

Hoechst  is  an  international  group  of 
companies  spearheading  innovation 
in  health  care,  nutrition  and  industry. 
With  a  staff  of  145  000  people  world- 
wide, annual  sales  total  $  36  billion. 


Finding  new  ways. 


Hoechst 


Books 


MIRAGE:  Why  Neither  Democrats  Nor  Republicans  Can  Balance 
the  Budget,  End  the  Deficit,  and  Satisfy  the  Public 

By  George  Hager  and  Eric  Pianin 
Times  •  337pp  •  $25 


HOW  THE  BUDGET  WAR 
WAS  FOUGHT 


It's  altogether  appropriate  that  Bob 
Dole  is  the  tragic  hero  of  Mirage,  a 
compelling  book  on  budget-balanc- 
ing wars  past  and  present,  written  by 
veteran  Washington  reporters  George 
Hager  and  Eric  Pianin.  In  this  tale  of 
adventure  and  deceit,  Dole  is  the  Don 
Quixote  figure,  a  knight  errant  from  the 
plains  of  Kansas  who  is  forever  tilting  at 
budget  windmills,  accompanied  by  his 
hapless  gop  sidekick,  Saneho — make  that 
Senator — Pete  V.  Domenici  of  New 
Mexico,  a  moody  ally  whom  Dole  affec- 
tionately dubs  "my  calculator." 

Dole,  the  doomed  1996  Republican 
Presidential  candidate,  is  an  appropriate 
protagonist  for  this  work,  which  often 
brings  vividly  to  life  what  most  Ameri- 
cans view  as  a  boring  process.  In  search 
of  his  impossible  dream,  the  no-pain, 
no-gain  conservative  is  betrayed  by 
friends  and  enemies  alike,  ranging  from 
Ronald  Reagan  (who  seals  a  deal  with 
archliberal  Democrat  Tip  O'Neill  over 
drinks  while  Republican  leader  Dole  is 
left  high  and  dry)  to  House  Speaker 
Newt  Gingrich  (who  constantly  belittles 
war  hero  Dole  as  a  tax-hiking  appeaser). 

Throughout  the  indignities,  the  re- 
silient Dole  retains  his  fervor  for  a  bal- 
anced budget  and  maintains  his  wicked 
sense  of  humor.  As  recounted  in  Mi- 
rage, Dole  privately  refers  to  three  key 
aides  to  then-President  Bush — Treasury 
Secretary  Nicholas  Brady,  Budget  Di- 
rector Richard  Darman,  and  Chief  of 
Staff  John  Sununu — as  Nick,  Dick,  and, 
for-  the  abrasive  chief  of  staff,  a  vulgar- 
ity that  rhymes  with  brick.  Once,  as 
the  three  Bushies  filed  into  a  room,  Dole 
instinctively  responded:  "Here  come 
Nick,  Dick — and  Paul."  Sununu  was 
mystified.  On  an  earlier  occasion,  when 
then-President  Reagan  sent  Dole  a 
Chaska  Indian  peace  pipe  to  make  up 
for  an  insulting  remark  by  his  Chief  of 
Staff,  Donald  T.  Regan,  the  acerbic  Dole 
quipped:  "Is  it  ticking?" 


Hager,  a  Congressional  Quarterly 
budget  reporter,  and  Pianin,  a  Wash- 
ington Post  congressional  correspon- 
dent, clearly  are  masters  of  the  arcane 
budget  process,  but  they  manage  to 
write  a  book  that  is  readily  accessible  to 
a  mass  audience,  not  just  policy  wonks. 
At  its  core  are  a  cast  of  richly  devel- 
oped characters.  Hager  and  Pianin's 
Ronald  Reagan,  for  example,  is  a  finely 
textured  figure  who  is  neither  the  out- 
of-touch  boob  portrayed  by  liberals  nor 
the  saintly  visionary  hailed  by  many 
conservatives.  This  Reagan 
is  a  man  of  both  principle 
and  accommodation,  who  is 
much  more  committed  to 
his  cherished  cold-war  mili- 
tary buildup  than  he  is  to  a 
balanced  budget. 

House  Majority  Leader 
Dick  Armey  of  Texas  is 
portrayed  as  one  of  the  few 
Republicans  who  truly  un- 
derstands President  Bill 
Clinton.  He  plumbs  the 
President's  psyche  by  read- 
ing Bob  Woodward's  The 
Agenda  and  later  causes  Clinton  to  blow 
a  gasket  by  criticizing  both  White 
House  Mediscare  rhetoric  and  Hillary 
Rodham  Clinton.  An  angry  Bill  Clinton 
explodes:  "There  is  no  scare  tactic  we've 
used  that  is  half  as  bad  as  the  lies  that 

you  used  And  another  thing,  Mr. 

Armey.  In  this  debate,  I  never  once  at- 
tacked your  wife."  The  President's  fe- 
rocious determination  to  fight  back  took 
Capitol  Hill  Republicans  by  surprise. 
"We  just  assumed  that  given  enough 
pressure,  Clinton  would  do  what  he  al- 
ways had  done — cave  and  cut  a  deal," 
explained  House  Republican  Conference 
Chairman  John  Boehner  of  Ohio. 

Hager  and  Pianin  describe  at  length 
how  petty  personal  animosities  and 
complex  political  machinations  at  both 
ends  of  Pennsylvania  Avenue  conspire 


WHY  NEITHER  DEMOCRATS 
NOR  REPUBLICANS  ON 
BALANCE  THE  BUDGET, 
END  THE  DEFICIT, 
AND  SATISFY  THE  PUBLIC 

George  Hager  and  Eric  Pianin 


to  make  a  balanced-budget  d| 
taunting  and  vexing  mirage  shirrri^ 
on  the  political  horizon."  They  fai 
ever,  to  examine  the  grassroots  p 
pressures  that  complicate  the  pr< 
of  cutting  a  deal.  They  virtually 
the  paradox  of  budget  politics 
most  Americans  favor  a  balance 
get  but  also  strongly  oppose  the 
cuts  or  tax  increases  required 
there.  While  the  authors  documei 
Gingrich's  rampaging  ego  and  st: 
miscalculations  helped  to  kill  a  1 
deal  in  1995,  that  wasn't  the  s( 
even  primary — reason  the  tall 
lapsed.  Instead,  mistakes  were 
all  around  by  Clinton,  Dole,  and 
key  players. 

Not  only  is  Mirage  a  useful  his 
reference  work  but  it  is  amazing] 
vant  to  today's  headlines.  The 
pessimistic  subtitle  notwithstandi 
clear  that  the  painful  lessons  of 
budget  failures  recounted  in  il 
have  not  been  lost  on  some  of  t 
players  in  the  c 
deficit-elimination  n< 

Ftions.  New  White 
Chief  of  Staff  Ersk 
Bowles  has  avoide 
bad-faith  negotiating 
get  gimmicks,  and  pil 
demagoguery  that  pc 
the  well  in  1995. 
Majority  Leader  Trer 
of  Mississippi,  who 
Dole  last  year,  has 
to  be  an  astute  stuc 
history  who  won't  k 
sonal  pique  or  pa 
blood  derail  the  talks.  And  even 
Senate  Budget  Committee  Ch£ 
Domenici  and  his  excitable  Housi 
terpart,  John  R.  Kasich  of  Ohio, 
hibiting  newfound  maturity  alon 
their  unquenchable  zeal  to  balar 
budget. 

It's  perfect  timing  that  Mira 
been  published  just  as  the  currer 
get  talks  are  reaching  a  denoui 
Events  in  Washington  over  th< 
few  weeks  will  determine  wheth 
is  just  another  mirage  or  a 
through  of  historic  proportions 
Bob  Dole,  vanquished  by  the  1 
will  be  watching  history  unfok 
the  sidelines. 

BY  RICHARD  S.  DIJH 

Dunham  has  covered  Washingt 
itics,  budget  and  otherwise,  since 


DOLE  REFERRED  TO  THREE  KEY  PLAYERS  AS  NICK 
DICK,  AND  A  VULGARITY  THAT  RHYMES  WITH  BRL 


echnology  &  You 


rEPHEN  H.  WILDSTROM  

)UR  DIRECTOR'S 
BAIR  IS  WAITING 


lacle's  Video- 
ctor  lets  you  edit 
e  home  movies 
even  add  music 

you  own  a  video  cam- 
•a  and  are  like  me,  you 
■obably  have  filled  a  lot 
es.  Odds  are  you  rarely 
any  of  them.  It's  not 
fun  to  watch  hours  and 
,  of  unedited  tape,  in- 
ig  those  shots  that  did 
ome  out  right  or,  my 
ipecialty,  footage  record- 
tcause  I  forgot  to  turn 
e  camera. 

.fortunately,  editing 
is  difficult  and  expen- 
Even  the  arrival  of  PC- 
editing  in  the  past  year 
hasn't  helped  much.  Be- 
i  uncompressed  video 
ard  disks  at  the  horrify- 
ite  of  1.1  gigabytes  per 
,e,  systems  such  as  Avid 
na  for  Macintosh  or  mgi 
iWave  for  Windows  are 
r  suited  to  preparing 
clips  than  editing  home 
is. 

TON.  A  clever  new  $300 
ict  from  Pinnacle  Sys- 
(888  484-3366),  a  maker 
Sessional  video  gear,  of- 
i  solution.  VideoDirector 
o  200  consists  of  Win- 
software,  special  cables, 
.  box  about  the  size  and 
!  of  a  modem.  It  lets  a 
tntrol  a  camcorder  and 
eocassette  recorder, 
use  the  VideoDirector 
m,  you  pop  the  tape  you 
to  edit  into  your  cam- 
r,  slip  a  blank  tape  into 
VCR,  and  plug  both  into 
ontrol  box.  Another  ca- 
ttaches  the  control  box 
3c's  printer  port.  A  third 
uns  from  the  PC  to  both 
amcorder's  control  con- 


nector (it  works  with  virtual- 
ly all  current  cameras)  and  a 
special  infrared  device  that 
works  like  a  remote  to  con- 
trol the  VCR.  It's  a  bit  com- 
plicated to  set  up  the  first 
time,  but  Pinnacle's  good  dia- 
grams help. 

To  edit  a  tape,  you  start 
by  dividing  it  into  scenes. 
VideoDirector  can  do  this  au- 
tomatically by  guessing  at 
where  the  scene  changes  oc- 
cur, but  I  found  that  it 


scenes,  not  the  actual  video, 
so  you  don't  need  a  super- 
high-powered  computer  with 
many  gigabytes  of  disk  space. 

When  your  clips  are 
marked,  it's  time  to  assem- 
ble a  finished  tape.  You 
choose  your  scenes  and  drag 
them  to  a  storyboard  in  the 
order  you  want  them  record- 
ed. Then  you  can  apply  fades, 
wipes,  or  dissolves  as  transi- 
tions between  scenes,  and 
add  titles  and  music  or  other 
sounds.  Once  the  elements 
are  all  in  place,  VideoDirector 
copies  the  scenes,  keeping 
them  in  the  right  order  and 
with  titles  and  effects  added, 
from  your  camcorder  to  the 
tape  in  your  vcr. 
ORNERY  VIDEOS.  Learning  to 
use  VideoDirector  isn't  as 
easy  as  I  would  like.  Part  of 
the  problem  is  that  video 
editing  is  an  art  that 
takes  time  to  master. 
Also,  Pinnacle's  documen- 
tation could  be  clearer. 
But  the  biggest  problem 
is  the  orneriness  of  vcrs. 
Getting  a  recorder  to 
work  with  the  system  is 
frustrating.  And  vcrs  are 
hard  to  control  precisely. 
Although  VideoDirector 
tries  to  compensate  for 
the  delays  your  vcr  ex- 
periences when  it  starts 
and  stops,  you  can  still 
wind  up  with  video  hic- 
cups between  scenes.  I 
found  that  using  a  fade 


VideoDirector,  only  $300,  makes 
editing  long  home  video  tapes 
simpler  and  less  expensive 


chopped  the  tape  into  too 
many  short  takes.  It's  simple 
to  select  the  scenes  by  hand 
by  clicking  to  mark  the  be- 
ginning and  end  points  as  you 
watch  the  tape  on  your  TV 
or  a  little  window  on  your  PC 
display.  For  higher  accuracy, 
you  can  watch  in  slow  mo- 
tion or  jog  through  single 
frames.  This  is  VideoDirec- 
tor's  secret:  Your  PC  records 
only  the  start  and  end  of 


technique  made  for  smoother 
transitions. 

Video  editing  will  become 
easier  when  more  affordable 
digital  cameras  and  recorders 
hit  the  market  in  the  next 
few  years.  For  now,  Video- 
Director  is  the  first  practical, 
low-cost  tool  for  turning  all 
those  piles  of  unwatched 
video  tapes  into  the  family 
treasures  troves  they  were 
meant  to  be. 


BULLETIN  BOARD 


SOFTWARE 
FAXING  WITH  NT 

Windows  NT  has  many  advan- 
tages as  a  desktop  operating 
system  for  business  users, 
but  also  one  glaring  draw- 
back— a  lack  of  any  support 
for  desktop  faxing.  Symantec 
(800  441- 
7234)  has 
responded 
with  WinFax 
Pro  8.0,  the 
latest  version 
of  its  popular 
fax  software 
and  the  first 
to  work  with 
NT.  The  new  version  doesn't 
add  a  lot  of  new  bells  and 
whistles  to  the  already  fea- 
ture-rich product.  But  it  is 
faster  and  less  bulky  than  its 
predecessor.  This  WinFax, 
though,  can  receive  faxes  and 
send  scheduled  transmissions 
when  no  user  is  logged  in. 

LAPTOPS 
MORE  MMX  MODELS 

Reader  Rajan  Khakurel  of 
Kathmandu,  Nepal,  wonders 
about  the  availability  of 
Intel's  mmx  Pentium  micro- 
processors in  laptops  and  the 
prospects  for  price  declines  in 
coming  months.  Most  laptop 
makers  have  incorporated 
multimedia-savvy  150-  and 
166-Mhz  mmx  chips  in  their 
top-of-the-line  notebooks  and 
are  now  pushing  them  down 
into  midrange  and  value-line 
models.  The  good  news  for 
consumers  is  that  the  prices 
manufacturers  pay  for  Pen- 
tium chips  are  expected  to 
fall  sharply  after  Intel  intro- 
duces its  newest  model,  the 
Pentium  II,  in  May.  Pentium 
lis  won't  be  available  in  note- 
books, though,  until  a  new 
modular  design,  code-named 
Deschutes,  comes  out,  proba- 
bly early  in  1998. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


IS  THERE  ANY  WAY 

TO  STOP  CHILD  LABOR  ABUSES? 


SCHOOL  PAY 

Poor  Third 
World  families 
may  keep  kids 
in  class  if 
compensated 
for  lost  wages. 
And  education 
is  a  prime  way 
to  make  an 
economy  grow 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution 
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Presidential  task  force  recently  called 
for  a  worldwide  ban  on  child  labor  and 
,  sweatshop  conditions  in  overseas  fac- 
tories operated  by  American  companies  in 
the  apparel  industry.  While  the  task  force's 
code  of  business  conduct  may  be  appropriate 
for  rich  nations  such  as  the  U.  S.,  it  is  misap- 
plied in  Indonesia,  Pakistan,  Vietnam,  and 
other  countries  that  are  the  targets  of  the 
code. 

The  poor  in  these  countries  send  children 
out  to  work  because  families  desperately  need 
their  meager  earnings.  They  think  they  can- 
not afford  the  luxury  of  letting  children  spend 
many  years  in  school.  So  they  take  them  out 
of  school  by  14  or  earlier.  It  is  a  hard  life  for 
the  children,  but  appalling  poverty  forces  the 
whole  family  to  struggle  with  bad  nutrition, 
poor  health  care,  and  dismal  economic 
prospects. 

The  corporations  and  unions  that  manufac- 
ture goods  in  the  U.  S.  and  Europe  often 
complain  about  the  unfair  competition  from 
factories  in  the  undeveloped  world  that  em- 
ploy children  and  pay  low  wages.  These 
groups  are  responsible  for  much  of  the  polit- 
ical pressure  against  child  labor  in  overseas 
factories. 

But  Western  critics  forget  that  child  labor 
was  common  in  the  U.  S.  and  Europe  not  so 
long  ago.  For  example,  the  U.  S.  Census  Bu- 
reau reports  that  in  1890  more  than  1.5  mil- 
lion children  between  the  ages  of  10  and  15 
were  gainfully  employed,  despite  the  reluc- 
tance of  parents  to  admit  to  the  census  takers 
at  that  time  that  they  were  violating  laws 
against  child  labor  in  many  states.  Those 
American  families  who  sent  their  children  to 
work  instead  of  to  school  were  generally  bet- 
ter off  than  most  parents  in  the  Third  World 
nations  today  who  depend  on  earnings  of 
their  children. 

RISING  TIDE.  Child  labor  did  not  decline  to 
negligible  levels  in  all  parts  of  the  West  until 
the  second  half  of  this  century.  Although  leg- 
islation, unions,  and  other  factors  contributed 
to  this  decline,  studies  indicate  that  greater 
prosperity  was  essential.  It  was  general  eco- 
nomic growth  that  raised  the  living  standards 
of  families  at  the  lower  end  of  the  ladder  so 
that  they  were  able  to  forgo  their  children's 
earnings. 

The  same  pattern  has  been  repeated  in 
nations  all  over  the  world  as  they  undergo 
economic  development.  As  they  grew  richer, 


the  families  at  the  bottom  of  the  hea  I 
came  more  willing  to  take  their  childrel 
of  the  labor  force.  There  is  every  reasf^ 
anticipate  that  Indonesia,  Vietnam,  and 
Third  World  nations  will  also  eliminate 
labor  when  they  achieve  greater  eco: 
progress. 

Yet  I  believe  that  countries  that 
large  numbers  of  children  in  the  labor 
are  being  shortsighted  when  they  do  no] 
ways  to  keep  children  from  poorer  far 
school  longer.  Economies  tend  to  grow 
when  the  educational  base  is  wider  and 
all  children  learn  to  read  and  write, 
skills  will  become  even  more  essential 
21st  century  as  computers  and  other 
technologies  require  greater  schoolin 
training.  Factories  in  Third  World  econ 
that  rely  on  child  labor  will  be  able  to 
pete  effectively  in  world  markets  only  i 
increasingly  obsolete  technologies  tha 
marily   utilize   employees   with  mi 
amounts  of  human  capital. 
COUNTERPRODUCTIVE.  Nevertheless, 
mum-schooling  laws  and  international 
sure  alone  may  not  succeed  in  reducin 
amount  of  child  labor.  In  fact,  internatic 
enforced  codes  that  lower  earnings  op 
nities  of  children  might  increase  rather 
decrease  the  number  of  children  who 
asked  to  supplement  reduced  parental 
ings — frequently  at  lower  wages  in  th 
derground  economy. 

Schooling  laws  are  much  more  effect' 
the  cultures  of  Third  World  economies 
they  are  combined  with  financial  induce 
that  encourage  parents  to  keep  their  c1 
in  school  for  eight  or  more  years.  Even 
families  would  withdraw  children  fro 
labor  force  if  they  were  financially  co 
sated  for  the  loss  in  income.  A  few  cou 
in  Latin  America  are  considering  imple 
ing  programs  that  pay  poor  parents  an  » 
al  supplement  for  each  child  who  remaif 
school  until  age  14  or  15. 

Everyone  who  has  a  genuine  concert 
the  well-being  of  working  children  shoul(» 
ognize  that  the  real  problems  besetting  m 
World  nations  are  appalling  poverty  andll 
economic  growth,  not  mean  parents  or  sf 
manufacturing  companies.  The  best  hop  1 
the  future  prospects  for  children  is  thato 
nomic  progress  in  poor  economies  more  l 
ever  requires  rising  education  standarcH 
workers. 
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URISTS,  REMAIN  CALM. 
HERE'S  A  VOLVO  IN 
HERE  SOMEWHERE. 

HE  NEW  1998     fO  S70 

NOW. 

iRTING  AT  AN  MSRP  OF  $27,960/  The  new  S70  is  every  ineh  a  Volvo, 
h  of  those  inches  just  happens  to  be  more  alluring  than  before.  So  visit  your 
vo  retailer  to  arrange  a  test  drive  today. 

ve  safely.  VOLVO 

cturer's  Suggested  Retail  Price  (MSRP)  for  a  1998  S70  Sedan  with  automatic  transmission.  Excludes  state  and  local  taxes,  optional  equipment,  special  equipment  required  by  states, 
orep,  registration  fees  and  $575  destination  charge.  Individual  retail  prices  may  vary.  ©1997  Volvo  Cars  of  North  America,  Inc.  Drive  Safely  is  a  trademark  of  Volvo  Cars  of  North 
a,  Inc.  Always  remember  to  wear  your  seat  belt.  For  car  specifications,  visit  the  Volvo  Web  site  at  http://www.volvocars.com. 


Economic  Trends 


BY  GENE  KORETZ 

A  NEW  TWIST  IN 
TRADE  NUMBERS 

Intrafirm  business  tilts  the  data 

With  Japan's  trade  surplus  taking 
off  again,  U.  S.  officials  have  cau- 
tioned the  Japanese  not  to  rely  on  ex- 
port demand  fueled  by  a  strong  dollar 
and  a  weak  yen  to  revive  their  nagging 
economy.  But  according  to  Joseph  P. 
Quinlan  of  Dean  Witter  Reynolds  Inc., 
the  focus  on  exchange-rate  adjustments 
misses  a  key  element  in  the  equation. 

"In  considering  trade  imbalances,"  he 
says,  "you  can't  ignore  the  importance  of 
intrafirm  trade  by  multinational  compa- 
nies with  production  and  distribution 
facilities  around  the  globe." 

Intrafirm  shipments,  notes  Quinlan, 
now  account  for  a  third  of  all  global 
trade  in  goods.  In  the  case  of  the  U.  S., 
some  26%  of  goods  exports  are  shipped 
by  American  parent  companies  to  over- 
seas affiliates,  and  a  further  10%  repre- 

MULTINATIONALS'  BIG  ROLE 
IN  U.S.  TRADE  FLOWS 


SHARES  ACCOUNTED  FOR  BY  INTRAFIRM  TRADE 


EXPORTS  IMPORTS 

▲  PERCENT  OF  TOTAL* 
"BASED  ON  LATEST  AVAILABLE  DATA  (1994) 

DATA:  COMMERCE  DEPT.,  DEAN  WITTER  REYNOLDS  INC. 

sents  goods  exported  by  U.  S.  affiliates 
of  foreign  companies.  And  intracompany 
trade  by  foreign  multinationals  accounts 
for  one-fourth  of  all  U.  S.  merchandise 
imports,  while  goods  imported  by  U.  S. 
companies  from  their  foreign  affiliates 
account  for  18%  of  the  total  (chart). 

This  trend,  says  Quinlan,  inevitably 
complicates  exchange-rate  adjustments. 
Companies  with  facilities  in  nations  on 
both  sides  of  an  exchange-rate  shift 
have  the  flexibility  to  adjust  to  the 
changing  competitive  environment — 
boosting  output  where  the  currency  is 
depreciating  and  selling  more  where  it 
is  rising.  The  upshot  is  that  "correcting 
trade  imbalances  may  require  larger  ex- 
change-rate adjustments  and  longer  time 
lags  than  in  the  oast." 

Quinlan  belie\  es  that  this  develop- 
ment helps  explain  the  persistence  of 


America's  stubbornly  high  trade  deficit 
with  Japan.  In  1994,  he  points  out,  in- 
tracompany shipments  by  Japanese 
multinationals  and  their  U.  S.  affiliates 
accounted  for  a  staggering  85%  of  all 
U.  S.-Japanese  trade.  That  much  con- 
trol of  bilateral  trade,  the  Dean  Witter 
economist  argues,  gives  Japanese  multi- 
nationals the  flexibility  to  deflect  the 
effects  of  adverse  currency  movements 
and  to  capitalize  on  favorable  ones. 

Thus,  while  the  U.  S.  is  right  to  wor- 
ry about  excessive  yen  weakness  and 
dollar  strength,  Quinlan  thinks  it  should 
also  be  talking  to  the  Japanese  about 
the  role  of  intracompany  trade  and  the 
need  to  make  Japan  more  hospitable  to 
U.  S.  direct  investment.  "As  long  as 
American  multinationals  are  left  out  in 
the  cold  in  Japan,"  he  says,  "reducing 
the  trade  deficit  will  be  a  tough  slog." 


ARE  HOUSE 
PRICES  SOARING? 

Only  on  Millionaires'  Row,  it  seems 

The  cost  of  living  in  a  house — termed 
the  "homeowner's  rent  equivalent" 
in  the  consumer  price  index — rose  a 
modest  2.7%  during  the  12  months  end- 
ed in  March.  Yet  separate  sources  show 
that  average  prices  of  new  and  existing 
homes  are  running  5.8%  and  5.3%,  re- 
spectively, above  their  year-earlier  lev- 
els— the  strongest  gains  in  years.  Is  the 
CPI  missing  an  inflationary  pickup? 

Not  according  to  Maury  N.  Harris  of 
PaineWebber  Inc.  For  one  thing,  he 
points  out,  real  estate  prices  are  not 
adjusted  for  such  quality  changes  as 
size  and  amenities,  so  shifts  in  the  sales 
mix  toward  larger,  more  lavishly  ap- 
pointed homes  show  up  as  price  in- 
creases. Similarly,  average  new-home 
prices  have  risen  partly  because  more 
sales  are  now  occurring  in  the  high- 
priced  Northeast  and  West. 

More  important,  taking  the  median 
(or  midpoint)  price,  new  and  existing 
houses  are  up  4%  and  3.7% — signifi- 
cantly less  than  the  corresponding  in- 
creases in  average  (or  mean)  figures. 
That  suggests  that  the  averages  are  be- 
ing pushed  up  by  big  jumps  in  relative- 
ly high-end  property  prices.  In  New 
York,  for  example,  pricey  Manhattan 
apartments— in  the  $700,000-$800,000 
range — are  reported  to  have  zoomed 
13%  last  year,  while  prices  of  single- 
family  houses  in  Queens  and  Staten  Is- 
land crept  up  only  2.2%. 

The  bottom  line,  says  Hams,  is  that 
inflation  does  not  appear  to  be  a  major 


problem  for  most  buyers.  Ind] 
speculates  that  some  of  the  gains] 
by  high-end  properties  reflect  a 
effect"  stemming  from  the  stock  | 
boom.  The  Corcoran  Group,  a  Ne 
real  estate  firm,  reports  that  bi 
Manhattan  co-ops  and  condos  wl] 
on  Wall  Street  shelled  out  32% 
average  last  year  than  they  did 


GETTING  INTO 
TOP  B-SCH00LI 

Surprise.  A  work  record  wonj 

Does  work  experience  imp 
applicant's  chance  of  accep 
a  leading  business  school?  Accoil 
recent  research  from  Battelle 
Institute,  more  than  85%  of 
school  deans  agree  that  it's  an 
consideration  in  evaluating  pro; 
students.  And  many  college  gr; 
ing  to  enroll  in  a  highly  rated 
management  program  make  s 
have  some  job  experience  und^ 
belts  before  they  apply. 

A  surprising  finding,  howeve: 
the  value  of  such  experience  in 
accepted  by  a  top  school  is  ne; 
Despite  the  reported  views  of 
deans,  the  researchers  found  th 
rience  had  no  real  impact  on  ad 
results,  other  things  being  equal, 
applicants  to  the  most  selective  p 
often  fared  worse  than  their 
they  had  extensive  work  experi 
If  aspiring  mbas  are  missing 
in  acquiring  work  experience  be| 
plying  to  a  top  B-school,  the  B 
may  also  be  losing  out  by  not 


FRESH  MBAs:  Job  vets  stay  the  1 


high  value  on  such  experience! 
admissions  process.  The  resel 
found  that  students  with  a  lot 
experience  were  much  less  li 
drop  out  of  mba  programs  than 
with  little  or  no  experiene 
though  their  grades  were  no  hil 
All  of  which  suggests  that  I 
B-schools  might  do  well  to  start 
ing  what  they  preach. 
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HIDDEN  ASSET: 

SHALL  BUSINESS 


Alright, 

there  IS  a  catch 
to  our  f 

Chase  Online  Banking 

for  small  businesses. 

You  have  to 

ask  for  it. 


Now  you  can  do  your  business  banking 
more  quickly  and  easily  than  ever, 
right  from  your  own  computer.  You 
can  even  pay  your  bills.  With  Chase 
Online  Banking.  Free  tO  Get. 
If  you're  a  Chase  business  checking 
customer,  you  get  our  online  software 
absolutely  free.  And  it's  remarkably 
easy  to  install.  Free  tO  Use.  0nline 
Banking  isn't  a  new  account  -  it's  a  new 
way  to  access  the  business  accounts  you 
already  have.  Use  it  to  get  banking  information  24  hours  a  day.  To  find  out  if  a  check  has 
cleared.  To  pay  bills  or  transfer  money.  Your  private  password  keeps  your  business  finances 
confidential.  And  there  are  no  charges.  Even  the  bill  paying  is  free.  FfeeS  YOU  Up. 
So  spend  less  time  on  your  banking.  And  more  time  running  your  business.  Further  proof 
that,  when  you're  in  the  right  relationship,  things  just  keep  getting  better. 


To  sign  up,  or  open  a  Business  Banking  account,  call  1-800-CHASE24 

or  stop  by  any  of  our  500  branches.  Visit  our  Web  site  at  www.chase.com 


CHASE.  The  right  relationship  is  everything. 


Not  available  in  all  locations  ©1997  The  Chase  Manhattan  Bank  Member  FDIC 


YORK  CITY 


DDEN  ASSET: 

ALL  BUSINESS 


ments  in  the  quality  of  life,  and  new  municipal  policies  and  public/private 
partnerships  have  strengthened  the  city's  capacity  to  attract  and  retain  small 
businesses.  New  York  City's  population  is  highly  educated;  more  than  600,000 
residents  have  earned  bachelor's  degrees,  and  almost  half  a  million  have 
received  graduate  and  professional  degrees.  This  gives  small  businesses  access  to 
a  vast  labor  market  with  skills  ranging  from  fashion  design  to  accounting  to 
computer-based  animation  to  audio  engineering. 


■owing  Sector 

-ms  with  fewer  than  500  employees 
ccount  for  70%  of  the  city's  private 
■  employment.  From  1992  to  1995, 
ty  gained  almost  80,000  jobs  in  small 
ess,  and  this  trend  ;s  continuing, 
l  1996,  New  York  City  gained 
than  44,500  private  sector  jobs, 
rgest  increase  in  more  than  a 
le.  In  January  1997,  private  employ- 
rose  by  16,900  jobs,  the  largest 
hly  increase  since  December  1989. 
York  City  brings  people  and  ideas 
her  from  all  parts  of  the  globe 
tig  it  an  especially  hospitable  set- 
or  small,  dynamic,  and  fast-moving 
esses.  For  example,  John  F. 
edy  International  Airport  has  direct 
rvice  to  more  than  85  international 
lations,  allowing  easy  access  to 
ets  throughout  the  world.  Further, 
resence  of  leading  law  firms,  finan- 
istitutions,  and  advertising  agencies 
ates  intense  demand  for  specialized 
:es  that  are  often  best  provided  by 
firms. 


Estate: 

to  Economic 

'lopment 

ew  York  City 
has  a  remark- 
supply  of  com- 
ial  and  indus- 
space  that  can 
imodate  every 
■ivable  type  of 
ess.  As 
ien  B.  Siegel, 
dent  of 

lia/Edward  S. 
on,  observes, 
ill  growth 
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companies  have  always  been  the 

engine  that  fuels  the  Manhattan 

office  market,  and  we're  seeing  an 

even  greater  impact  now  than  in 

the  past."  In  1996,  72%  of  the 

leases  signed  in  midtown 

Manhattan  were  for  less  than 

10,000  sq.  ft.  and  90%  were  for 

less  than  25,000  sq.  ft.  Even  in  the 

heart  of  midtown  Manhattan, 

small  businesses  are  taking  root. 

For  example,  Insignia/ESG  has  a 

modern  high-rise  tower  with  one 

million  square  feet  of  office  space 

at  590  Madison  Avenue. 

Initially  designed  for  one 

tenant,  it  now  houses  small  financial, 

entertainment,  and  publishing  firms  each 

occupying  15,000  sq.  ft.  or  less. 

New  York  City  has  more  commercial 
office  space,  400  million  sq.  ft.,  than  any 
other  city  in  the  U.S.  And,  occupancy  costs 
are  a  bargain  compared  to  other  interna- 
tional cities.  According  to  Cushman  & 
Wakefield,  total  occupancy  costs  in  mid- 
town  Manhattan  were  $35.74  per  square 

NEW  YORK  CITY- 
JOB  GROWTH  BY  FIRM  SIZE 
1992  TO  199S 


Under  20 
Employees 

20-50         50-100  100-500 

 1 

According  to  Cushman  & 
Wakefield,  total  occupancy 
costs  in  midtown  Manhattan 
were  $35.74  per  square  foot 
in  1996,  less  than  half  as 
much  as  in  equivalent  finan- 
cial capitals  such  as  London, 
Hong  Kong,  and  Tokyo. 


foot  in  1996,  less  than  half  as  much  as  in 
London,  Hong  Kong,  and  Tokyo. 

As  Thomas  P.  Falus,  Executive 
Managing  Director  of  Cushman  & 
Wakefield  points  out,  "New  York  has 
the  largest  collection  of  antiquated  office 
buildings  in  the  world."  Many  are  ide- 
ally situated  near  commuter  transporta- 
tion hubs  and  shopping  districts.  As  a 
result,  all  types  of  small  businesses  are 
flourishing  in  New  York  City:  jewelry 
design  and  production 
in  Brooklyn;  multimedia 
and  financial  service  in 

  Manhattan;  recycling  in 

  the  Bronx;  and  furniture 

manufacturing  in 
  Queens. 


New  Media  in 
New  York  City 

The  emergence  of 
new  technologies 
for  distributing  news 
and  entertainment  is 
generating  a  demand  for 
new  sources  to  deliver 
information  electroni- 
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cally.  Drawing  on  its 
strengths  in  advertising, 
publishing,  the  arts,  and 
finance,  New  York  City  is 
rapidly  becoming  one  of 
the  leaders  for  this  grow- 
ing multimedia  industry. 
The  major  broadcast 
radio  and  TV  networks 
h.n  i.       a\  s  been  based 
in  New  York  City  along 
with  the  major  book  and 
magazine  publishers. 

Today,  an  entire  new 
set  of  small  firms  are 
creating  content  for 
electronic  media  in  an 
area  of  Manhattan 
known  as  "Silicon  Alley"  which 
stretches  from  the  southern  tip  of 
Manhattan  to  34th  Street.  For  these 
firms,  Manhattan  offers  unparalleled 
access  to  graphic  designers,  musicians, 
and  most  important,  to  students  and 
faculty  from  leading  educational  institu- 
tions. New  York  University's  Interactive 
Telecommunications  Program,  for 
example,  is  a  leading  source  of  talent 
for  the  multimedia  industry.  Clearly, 
New  York  City  is  a  "hotbed"  of  small 
business  activity  in  the  multimedia 
industry,  like  the  following  New  York 
C  it)  enterprises. 

EARTHWEB 

EarthWeb,  a  leader  in  high-technology  and 
Internet  services  based  in  midtown 
Manhattan,  was  founded  in  1994.  The 
firm  is  a  leading  resource  for  online  com- 
munities, as  demonstrated  by  its  Web  site 
Camelan  (www.gamelan.com)  which  has 
been  designated  by  Sun  Microsystem's 
JavaSoft  as  The  Official  Directory  for  Java 
Resources.  The  company  also  operates 
EarthWeb  Direct,  a  marketplace  for 
Internet  users  and  developers  where  cus- 
tomers can  purchase  software,  books,  and 
other  products  via  the  Internet. 

The  firm  is  privately-held  and  has 
more  than  70  full-time  employees.  A 
key  factor  that  makes  New  York  Citv 
an  ideal  location  for  EarthWeb  is  the 
easy  access  to  leaders  in  advertising, 
entertainment,  and  finance,  according 
to  Jack  D.  Hidary,  President  and  CEO 
of  EarthWeb.  More  than  16,000  Web 
sites  are  licensed  to  use  EarthWeb  soft- 
ware and  150  new  sites  are  licensed 
each  day. 


future  home  of  FLITE,  the  first 
interactive  technology  laboratory 
created  for  the  financial  Industry. 


TRANSACTION 
INFORMATION  SYSTEMS 

Founded  in  1988, 
Transaction  Information 
Systems  (TIS)  is  based 
in  |c  >\\  er  Manhattan 
where  it  is  developing 
FLITE,  the  first  interac- 
tive technology  labora- 
tory created  for  the 
financial  industry. 
Ranked  #103  on  Inc. 
magazine's  500  fastest- 
growing  private  compa- 
nies, TIS'  revenue  has 
grown  from  $2  million 
in  1992  to  $30  million 
in  1996.  The  firm  is  a 
software  development  and  consulting 
company.  It  specializes  in  building  elec- 
tronic commerce,  online  transactions  and 
customer  service  applications  for  the 
World  Wide  Web,  interactive  kiosks  and 
other  online  channels. 

According  to  Bob  Cold,  one  of  the 
founders  of  TIS,  "A  firm  must  be  in 
New  York  City  to  attract  the  best  tal- 
ent." Gold  also  believes  that  the  "next 
city  to  be  the  financial  capital  of  the 
world  will  be  the  city  entrenched  in  the 
concept  of  electronic  banking."  The 
firm's  new  laboratory,  FLITE,  will  be  a 
hands-on  state-of-the-art  environment 
where  business  leaders  can  test  and  try- 
out  new  technological  strategies  and 
solutions. 

INTERACTIVE  IMAGINATIONS 

Founded  less  than  four  years  ago  in  a 
New  York  City  living  room.  Interactive 
Imaginations  has  emerged  as  one  of  the 
most  sophisticated  multimedia  compa- 
nies in  the  world.  Established  with 
financial  support  from  GE,  Travelers, 
and  Random  House,  Interactive 
Imaginations  is  based  in  Manhattan's 
Flatiron  District,  close  to  major  advertis- 
ing agencies  and  publishers. 

Interactive  Imaginations'  has 
launched  "The  Commonwealth 
Network,"  an  advertising  network  for 
more  than  8,500  Web  sites.  This  new 
Web  site,  www.commonwealthnet- 
work.com,  generates  more  than  75  mil- 
lion impressions  monthly.  In  1996, 
Segasoft  Inc.  licensed  the  advertising 
technology  developed  by  Interactive 
Imaginations  that  permits  advertise- 
ments to  be  targeted  in  real  time  on  the 


Internet.  Today,  this 
high-tech  firm  has 
more  than  80  employ- 
ees and  serves  cus- 
tomers worldwide. 


Immigrants  and  Small  Business 

According  to  the  New  York  CiryB 
Department  of  City  Planning,  ffl 
1990  to  1994,  New  York  City  attract* 
113,000  immigrants  annually.  TheseB 
immigrants  are  revitalizing  old  induB 
and  helping  to  generate  thousands  qfl 
new  businesses.  Today,  about  30%  m 
New  Yorkers  are  foreign  born.  ThesB 
immigrants  are  helping  to  replenish  I 
city  with  a  new  supply  of  skilled  lahfl 


ERIKSEN  TRANSLATIONS 

More  than  20  years  ago,  a  young 
woman  named  Vigdis  Eriksen  came 
New  York  from  Norway  to  study  a 
and  began  translating  part-time  to  s 
port  herself.  Today,  Vigdis  Eriksen  i 
president  of  an  international  translal 


i  — 


Vigdis  Eriksen  is  president  of  an  intemalmn 

translation  company,  Eriksen  Tra nslatk 


company,  Eriksen  Translations,  whi< 
provides  skilled  language  services  to 
insurance  companies,  banks,  advertiiE 
agencies,  and  manufacturers  that  mil 
have  their  documents  and  publicatics 
printed  in  multiple  languages,  inciuog 
English. 

Eriksen  Translations,  which  is  bee 
in  a  Brooklyn  office  tower  overlook^ 
New  York  Harbor,  has  15  full-time  « 
employees.  The  firm  benefits  from  tl 
plethora  of  New  Yorkers  who  are 
equipped  to  read  and  write  in  multi; 
languages.  Eriksen  uses  skilled  trans- 
tors  and  editors  and  advanced  comrte 
technology  to  translate  legal  docurryts. 
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no  laughing  matt 


■  i 


Caroline  Hirsch  takes  business  seriously.  So  when  she  wanted  to  expand  on  the  success  of  Caroline's  Comedy 
1  with  Comedy  Nation  — the  new  theme  restaurant  and  retail  store  — she  chose  Cushman  &  Wakefield. 
Caroline  wanted  the  real  estate  services  firm  that's  responsible  for  more  transactions  in  the  New  York  area  than 
ne.The  one  firm  with  the  versatility  and  leverage  to  help  her  conquer  not  only  Times  Square,  but  the  world. 
From  our  global  reach  to  our  depth  of  services,  from  our  research  capabilities 


tr  creative  problem-solving,  we're  unmatched  in  the  industry.  In  fact,  nobody 
i  more  businesses  of  all  sizes,  here  and  around  the  world. 
To  find  out  how  we  can  put  you  center  stage,  call  1-800-346-6789.  Improving  your  place  in  the  worlds 


'www.cushwake.com 
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insurance  policies,  financial  statements, 
advertising  copy,  and  equipment  manu- 
als for  more  than  100  corporations  and 
individuals  representing  all  parts  of  the 
w  1 1 l  id. 

Manufacturing:  A  Distinct  Asset 

Although  business  and  financial 
services  dominate  the  economic 
life  of  New  York  City,  manufacturing 
accounts  for  more  than  200,000  jobs  and 
is  a  major  factor  in  the  world  of  small 
business.  According  to  the  Municipal  Art 
Society  of  New  York,  the  average  manu- 
facturing firm  in  New  York  City  employs 
24  individuals.  Manufacturing  in  New 
York  consists  of  small  businesses  that 
take  advantage  of  New  York  City's  dis- 
tinct assets:  skilled  designers,  productive 
workers,  new  technologies,  and  access  to 
local  and  international  markets. 

LOUIS  BALDINGER  LIGHTING 
This  company  has  been  manufacturing 
lighting  fixtures  in  New  York  City  for 
more  than  100  years.  Working  closely 
with  top  architects  and  designers, 
Baldinger  makes  decorative  lighting  fix- 
tures that  are  used  in  the  public  spaces 
of  world-class  hotels  in  many  large 
cities.  And,  the  tallest  building  in  the 
world,  now  under  construction  in  Kuala 
Lampur,  the  capital  of  Malaysia,  Kuala 
will  include  lighting  fixtures  made  by 
Baldinger. 

The  Bid-Match  Program 

New  York  City  has  a  broad  set  of 
policies  and  programs  to  help 
small  businesses  grow  and  prosper.  The 
Department  of  Business  Services  (DBS) 
is  the  lead  city  agency  in 
providing  assistance  to 
small  and  medium-sized 
businesses.  Under  the  direc- 
tion of  Deputy  Mayor 
Rudy  Washington,  DBS  has 
developed  the  "Bid-Match 
Program"  which  is  designed 
to  increase  procurement 
opportunities  for  small  and 
medium-sized  businesses 
seeking  to  compete  for 
municipal  contracts.  The  program 
allows  vendors  who  register  with  the 
computerized  Bid-Match  Program  to 
have  access  to  New  York  City's  multi- 
million  dollar  small  purchase  procure- 
ment pool. 


New  York  City 
Partnership, 
Willa  Appel 
(212)  493-7464 


Bid-Match 
Program, 
Frank  Mitchell 
(212)  618-8785 


Small  businesses  are  notified  through 
a  computer  network  of  opportunities  to 
bid  for  contracts  for  goods  and  services 
under  $25,000  with  municipal  agencies. 
The  Bid-Match  Program  also  offers 
technical  support  and  training  on  proper 
bidding  techniques,  and  assists  small 
businesses  in  payment  resolutions. 
Through  involvement  in  the  Bid-Match 
Program,  small  firms  gain  experience 
and  expertise  so  that  they  can  become 
prime  contractors  on  major  jobs. 

DBS  also  operates  a  program  to 
assist  minority  and  woman-owned  busi- 
nesses in  obtaining  municipal  contracts 
by  providing  technical  assistance  to  small 
businesses  and  certifying  participating 
firms. 

JENNIFER  TEMPORARIES 
Jennifer  Singleton,  a  New  Yorker  who 
founded  a  placement  firm,  Jennifer 
Temporaries,  in  1993,  benefited  from  the 
Bid-Match  Program  to  assist  minority 
women  when  she  won  a  two-year  con- 
tract to  provide  office  temporaries  to  the 
New  York  City  Department  of  Aging. 
Singleton,  who  worked  as  an  office  temp 
while  completing  her  BA  and  MBA 
degrees,  provides  secretaries,  word 
processors,  and  clerks  for  financial  ser- 
vice firms,  law  firms,  and  insurance 
companies  as  well  as  municipal  govern- 
ment and  non-profit  agencies. 

The  New  York  City  Partnership 

Apart  from  the  public  initiatives  to 
help  small  businesses,  the  city's 
leading  business  organization,  The  New 
York  City  Partnership,  is  also  actively 
involved  in  promoting  small  and 

medium-sized  businesses.  In 
lc>96,  the  Partnership  estab- 
lished the  New  York  City 
Investment  Fund  headed  by 
Kathryn  Wyde  which  is 
designed  to  create  jobs  and 
promote  economic  growth. 
One  objective  of  the  Fund  is 
to  strengthen  relationships 
among  large  and  small  busi- 
nesses. The  Fund  will  invest 
40%  of  its  portfolio  in  growth 
sector  industries,  40%  in  projects  that 
create  jobs  and  stimulate  economic 
development  in  the  city's  poorest  com- 
munities, and  the  balance  in  public/pri- 
vate initiatives  and  venture  capital 
funds. 


Robert  Kiley, 
President  of  the  New 
York  City  Partnership 
and  Chamber  of 
Commerce,  has  also 
identified  small  business  as  a  high  pritty 
in  the  organization's  economic  develo 
ment  agenda. 

The  Growth  of  Small  Businesses 

From  1980-1990,  self-employmt,. 
in  the  31  county  New  York  M&y 
politan  Region  rose  by  33%.  In  fact 
more  than  one-third  of  the  jobs  crezd 
in  the  New  York  Metropolitan  Regii 
between  1980  and  1996  were  create 
through  self-employment.  In  1990, 
Manhattan's  rate  of  self-employmen 
was  approximately  twice  the  nation 
rate  of  10.1%.  Since  self-employmens 
sometimes  the  basis  for  ultimately  cit- 
ing a  larger  enterprise,  it  is  clear  tha 
New  York  City  provides  a  favorable 
milieu  for  entrepreneurs  and  start-u 
firms. 

The  growth  of  small  business  ai 
self-employment  in  New  York  City  Is, 
in  part,  been  made  possible  by  adva*; 
in  computing  and  telecommunication 
The  reduced  cost  of  personal  compim 
and  mobile  telephony  plus  the  ease 
getting  access  to  sophisticated  datahes 
through  the  Internet  has  allowed  sn!l 
businesses  to  compete  without  extei.vc 
support  staffs.  Furthermore,  the  Staot: 
New  York  has  actively  encouraged  cn- 
petition  in  telecommunications,  ancis 
a  result,  businesses  in  New  York  Cil 
have  an  abundant  choice  of  long  di 
tance  telephone  carriers  and  access 
the  latest  innovations  in  telecommuca 
tions  systems. 

This  section  was  written  by 
Mitchell  L.  Moss 
The  Paulette  Goddard  Professor  of:' 
Urban  Planning  at  New  York  Vnivmi 
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Vaitil  you  see  what's  happening  in  commercial  real 
ite.  It's  a  constantly  moving  target 

Vhat  type  of  market  are  we  in  now1  It  depends  what 
t  of  the  country  you're  in.  Or  what  part  of  a  specific  city 
.uburb.  Or  even  what  buildings  you're  considering  And 
pendulum  never  stops  swinging 

To  make  the  best  real  estate  decisions  for  your  business, 
1  need  thorough  knowledge  and  keen  instincts  on  your 
i.  You  need  Insignia/Edward  S.  Gordon  Co 
We  specialize  in  helping  clients  not  merely 
:t  to  the  present,  but  anticipate  the  future 


INSIGNIA/ESG 

www  esgordon  com 
w  ww  insigniahnancial  com 


We  prepare  our  clients  to  act  decisively  -  and  profitably  - 
in  order  to  seize  the  right  opportunity 

We're  even  known  to  create  the  right  real  estate  solution 
where  none  appeared  to  exist. 

Real  estate's  not  just  about  space  anymore  It's  about 
making  a  highly  sophisticated  and  complex  business 
decision  with  far-reaching  effects 

Put  the  best  talent  to  work  for  you.  Call  Insignia/ESC 
at  (2  12)  984-8000,  and  ask  to  speak  with  our 
president,  Steve  Siegel  or  our  chairman, 
Ed  Gordon 


The    Smartest    Real    Estate    Move    You    Can  Make 


Ask  over  1  million  small  business 
owners  how  they  get  big  discounts. 
Odds  are,  you  11  get  one  answer. 
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SAVE  10%  AUTOMATICALLY,  right  at  the  register,  on  Kinko's  products 
and  services  when  you  use  the  Corporate  Card.  You'll  find  all  the 
latest  office  technologies  at  more  than  800  Kinko's  locations  nationwide* 

SAVE  AN  AUTOMATIC  3%  on  Mobil  gasoline  every  time  you  use  the 
Corporate  Card  for  Small  Business  at  participating  stations* 

SAVE  10%  on  UPS  guaranteed  overnight  delivery  by  10:30  AM  within 
the  U.S.,  and  20%  on  guaranteed  international  express  delivery  from 
the  U.S.  and  Puerto  Rico  to  over  200  countries** 

SAVE  UP  T0 15%  off  Hertz  car  rentals  and  enjoy  fee-waived  membership 
for  one  year  in  Hertz  #1  Club  Gold** 

SAVE  BETWEEN  10%  AND  25%  at  over  200  participating  U.S.  Hilton 
hotels.  Plus,  enroll  free  of  charge  in  Hilton  Executive  HHonors"  to 
earn  free  travel  faster* 


WITH  THE  CORPORATE  CARD  FROM 

American  Express,  you  can  save 
substantially  on  some  of  your  most 
common  business  expenses. 
Because  every  time  you  use  the 
Corporate  Card  with  one  of  our 
partners,  you  enjoy  the  savings 
through  our  Privileged  Rates 
program.  And  that  helps  you  stay 
on  top  of  your  bottom  line.  The 
Corporate  Card  -  it  not  only  helps  you 
do  more,  it  helps  you  save  more. 
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All  marks  depicted  are  ttie  registered  trademark  of  their  respective  owners  and  are  used  by  permission. 

'  Special  terms,  conditions  and  exclusions  apply.  Approved  emollment  is  required  foi  memberships. 
"  Call  UPS  foi  guaranteed  details.  ©  1997  American  Express  Travel  Related  Services  Company,  Inc. 
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UOY  THE  RIDE, 

JT  KEEP  YOUR  SEAT  RELT  FASTENED 

)or  costs  will  stay  subdued  only  if  the  economy  slows 

$^^0^^^  Is  this  economy  on  a  ro" or 


what?  In  the  first  quarter,  real 
;  domestic  product  grew  at  the  fastest  pace  in 
years.  But  at  the  same  time,  labor  costs  rose  only 
rately,  inflation  remained  low,  and  companies  post- 
n other  quarter  of  strong  profits,  all  helping  to 
1  the  hearts  of  nervous  investors, 
at's  because  the  biggest  surprise  in  the  first  quar- 
irned  out  to  be  not  the  economy's  strength  but  the 
ght  slowdown  in  labor  costs  amid  all  outward 
of  a  very  tight  job  market  (chart).  In  hindsight, 
moderation  explains  why  inflation  remained  sub- 
and  combined  with  strong  demand,  it  explains  the 
nued  robust  performance  of  profits. 

The  good  news  on  labor 
MODERATE  GAINS  costs  also  lowers  the  urgency 
IM  LABOR  COSTS  for  the  Federal  Reserve  to 
hike  interest  rates  at  its  May 
20  policy  meeting  (page  38). 
That  belief  fueled  a  powerful 
rally  on  Wall  Street  on  Apr. 
29,  pushing  the  benchmark  30- 
year  bond  yield  down  to  below 
7%  for  the  first  time  since 
Mar.  26,  and  lifting  the  Dow 
Jones  industrial  average  by 
>oints,  back  to  within  striking  distance  of  7,000. 
wever,  the  way  from  here  should  cany  that  fa- 
i  Wall  Street  disclaimer:  Past  performance  is  no 
jntee  of  future  success.  For  this  happy  economic 
<o  continue,  a  cooler  economy  is  crucial.  Just  as  the 
ets  began  to  savor  the  report  on  labor  costs,  word 
the  next  morning  that  the  economy  grew  at  an 
al  rate  of  5.6%  last  quarter,  on  top  of  the  fourth 
^r's  3.8%  pace.  In  order  to  avoid  a  pickup  in  labor 
and  inflation  later  on,  the  economy  must  slow 
antially  from  its  hefty  4%  clip  over  the  past  year, 
astest  four-quarter  growth  since  1988. 

MI  SCORE,  THE  LATEST  DATA  are  far  from 
usive.  Consumers  remained  in  high  spirits  at  the 
of  the  second  quarter.  In  March,  both  new-home 
and  durable  goods  orders  fell,  but  home  demand  is 
at  a  high  level,  and  the  trend  in  orders  is  still  up. 
!Over,  the  GDP  report  suggests  that  the  economy's 
entum  in  the  second  quarter  is  shifting  from  de- 
l-led growth  to  production-led  gains, 
e  GDP  surge  was  fueled  primarily  by  a  6.4%  jump 
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DEMAND  IS  OUTPACING 
INVENTORY  GROWTH 
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in  consumer  spending,  which  helped  to  lift  overall  de- 
mand at  a  3.9%  clip.  Business  outlays  for  new  equip- 
ment and  buildings  also  posted  a  solid  gain,  but  gov- 
ernment spending  fell,  pulled  down  by  defense  cuts.  A 
sharp  widening  in  the  trade  deficit  subtracted  almost 
two  percentage  points  from  economic  growth,  as  surg- 
ing imports  overpowered  a  more  moderate  advance  in 
exports.  That  means  domestic  demand,  which  takes 
import  spending  into  account,  spurted  5.6%. 

To  be  sure,  the  pace  of  con- 
sumer spending  will  fall  off  this 
quarter.  In  fact,  such  factors 
as  early  tax  refunds,  unusually 
warm  weather,  and  finance-in- 
dustry bonuses  probably  lifted 
first-quarter  spending  at  the 
expense  of  the  second-quarter 
numbers.  Already,  initial  April 
reports  suggest  softer  car  sales, 
and  weekly  retail-sales  surveys 
show  that  shopping,  while  hold- 
ing up,  does  not  match  its  February  and  March  gains. 
Also,  housing  demand  is  unlikely  to  rise  in  the  face  of 
higher  mortgage  rates,  and  the  mild  winter  in  some  re- 
gions helped  to  boost  residential  construction  by  5.5%  last 
quarter,  also  borrowing  from  spring  activity. 

Still,  consumer  fundamentals  remain  solid.  Since  labor 
markets  are  strong,  real  disposable  income  grew  6.4% 
last  quarter,  matching  the  gain  in  spending.  While  the 
Conference  Board's  index  of  consumer  confidence  dipped 
to  116.8  in  April  from  118.5  in  March,  the  level  is  still 
close  to  the  expansion  high  of  118.9  hit  in  February. 

BUT  WHILE  CONSUMER  OUTLAYS  win  likely  slow, 

overall  GDP  growth  may  be  helped  by  inventory  re- 
building, which  appears  to  have  already  begun  in  the 
first  quarter.  Business  inventories  rose  $46.1  billion 
last  quarter,  up  from  a  $17.1  billion  increase  in  the 
quarter  before.  That  gain  was  much  larger  than  ex- 
pected. But  during  the  past  two  quarters,  inventories 
still  have  risen  at  an  annual  rate  of  only  2.7%,  while 
overall  demand  has  shot  ahead  at  a  4.4%  clip  (chart). 

The  trend  in  factory  orders  suggests  a  forthcoming 
speedup  in  production.  Even  though  durable  goods 
orders  fell  3%  in  March,  their  monthly  pattern  is 
volatile,  and  they  had  posted  solid  gains  in  January  and 
February.  For  the  quarter,  bookings  rose  at  an  annual 
rate  of  6.4%  from  the  fourth  quarter,  three  times 
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faster  than  their  fourth-quarter  growth  rate  (chart). 

The  gdp  report  also  showed  tame  inflation.  Prices 
economywide  grew  at  a  2.7%  annual  rate  last  quarter, 
up  from  1.9%  in  the  fourth  quarter,  but  that  jump  re- 
flects a  quirk  in  the  way  imports  are  accounted  for  in 
the  gdp  price  data.  Prices  for  domestic  purchases  rose 
just  2.2%,  down  from  2.6%  in  the  fourth  quarter. 

INFLATION  S  SUBMISSIVE  PERFORMANCE  partly  re 

fleets  the  continued  moderation  of  labor  costs  as  mea- 
sured by  the  Labor  Dept.'s  employment  cost  index. 
The  eci  is  considered  a  better  gauge  of  what  busi- 
nesses are  paying  for  labor,  compared  to  the  monthly 
data  on  nonfarm  earnings,  mainly  because  it  includes 
benefits,  and  it  covers  more  occupations. 

The  first-quarter  eci  for  civilian  workers  rose  a 
much  smaller-than-expected  0.6%  from  the  fourth  quar- 
ter. As  suggested  by  the  monthly  earnings  data,  wages 
and  salaries  sped  up,  rising  0.9%,  but  benefits  slowed 
sharply,  up  a  mere  0.1%.  Over  the  past  year,  total 
compensation  increased  2.9%,  the  same  gain  as  in  the 
fourth  quarter.  Pay  alone  continued  its  upward  creep, 
rising  3.3%,  while  benefits  rose  2%. 

Compensation  growth  appears  to  have  bottomed  out 
a  year  ago,  but  pressures  are  building  only  slowly. 
Wages  are  clearly  accelerating.  The  3.3%  increase  in 
both  the  fourth  and  first  quarters  was  the  biggest  ad- 
vance since  the  end  of  1991.  That  speedup  occurred 
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even  though  the  eci  report  says  that  workers  in 
fessional  specialty  and  technical  jobs  saw  their  n 
drop  to  2.7%  from  3.1%  in  the  first  quarter  of  1996. 
slowdown  runs,  counter  to  reports — including  those 
the  Fed — that  a  shortage  of  skilled  labor  is  lifting 

Labor  costs  slowed  because 
of  benefits.  The  continued 
moderation  in  the  pace  of  ben- 
efits reflects  two  factors.  First, 
state  governments,  especially 
in  the  south,  have  cut  the  tax 
rates  on  unemployment  insur- 
ance and  workers'  compensa- 
tion. Second,  businesses  con- 
tinue to  hold  down  their 
health-insurance  costs.  But  the 
solutions  may  be  to  transfer 
more  of  the  cost  to  employees  through  higher  prem 
and  deductibles  or,  in  the  case  of  small  companie 
simply  drop  the  benefit. 

The  question  is,  how  will  businesses  keep  the  lid  c 
bor  costs  in  an  era  of  tight  labor  demand,  espet 
since  benefit  costs  have  already  been  squeezed  to  the 
it?  One  remedy  is  to  cap  job  growth,  but  to  do  tha 
economy  must  slow.  Right  now,  though,  high  consi 
confidence,  a  large  backlog  of  factory  orders,  anc 
need  to  rebuild  inventories  all  suggest  the  economj 
had  some  momentum  at  the  start  of  the  spring  quf 
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COMING  TO  GRIPS  WITH  A  TROUBLING  TRADE  GAP 


Brazil  is  learning  that  when 
the  big  boys  squabble,  some- 
times the  other  guys  get  hurt. 
Brazil's  currency,  the  real,  has 
been  softly  linked  to  the  U.  S.  dol 
lar  since  1994,  in  a  successful  ef- 
fort to  rein  in  inflation. 
So  the  real  has  fol- 
lowed the  dollar  in  its 
two-year  appreciation 
against  other  curren- 
cies. The  result  is  a  se- 
vere widening  of  the 
trade  gap,  and  rising 
pressure  to  slow 
Brazil's  economy. 

The  dollar  was  a  key 
topic  in  the  Apr.  26-27 
meeting  of  the  Group  of  Seven  fi- 
nance ministers,  who  said  the  dol- 
lar's runup  has  gone  far  enough. 
But  the  dollar  will  not  weaken 
anytime  soon,  so  the  real  will  also 
stay  high.  True,  Brazil's  govern- 


DRAZIL'S  TRADE 
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ment  has  used  inflation  differen- 
tials to  devalue  the  real  gradually 
against  the  dollar,  but  Brasilia  did 
not  expect  the  dollar  to  rise  as 
rapidly  as  it  has.  In  the  year  end- 
ed in  March,  the  real  was  up  7% 
against  the  German 
mark  and  8.1%  vs.  the 
Japanese  yen. 

As  a  result,  cheap 
imports  are  flooding 
into  Brazil,  while  ex- 
ports are  less  price- 
competitive.  Brazil's 
current  account  deficit 
widened  to  $6.8  billion 
in  the  first  quarter, 
double  its  year-ago 
level,  led  by  the  fall  in  merchan- 
dise trade  (chart).  Goods  exports 
last  quarter  rose  just  3.6%  from  a 
year  ago,  while  imports  soared  by 
27.7%.  For  all  of  1997,  the  current 
account  deficit  is  expected  to 


widen  to  $30  billion,  from  $24.3 
billion  in  1996. 

To  narrow  the  gap,  the  gove 
ment  said  on  Mar.  25  that  it  wi 
restrict  import  financing  excepi 
for  goods  from  Brazil's  trading 
group,  the  Mercosur  Bloc.  In 
April,  the  central  bank  lowerec 
taxes  on  fixed-income  capital  ir 
flows  and  stopped  cutting  shon 
term  interest  rates. 

The  government  hopes  these 
temative  means  will  stop  the 
trade  gap  from  widening  and  si 
the  loss  of  foreign  reserves.  Ev 
tually  though,  the  economy,  set1 
grow  3.9%  in  1997,  will  have  to! 
slowed  to  restrain  import  grow. 
That  means  higher  interest  rab 
and  other  credit  restrictions  as 
well  as  higher  joblessness.  Whi 
more,  a  devaluation  in  the  reaU 
considered  unlikely  a  few  montj 
ago — now  cannot  be  ruled  out. 
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"The  Best  Car  Built  In  America 

Just  Got  Better. ..A  Lot  Better!'  Automobile  Magazine* 


^  NEW(f^%#^^  Better  Than  Ever.  Three  years  ago  Automobile  Magazine  called  Camry  "The  best 
milt  in  America."**  The  all-new  Camry  has  just  improved  on  that  accomplishment.  Starting  with  a  choice  of  more  powerful 
les  and  a  refined  suspension,  the  new  Camry  is  even  more  responsive.  Advanced  sound-absorbing  composites  are  strategically 
•d  in  more  locations  to  help  reduce  noise  and  make  it  even  quieter.  A  reinforced  passenger  cabin  is  designed  to  help  disperse 
jnergy  of  an  impact  and  combines  with  dual  air  bags  to  help  protect  and  reassure.  While  available  traction  control  and 
■lock  Brake  System***  help  in  avoiding  the  unforeseen.  All  of  which  are  just  some  of  the  hundreds  of  improvements 


refinements  that  make  the  new  Camry  even  smoother,  quieter  and  more  powerful. 
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News:  Analysis  &  Commentary 


THE  ECONOMY 


WHODUNNIT 
TO  INFLATION 


Services  are  the 
unsung  heroes  in 
keeping  overall 
rates  down 


The  U.S.  may  not  have  achieved 
total  victory  over  inflation,  but  the 
war  certainly  is  going  well.  De- 
spite the  stunningly  high  5.6%  an- 
nual growth  in  the  gross  domestic  prod- 
uct during  the  first  quarter,  price 
increases  remain  tame — virtually  across 
the  economy.  In  particular,  consumer  in- 
flation (excluding  energy)  fell  to  a  2.1% 
annual  rate,  down  from  2.5%  in  the 
fourth  quarter  of  1996.  By  contrast,  the 
lowest  nonenergy  consumer  inflation 
ever  got  in  the  1980s  was  about  4%. 

At  the  heart  of  the  phenomenon  is  a 
simple  truth:  Prices  of  services  are  rising 
more  slowly  than  they  used  to.  The  in- 
flation rate  for  housing,  medical  care,  col- 
lege tuition,  and  auto  insurance  are  on  a 
downward  path.  Nonenergy  service  in- 
flation dropped  to  2.8%  in  the  first  quar- 
ter, down  from  3.0%'  in  the  foiuth  quarter 
of  1996.  Over  the  last  two  years,  the 
price  of  nonenergy  services  rose  at  an  an- 
nual rate  of  2.9%  (chart).  The  lowest  rate 
in  the  1980s  was  4.7%. 
"COST  DISEASE."  The  low  inflation  num- 
ber, arriving  in  an  Apr.  30  Commerce 
Dept.  report  and  on  the  heels  of  a  sur- 
prisingly low  0.6%  rise  in  the  labor  cost 
index  on  Apr.  29,  convinced  investors 
that  the  Federal  Reserve  won't  boost  in- 
terest rates  dramatically  in  the  near 
term.  Wall  Street  bulls  stampeded,  send- 
ing the  Dow  Jones  industrial  average  up 
270  poims  in  three  sessions  to  finish 
above  7,000  on  Apr.  30. 

But  there's  more  going  on  here.  The 
slowdown  in  service-price  inflation  is 
something  many  economists  thought 
they'd  never  live  to  see.  While  manufac- 


turers could  hold  inflation  down  by  au- 
tomating and  restructuring  processes, 
service  industries  such  as  health  care 
and  education  had  no  easy  way  to  boost 
productivity.  They  suffered  from  a  "cost 
disease,"  to  use  a  term  coined  by  econo- 
mist William  Baumol,  of  New  York 
University. 

Now,  the  disease  seems  to  have  run 
its  course,  though  few  have  noticed. 
While  improvements  in  manufacturing 
productivity  and  the  pressures  of  global 
competition  got  all  the  credit  for  keeping 
inflation  at  bay,  it  turns  out  that  some 
70%  of  the  drop  in  inflation  since  1986 
has  come  from  services,  which  account 
for  about  55%  of  consumer  spending.  By 
comparison,  the  inflation  rate  for  non- 
durable goods,  except  for  fuel,  has  slowed 
by  only  one  percentage  point  since  its 
last  low  in  1986.  And,  aside  from  elec- 
tronics, durable  goods  prices  are  rising  at 
about  the  same  rate  as  they  were  10 
years  ago. 

Service-sector  inflation  may  remain 
tame  for  some  time,  even  in  the  face  of 
strong  growth.  That's  because  histori- 
cally, service  prices  are  driven  much 
more  by  long-term  factors,  such  as 
demographics    and  institutional 
changes,  than  by  the  state  of  the 
economy.  Consider  the  onset  of 
rapid  service-sector  inflation  in 
the  1960s.  Medical  care  infla- 
tion more  than  doubled  be- 
tween 1965  and  1968,  when 
Medicare  pumped  billions  of  dol- 
lars into  a  health-care  industry 
that  lacked  capacity.  The  accelera- 
tion of  housing  prices,  too,  began  in 
the  second  half  of  the  '60s,  as  baby 
boomers  started  having  families. 

But  the  1990s  is  looking  more 
and  more  like  the  1960s  in  reverse. 
Housing  costs,  which  make  up  more 
than  25%  of  consumer  spending  on  ser- 
vices, have  led  the  decline.  From  1975 
to  1985,  housing  costs  soared  at  an  av- 
erage annual  rate  of  7.5%.  But  with  the 
rate  of  household  formation  running  at 
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half  its  1980  rate,  housing  inflation  has 
fallen  to  3.0%.  Moreover,  new  design 
and  construction  methods  are  holding 
down  building  costs.  "Wages  have  gone 
up,"  says  Susan  M.  Wachter,  a  real  es- 
tate economist  at  the  Wharton  School, 
"but  home  construction  costs  have  not." 

To  be  sure,  housing  prices  have  accel- 
erated modestly  over  the  last  year, 
driven  by  rising  incomes  and  a  surge  of 
new  buyers.  But  the  rise  is  likely  to  be 
short-lived  as  household  growth,  now 
running  at  1.6%  annually,  drops  back 


aged  care  and  greater  competiton.  De- 
spite expectations  of  accelerated  growth 
in  health-care  costs,  the  latest  Labor 
Dept.  report  shows  employer  benefit 
expenses  rose  by  only  0.1%  in  the  first 
quarter.  Wages  and  salaries  for  medical 
personnel,  including  doctors  and  nurses, 
rose  by  2.4%  over  the  last  year,  far  less 
than  the  overall  rate  of  wage  growth. 
That's  because  health-care  companies 
are  putting  the  squeeze  on  wages. 

A  similar  wage  squeeze  is  beginning  to 
be  felt  on  college  campuses,  as  adminis- 


WHERE  THE  WAR  IS  BEING  WON 

Consumer  inflation  has  declined  from  a  mid-1980s  low  of  about  4%  a  year 
to  about  2.3%  in  1996  (excluding  energy  and  home  electronics).  Surprisingly, 
the  drop  has  mostly  come  in  such  areas  as  housing,  medical  care,  and  education, 
rather  than  in  the  prices  of  products  such  as  cars  and  food. 
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•TWO-YEAR  AVERAGE,  CHAIN-WEIGHTED  PERSONAL  CONSUMPTION  DEFLATOR 


to  its  1.1%  annual  long-run  rate. 

What's  more,  the  process  of  financing 
a  home  mortgage  is  becoming  cheaper. 
In  the  past,  getting  a  mortgage  required 
several  months  and  hundreds  of  dollars 
for  appraisals  and  documentation.  But 
more  and  more  mortgages  are  now  ap- 
proved by  automated  systems 
that  biing  clown  the  cost.  One 
such  system,  introduced  by 
the  Federal  Home  Loan  Mort- 
gage Corp.  (Freddie  Mac)  in 
1995  and  now  used  for  roughly 
30%  of  its  $125  billion  in  annual 
lending,  yields  savings  of  about 
$300  to  $650  per  loan,  says  Vice- 
President  Peter  Maselli.  At  Flagstar 
Bank  in  Bloomfield  Hills,  Mich.,  which 
uses  Freddie  Mac's  system,  approval  time 
has  dropped  from  an  average  of  45  days 
to  one  day,  making  it  less  costly  for  buy- 
ers to  lock  in  rates. 

The  other  big  component  of  service 
spending  is  health  care,  and  there,  too, 
inflation  is  under  control,  thanks  to  man- 


trators  try  to  curb  tuition  increases.  Over 
the  last  year,  wages  and  salaries  at  pri- 
vate colleges  and  universities — a  figure 
that  includes  eveiyone  from  professor's  to 
maintenance  workers — edged  up  3.1%, 
down  from  4.2%  in  1995.  The  wage  slow- 
down helped  colleges  hold  tuition  hikes  to 
only  5.4%  in  the  year  ended  in  March,  far 
below  recent  increases.  At  Brown  Uni- 
versity, for  example,  tuition  will  rise  by 
only  4.6%  in  the  1997-98  academic  year, 
compared  with  an  average  increase  of 
6.2%  for  the  previous  eight  years. 

The  decline  in  inflation  has  spread 
across  the  service  sector,  from  entertain- 
ment to  waste  removal.  Price  increases 
for  dry  cleaning  are  down  compared  to 
the  mid-1980s,  as  is  the  rate  for  hair- 
cuts. "We  have  not  raised  prices  for  al- 
most five  years,"  says  Antonio  Cernadas, 
co-owner  of  Uppercut  Haircuts  in  Mill- 
bmm,  N.J. 

Even  the  inflation  rate  for  automobile 
insurance  has  plummeted  to  4%,  com- 
pared with  an  average  13%  annual  in- 
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crease  in  the  mid-1980s.  That's  because 
the  frequency  of  claims  has  declined  over 
the  last  few  years,  as  cars  have  become 
safer  and  more  drivers  have  shifted  into 
cautious  middle  age.  State  Farm  Mutual 
Automobile  Insurance  Co.  and  Allstate 
Insurance  Co.,  two  of  the  largest  auto 
insurers,  have  actually  cut  rates  in  Flori- 
da and  California  this  year.  While  cuts 
are  rare,  across  the  nation  "the  increases 

have  1  11  smaller  and  slower,"  says 

Richard  A.  Smith,  an  assistant  vice-pres- 
ident at  Allstate. 


To  be  sure,'  prices  for  some  services 
have  started  to  accelerate,  propelled  by 
a  growing  economy.  The  average  price 
of  baseball  tickets  is  up  sharply,  as  are 
charges  for  cable  television  and  for  us- 
ing automated  teller  machines.  And  le- 
gal fees,  after  a  long  pause,  have  re- 
sumed their  upward  crawl.  "The  legal 
economy  is  strong,"  says  Joseph  Alton- 
ji,  a  director  of  Hildebrandt  Inc.,  a 
Somerville  (N.J.)  legal  consulting  firm. 

But  those  exceptions  won't  reverse 
the  tide.  Service-price  inflation  trends 


seem  to  persist — no  matter  whe: 
economy  heads.  In  the  boom  ye 
the  1980s,  services  inflation  contl 
to  decline  for  two  years  after  goo; 
flation  began  to  rebound.  And  i 
two  years  after  the  end  of  the  li 
recession,  service-price  inflation  ac 
rose,  even  as  unemployment  s 
above  7%.  Now,  it  will  take  more  t 
long  expansion  to  send  service 
up.  The  disease,  indeed,  appears  t( 
been  cured. 

By  Michael  J.  Mandel  in  New 


WHY  THE  NEXT  HIKE  MAY  NOT  HAPPEN 


Was  it  all  just  a  bad 
dream?  Little  more  than 
a  month  ago,  Federal 
Reserve  Chairman  Alan 
Greenspan  abruptly  ended  Wall 
Street's  exuberance  by  hiking 
interest  rates  for  the  first  time 
in  two  years.  The  Dow  Jones 
industrial  average  tumbled 
nearly  500  points,  as  traders 
concluded  that  the  Fed  would 
follow  with  rate  hikes  through 
the  rest  of  the  year  to  slow  a 
sizzling  economy. 

Thanks  to  a  spate  of  late- 
April  economic  reports  that 
show  the  economy  slowing  and 
wages  moderating,  that  sce- 
nario is  but  a  dim  memory.  Ex- 
uberance has  returned  to  Wall 
Street.  And  it  may  not  be  irra- 
tional at  all.  A  179-point  gain  in 
the  Dow  on  Apr.  29 — the  sec- 
ond-largest ever — and  a  47- 
point  jump  the  next  day  suggests 
that  Wall  Street  is  placing  a  new 
bet:  The  Fed  may  not  have  to  tight- 
en much,  if  at  all. 

SOFT  summer?  That's  precisely  how 
senior  Fed  officials  are  sizing  up 
monetary  policy.  Indeed,  Greenspan 
has  been  predicting  a  second-quarter 
slowdown  for  weeks  and  sees  the  lat- 
est statistics  as  validation  of  his  fore- 
cast that  the  economy  would  settle  in 
at  modest  growth  for  the  rest  of 
1997.  In  fact,  the  Fed  chief  recently 
told  confidants  that  a  yea/  from  now, 
even  the  Fed's  quarter-point  hike  in 
March,  a  prudent  "insurance  policy" 
at  the  time,  might  look  unnecessary 
in  hindsight. 

Now,  many  economists  are  coming 
around  to  Greenspan's  view.  Sure, 
the  economy's  5.6%  annual  growth 
rate  in  the  first  quarter  exceeded 


GREENSPAN  WITH  RUBIN:  The  Fed  chairman 
now  thinks  the  economy  will  slow  on  its  own 


even  optimistic  forecasts.  But  Fed 
watchers  note  that  nearly  one-third 
of  the  quarter's  gain  came  from  a 
surge  in  inventories.  Coupled  with  a 
slowdown  in  orders  for  durable 
goods,  the  higher  inventories  could 
signal  a  soft  summer  ahead.  "There 
is  a  slowdown  momentum  building 
into  the  economy,"  notes  economist 
Sung  Won  Sohn  at  Minneapolis-based 
Norwest  Corp. 

What's  more,  senior  Fed  officials 
are  convinced  that  the  January-to- 
March  strength  was  due  partly  to 
unseasonably  warm  weather  that 
boosted  housing,  auto,  and  spring- 
apparel  sales — activity  that  would 
normally  have  occurred  in  the  second 
quarter.  Auto  makers  already  are 
warning  that  their  torrid  sales  pace 
isn't  sustainable.  And  with  mortgage 
rates  topping  8%  in  some  markets, 


housing  demand  should  slacke 
as  well.  Also  playing  into  the 
Fed's  hand  is  the  strong  dollai 
which  has  resisted  efforts  by 
Treasury  Secretary  Robert  E. 
Rubin  to  halt  its  ascent. 

As  a  result,  Wall  Street  ec< 
omists  are  lowering  their  esti 
mates  for  second-quarter 
growth  from  as  high  as  4%  to 
the  2.5%  pace  that  makes  the 
Fed  more  comfortable.  The  si 
dued  economic  reports  "have 
probably  lessened  some  of  the 
urgency"  for  a  Fed  rate  hike, 
admits  Robert  DiClemente, 
chief  U.  S.  economist  for  Gold 
man,  Sachs  &  Co. 
STAYING  FLEXIBLE.  None  of  th 
is  carved  in  stone,  of  course. 
Some  Fed  watchers  still  are  b 
ting  that  the  central  bank  mig 
nudge  rates  one  last  time  whe 
"  its  policymaking  Federal  Oper 
Market  Committee  meets  on  May 
In  an  Apr.  24  speech,  Fed  Govern 
Laurence  H.  Meyer  hinted  that  an 
other  rate  boost  was  possible  "as 
long  as  growth  is  above-trend  and 
[factory]  utilization  rates  are  risinj 
Even  before  the  latest  economic  r< 
ports,  senior  Fed  officials  were  sig 
naling  that  they  would  stay  flexibl; 
They'll  raise  rates  or  won't,  accord 
ing  to  whatever  the  latest  data  sh 
on  May  20. 

Another  hike,  though,  wouldn't 
play  well  on  Wall  Street  or  on  Caj 
tol  Hill,  where  lawmakers  already 
are  angry  at  Greenspan  for  raising 
rates  in  March,  given  the  absence 
ratcheting  inflation.  If  the  Fed  chai 
man's  forecast  proves  correct,  he 
won't  have  to  wony  about  raising 
rates — or  hackles  on  Capitol  Hill. 
By  Dean  Foust  in  Washm 


I 
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WER  GIVEAWAYS, 
IRE  SELF-RELIANCE 

powering  people  is  the  Ford  Foundation's  goal 


its  1960s  heyday,  the  Ford  Foun- 
tion  was  famous  for  pioneering  lib- 
il  ideas  for  improving  society,  then 
ng  them  over  to  government  to 
nto  effect.  The  charity's  initiatives 
d  spawn  the  War  on  Poverty,  pub- 
•levision,  and  Head  Start,  the  ac- 
ed  pre-kindergarten  program  for 
vantaged  youth. 

it  as  President  Clinton  is  fond  of 
g,  the  era  of  big  government  is 
So  the  Ford  Foundation — whose 
million  in  assets  and  over  $400  mil- 
n  annual  spending  make  it  the  na- 
biggest  grant-making  philanthropy 
arguably,  one  of  the  nation's  most 
rful  institutions — is  reinventing  it- 
n  ways  even  conservatives  might 
Instead  of  cooking  up  ways  for 
tate  to  do  more,  it's  searching  for 
egies  that  don't  always  depend  on 
lollars.  Increasingly,  that  means 
lg  down  to  the  grass  roots — ex- 
ng  the  energy  and  knowledge  of 
e  whom  the  Ford  Foundation  once 
simply  as  beneficiaries, 
e  new  approach  is  the  work  of  Su- 
/.  Berresford,  54,  a  27-year  Ford 
dation  veteran  who  was  elevated 
executive  vice-president  to  presi- 
in  1996.  Berresford  gave  the  clear- 
gnal  of  her  intentions  on  Apr.  24, 
incing  $50  million  over  two  years 
id  "promising  approaches  to  long- 
problems."  While  some  of  the  mon- 
11  go  to  such  traditional  Ford  caus- 
multicultural  studies — a  bete  noir 
.'  right — Berresford  is  directing  $20 
>n  to  institutions  that  lend  and  in- 
in  poor  communities  around  the 
I  (table). 

TING  A  BUSINESS.  The  initiative 
ites  that  "there's  a  more  pragmat- 
ientation  at  Ford,"  says  Leslie 
owsky,  president  of  the  conserva- 
Hudson  Institute  in  Indianapolis. 
f're  testing  ways  in  which  individ- 
particularly  in  low-income  commu- 
i,  could  work  with  the  resources 
ible  to  them  rather  than  turn  to- 
government."  The  foundation  will 
$2.5  million,  for  example,  to  help 


start  up  ShoreTrust,  a 
Portland  (Ore.)  banking 
company  with  for-profit 
and  not-for-profit  com- 
ponents that  will  help 
citizens  develop  envi- 
ronmentally responsible 
businesses  in  fishing  and 
timber. 

Such  microenterprise, 
as  it's  known,  is  popular 
with  everyone  from 
Hillary  Clinton  to  Jack 
Kemp.  But  conservatives 
were  particularly  struck 
by  an  $800,000  Ford 
grant  to  test  so-called  in- 
dividual development  ac- 
counts for  the  working 
poor  and  welfare  recipi- 
ents. The  foundation  will 
match  participants'  con- 
tributions to  the  ac- 
counts, which  are  re- 
stricted to  such  uses  as 
buying  a  house,  paying 
for  college,  or  starting  a 
business. 

The  theory  is  that  in- 
come maintenance  alone 
will  never  vault  people 
out  of  poverty,  says 
Michael  Sherraden,  di- 
rector of  Washington 
University's  Center  for 
Social  Development,  who 
came  up  with  the  strate- 
gy. Zolinda  Davis-Kirk 
of  Chicago,  who  is  working  her  way  off 
welfare  and  hopes  to  buy  a  house,  is 
saving  $30  a  month.  In  a  program  that 
preceded  Ford's,  she  receives  matching 
deposits  from  the  Women's  Self-Em- 
ployment Project  with  Joyce  Founda- 
tion support.  "It's  not  a  huge  amount, 
but  I'm  learning  to  handle  my  money," 
she  says. 

Berresford  still  unapologetically  sup- 
ports such  causes  as  social  justice  and 
civil  rights  litigation — the  sort  of  things 
that  prompted  Henry  Ford  II  to  quit 
the  board  in  a  huff  in  1976  (the  founda- 


BIG  STRIDES:  Davis- Kirk  and 
daughter;  Ford's  Berresford 

tion  is  independent  of  Ford  Motor 
Co.  and  doesn't  own  any  of  its 
stock).  But  she  doesn't  want  Ford 
called  liberal,  either:  "I  reject  all 
of  these  categories,"  she  says. 

Above  all,  Berresford  is  a 
pragmatist.  To  better  reflect 
globalization,  she  aims  to  boost 
the  share  of  grants  made  outside 
the  U.  S.  to  nearly  50%,  from  40%,  and 
to  hire  more  Asian,  African,  and  Latin 
American  staff.  And  she  wants  to  make 
Ford  more  cost-effective.  She  likes  to 
quote  her  predecessor,  Franklin  A. 
Thomas,  who  said  that  foundations  are 
the  research  and  development  arm  of 
society.  Except  that  today,  says  Berres- 
ford, "you  can't  come  up  with  a  good 
idea  that's  very  expensive — that's  not  a 
good  idea."  That's  a  simple  observa- 
tion, but  quite  a  leap  for  her  giant 
foundation. 

By  Peter  Coy  in  New  York 


$20  million 


will  create  or 
expand  institu- 
tions that  lend  and  invest  in 
low-income  communities  in 
the  U.S.  and  overseas 


$15  million 


will  seed  and 
strengthen 
foundations  in  such  fields  as 
economic  development, 
women's  rights,  and  the  arts 


$15  million 


will  revitalize 
college-level 
research  and  teaching  on 
understudied  places,  lan- 
guages, and  cultures 


rd 

undation's 
Iw  Priorities 
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CORPORATE  GOVERNANCE 


EVEN  EXECUTIVES  ARE  WINCING 
AT  EXECUTIVE  PAY 

Many  say  it's  too  high,  though  they're  not  as  mad  as  the  public 


As  the  1997  proxy  season  draws  to  a 
close,  ceo  pay  again  has  hit  un- 
precedented levels.  According  to 
business  week's  47th  annual  Executive 
Pay  Scoreboard,  average  total  compen- 
sation for  the  top  execs  at  big  compa- 
nies rose  54%  in  1996,  to  $5.8  million, 
outstripping  most  corporate  profit  and 
stock  growth  (BW— Apr.  21). 

Unsurprisingly,  such  sums  have 
stirred  outrage  among  ordinary  Ameri- 
cans— most  of  whom  are  seeing  pay 
raises  in  the  3%  to  5%  range.  The  big 
shocker:  Top  executives  agree.  A  busi- 


ness WEEK/Harris  Poll  conducted  in 
mid- April  shows  that  top  executives  at 
America's  largest  companies,  like  most 
of  the  public,  think  the  current  com- 
pensation system  is  out  of  whack. 

Many  managers  and  executives — not 
just  ceos — have  benefited  from  a  surg- 
ing market  that  has  multiplied  the  value 
of  options.  Even  so,  the  level  of  execu- 
tive antipathy  toward  elevated  pay  lev- 
els at  the  top  is  striking.  Nearly  half 
think  that  ceo  pay  at  large  companies 
has  surpassed  acceptable  limits.  Says 
Jude  T.  Rich,  chairman  of  pay  consultant 


Sibson  &  Co.:  "That  must  meani 
think  either  they  or  their  clost 
leagues  or  peers  are  overpaid." 

If  so,  that's  not  what  they're  t, 
BW  pollsters.  Nearly  three-quart 
executives  say  they  are  being 
about  the  right  amount;  most 
rest  say  they're  underpaid.  Si 
few  think  their  own  ceo  is  getti 
fat  a  check.  Outrageous  pay,  it 
happens  only  at  other  companies 

Still,  the  top  brass  concedes  th 
for-performance  needs  serious  t 
ing.  Some  71%  of  executives  said 
companies  reward  good  results  bu 
penalize  laggards.  "I'm  pleased  t 
ecutives  agreed,"  says  Anne  S.  H 
deputy  director  for  the  Council 
stitutional  Investors,  an  associatk 
large  pension  funds.  "Look  at  greaj 
mirals].  They  go  down  with  the  s| 

What  to  do?  Most  executiv 
they're  amenable  to  a  pay  cut — 
ably  via  a  reduced  bonus — when 


BUSINESS  WEEK /HARRIS  POLL 


ARE  THEY  WORTH  IT? 

How  top  executives  and  the  general  public  view  executive  pay 


PERFORMANCE  REVIEW 

How  would  you  rate  the  job  that 
most  chief  executive  officers  of 
large  companies  are  doing  today  in 
running  their  companies — excel- 
lent, pretty  good,  only  fair,  or  poor? 


EXECUTIVES  PUBLIC 

Excellent  16%  8% 

Pretty  good  75%  47% 

Only  fair  7%  26% 

Poor  0%  9% 

Don't  know  2%  10% 


THE  CHIEF'S  ROLE 

In  general,  how  much  of  a  large  company's  success  or  failure  is 
determined  by  decisions  and  actions  of  the  chief  executive 
officer — all,  most,  some,  little,  or  none? 

EXECUTIVES      PUBLIC  EXECUTIVES  PUBLIC 

All  6%  9%    Little  0%  7% 

Most  64%  46%   None  0%  3% 

Some  30%  30%   Don't  know  0%  5% 


CEO  PAYCHECKS... 

In  general,  how  would  you  assess 
compensation  of  top  officers  of 
large  U.S.  companies?  Are  they 
paid  too  much,  too  little,  or  just 
about  the  right  amount? 


EXECUTIVES  PUBLIC 

Too  much  47%  73% 

Too  little  1%  5% 

Just  about  the 

right  amount...51%  19% 

Don't  know  1%  3% 


...AND  EVERYONE  ELSE'S 

EXECUTIVES  PUBLIC 

Would  you  say  that      Too  much  7%  1% 

you  are  paid  too  much,  Too  little  20%. ...57% 

too  little,  or  just  about  Just  about  the  right  amount...72%....42% 
the  right  amount?       Don't  Know  1%  0% 


WHAT  THE  BOSS  MAKES 

Is  the  chief  executive  officer  of  your  company  paid  too  mu 

little,  or  just  about  the  right  amount? 

executives  p 

Too  much  10%  

Too  little  22%  

Just  about  the 

right  amount  67%  

Don't  know  1%  

INCENTIVE  INCOME 

How  effective  is  each  of  these  as  a  means  of  rewarding  top 
executives — very  effective,  somewhat  effective,  not  very  eff 

ornoteffectiveatall?      very  somewhat  notvery  noteffectn 
effective  effective  effective      at  all  I 

Salary  (Executives)  24%  60%  14%  2%. 

(Public)  34%  48%  7%  7% 

Bonus  tied  to  operating  performance 

(Executives)  75%  24%  1%  0% 

(Public)  45%  36%  8%  8% 

Bonus  tied  to  stock  performance 

(Executives)   51%  38%  10%  l%f£ 

(Public)  32%  43%  9%  8%,l 

A  percentage  of  corporate  profits  paid  in  cash 

(Executives)  36%  39%  17%  4%  ■ 

(Public)  42%  35%  10%  7%|J 

Stock  grants  

(Executives)  49%  39%  11%  1%I 

(Public)  29%  43%  7%  7%W 

Stock  options  (Public)  ..36%  42%  8%  6%p 

Stock  options,  priced  at  market 

(Executives)  51%  42%  5%  2%  ... 
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south.  But  the  idea  of  linking  ceo 
o  that  of  lower-level  workers,  a 
;te  formula  among  the  rank  and 
trikes  them  as  a  lousy  idea.  Most 
*ers  support  the  notion  of  limit- 
e  number  of  options  awarded  man- 
jnt  in  any  one  year.  And  surpris- 
44%  of  the  sample  agreed  that 
sort  of  cap  on  pay  was  in  order. 
SES?  The  strong  feelings  about  ceo 
nong  execs,  however,  are  still  mild 
ired  with  what  the 

indicated  in  business 
s  poll.  Nearly  three- 
irs  of  ordinary  Amer- 
elt  corporate  bosses 
overpaid.  Only  13% 
he  system  worked  ef- 
Jy.  Older  respondents, 

working  for  large 
nies,  and  those  with 

education  were  ear- 
ly critical. 

irly,  Washington  is  sensitive 


to  such  discontent.  On  Apr.  15,  Sena- 
tors Carl  Levin  (D-Mich.)  and  John  Mc- 
Cain (R-Ariz.)  introduced  a  bill  that 
would  require  many  companies  to  treat 
as  an  expense  any  stock  option  grants 
they  deduct  from  taxes.  "There's  no  oth- 
er form  of  compensation  that's  given 
that  inconsistent  treatment,"  says  Levin. 

If  passed,  such  legislation  could  curb 
the  popularity  of  options  in  executive 
pay  packages.  So  far,  though,  the  Levin- 
McCain  bill  hasn't  created 
much  of  a  stir  on  Capitol  Hill. 
And  more  radical  legislative 
or  regulatory  change  isn't  in 
the  offing  anytime  soon.  Yes, 
voters  are  outraged  by  exor- 
bitant pay.  Even  their  bosses 
are  bothered.  But  no  one's 
upset  enough  yet  to  actually 
legislate  the  rules. 

By  Jennifer  Reingold  in 
New  York,  with  Amy  Borrus 
in  Washington 


VERY  SOMEWHAT    NOT  VERY    NOT  EFFECTIVE  DON'T 
EFFECTIVE   EFFECTIVE   EFFECTIVE        AT  ALL  KNOW 

options,  priced  higher  than  market 

(Executives)  17%  33%  37%  10%  3% 

options  linked  to  competitors'  stock  performance 

(Executives)  6%  19%  41%  20%... .14% 

j  HE  WINDFALL? 

ty  at  large  public  companies  rose  an  average  of  54%,  at  the 
'  me  that  stocks  rose  23%  and  corporate  profits  were  up 
hich  statement  reflects  your  assessment  of  this  data? 

EXECUTIVES  PUBLIC 

!  ;cutive  pay  system  is  effectively  moti- 

!  gtop  managers  to  produce  top  results  17%  ....13% 

ive  pay  mechanisms  are  rewarding 
;!  .for  more  than  their  contribution  38%. ...50% 

item  is  out  of  whack,  but  companies  need  to  pay 
1  itives  very  highly  to  get  the  best  talent  40%. ...31% 

now  5%  6% 


EXECUTIVES  PUBLIC 

Agree  71%  79% 

Disagree  27%  17% 

Don't 


ICH  DOWNSIDE 

1  agree  or  disagree  that 

impanies'  compensation 
]  i  typically  reward  top 

ves  for  positive  results,  but  know  2%  4% 

malize  for  poor  results? 

THE  CURE 

e  company  has  poor  results,  do  you  agree  that 

EXECUTIVES  PUBLIC 

nagers  should  take  cuts  in  salary  56%  79% 

J  nagers  should  lose  most  or  all  of 

<■  tonuses  88%  74% 

suits  will  be  reflected  in  the  lower 
U  of  company  shares  or  options  awarded 

U  p  managers  in  previous  years  88%  77% 

4.1  lagers  should  not  necessarily  take 

cut  50%  36% 


ONE  SIZE  FITS  ALL? 

Should  the  top  managers'  pay 
grow  no  faster  than  pay  of  lower- 
level  workers  at  a  company,  or  not? 


EXECUTIVES  PUBLIC 

Yes  21%  ....69% 

No  74%  ....29% 

Don't  know  5%  2% 


THE  OPTIONS  OPTION 

Should  top  managers  be  able  to  renegotiate  options  strike  prices 
downward  when  their  companies'  shares  decline,  or  not? 

EXECUTIVES 

Should  be  able  to  renegotiate  13% 

Should  not  be  able  to  renegotiate  84% 

Don't  know  3% 

BEHAVIOR  MODIFICATION 

I'm  going  to  read  you  a  list  of  strategies  to  modify  executive  pay 
plans.  Do  you  favor  or  oppose  each  one? 

EXECUTIVES 
FAVOR     OPPOSE   DON'T  KNOW 

Capping  top  managers'  pay  at  a  fixed 

multiple  of  a  company's  lowest-paid 

employee  10%  90%  0% 

Requiring  top  managers'  CEO  stock  options  to 

be  issued  with  a  strike  price  at  least  a  mini- 
mum percentage  above  market  30%  68%  2% 

Limiting  the  number  of  options,  as  a 

percentage  of  shares  outstanding,  that 

can  be  awarded  top  management  in 

any  one  year  75%  23%  2% 

Capping  the  nominal  value  of  total 

annual  pay  25%  73%  2% 

No  caps  at  all  on  pay  56%  44%  0% 

EDITED  BY  KEITH  H.  HAMMONDS 

Survey  of  1,000  adults  and  of  400  senior  executives  at  large  pub- 
lic U.S.  corporations.  Interviews  were  conducted  Apr.  17-29,  1997 
for  business  week  by  Louis  Harris  &  Associates  Inc. 
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mmentary 


PENTIUM:  THE 
NEXT  GENERATION 


Intel's  powerful  Pentium  II 
will  drive  PC  sales  and  keep 
rivals  scrambling  to  catch 
up  for  years  to  come 

You  could  hear  the  sigh  of  relief 
from  San  Jose  to  Singapore.  The 
fourth  quarter  of  1996  had  been 
disappointing  for  the  personal  com- 
puter industry,  and  warnings  of  slowing 
growth  persisted  as  the  new  year  got 
under  way.  But  the  first  quarter  of  1997 
turned  out  to  be  a  gem.  PC  sales  rose 
more  than  15%  from  last  year,  both  in 
the  U.  S.  and  worldwide,  according  to 
market  researcher  Dataquest  Inc.  The 
forecast:  even  better,  with  projected 
growth  of  20%,  year-over-year,  in  each 
of  the  next  three  quarters.  Wall  Street 
was  delighted  by  the  news,  boosting 
the  shares  of  leading  PC  makers  Com- 
paq, ibm,  and  Dell,  as  much  as  9%  be- 
tween Apr.  28  and  Apr.  30. 

The  industry  is  set  to  get  another 
burst  of  wind  beneath  its  wings  on 
May  7.  That's  when  Intel  Corp.  will  un- 
veil its  newest  microprocessor,  the  Pen- 
tium II.  More  than  an  ordinaiy  upgrade, 
the  new  chip  is  viewed  by  experts  as 


Intel's  most  important  new  product 
since  the  original  Pentium  in  1993.  The 
Pentium  II  should  fuel  demand  for  top- 
of-the-line  PCs  the  rest  of  this  year,  and, 
when  it  finds  its  way  to  the  mass  mar- 
ket, should  keep  consumers  buying 
home  PCs  in  1998  and  beyond.  "Pentium 
II  will  offer  plenty  to  make  shoppers 
dance  in  the  aisles,"  says  Richard 
Zwetchkenbaum,  a  PC  analyst  with  re- 
searcher International  Data  Corp. 
GEARING  UP.  Pentium  II  is  expected  to 
be  Intel's  workhorse  processor  for  the 
rest  of  the  decade — the  linchpin  of  its 
strategy  to  drive  continued  growth 
through  relentless  boosts  in  processor 
speed.  And  it  arrives  at  just  the  right 
time.  Many  corporate  customers  held 
off  upgrading  their  computers  last  year 
until  Microsoft  Corp.'s  Windows  NT  4.0, 
which  runs  best  on  Intel's  newest 
processors,  became  available.  The  Mi- 
crosoft operating  system  arrived  last 
fall,  and  now  many  corporations  are 
gearing  up  to  replace  thousands  of  older 
pes  with  new  Pentium  Pro  and  Pen- 
tium II  models. 

What  will  customers  do  with  all  the 
horsepower?  In  part,  they'll  install  more 
demanding  programs,  such  as  3-D  visu- 
alization tools,  which  can  tax  even  the 


speediest  Pentiums  available  now3un 
the  biggest  driver  is  multimedia- Ji; 
combination  of  data,  audio,  video,  gpl-i 
ics,  and  communications — which  i±. 
up  vast  amounts  of  computing  resoi* 
Convincing  customers  that  they  if 
the  latest  techno- wizardry  m a 
the  latest  PCs  to  handle,.; 
key  to  feeding  Intel's  grit  i 
engine.  With  hot-selling 
such  as  the  Pentium  II  as  at  i 
analysts  figure  the  Inteln  j 
chine  will  pump  out  a  38<%  v 
enue  boost,  to  $28  billion.;h>i 
year.  Profits  could  climb  m 
than  50%,  to  $8  billion,  an 
Bear,  Stearns  &  Co. 
It's  all  part  of  the  Intel 
ter  plan:  The  chip  giant  introw  i 
a  new,  higher-margin  micropiUM 
sor  every  12  months  and  sends  (ew 
models  down  the  food  chain  to  feel  n 
mand  at  lower  price  points.  Intel  si  Ma 
prices  of  older  Pentium  chips  on  Ai"4| 
by  as  much  as  48%.  But  its  newfyj 
tium  chips  with  mmx  multimedia 
nology,  introduced  in  January,  se,M 
$60  to  $235  more,  and  already  ac$|; 
for  up  to  40%  of  new  PC  shipniK; 
sources  close  to  the  company  sajiij 
the  rest  of  1997,  Intel  will  wind  cu 
production  of  older  Pentiums  whilipf 
moting  mmx  in  consumer  PCs.  By  Cm 
mas,  virtually  all  Pentium  PCs  wilht| 
mmx  chips— and  by  1998,  Pentiu 
will  be  moving  into  mass-market) 
ranges. 

The  strategy  has  propelled  Intec 
dizzying  growth  curve:  Revenuesi 
nearly  quadrupled  since  1992  anda 
its  are  five  times  1992  levels, 
adoption  of  the  Pentium  II  ultirul 
could  push  Intel's  60%-plus  grosn 
gins  even  higher,  though  compan 
cials  caution  that  ramp-up  cost;  8 
price  declines  on  older  Pentium  ' 
could  soften  margins  for  the  rstj 
the  year. 

There's  just  one  fly  in  the  oiriintj 

NEW  CHIPS,  NEW  GROWN 


'96  '97 
▲  MILLIONS  OF  UNITS 
•INCLUDES  COMPARABLE  RIVAL  PRODUCTS 
DATA  DATAQUEST 
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ime:  archrival  Advanced  Micro  De- 
Inc.  AMD  already  has  delivered  a 
that  lab  tests  show  outperforms 
3  Pentium  Pro  and  nearly  matches 
entium  II — with  a  price  tag  $150 
)0  lower.  Its  K6  processor  roared 
f  the  gate  on  Apr.  2,  built  on  tech- 
y  acquired  from  designer  NexGen 
This  is  amd's  best-launched,  timeli- 
,nd  most  strategic  product  ever," 
£elly  Henry,  a  semiconductor  ana- 
br  International  Data  Corp.  "It 
e  very  successful." 
reinvigorated  AMD  will  keep  In- 
pricing  in  check,  likely  fueling 
,11  demand.  Its  lower-priced  K6, 
:ample,  could  lop  $500  off  the  cost 
>C  against  a  comparable  Pentium 
stem.  So  far,  Digital  Equipment 
is  the  only  well-known  PC  maker 
71  up  for  the  K6.  Still,  amd  could 
early  5  million  K6  units  this  year, 
sts  say — almost  a  third  of  Intel's 
■ted  Pentium  II  shipments  and  a 
;e  chunk  of  the  total  Intel-com- 
le  processors  market,  "amd  will 
narket  share,  increase  its  average 
g  price,  and  see  a  financial  boon," 
Linley  Gwennap  of  Micro  Design 
irees. 

E  MAIL.  If  Intel  is  worried  about 
£6,  it  isn't  showing  it.  Rather, 
)es  to  lock  AMD  out  with  a  pack- 
innovation.  Instead  of  planting 
entium  II  in  conventional  ceramic 
3rs — which  fit  into  today's  PC 
lerboards" — Intel  houses  the  chip 
3  a  cartridge  that  plugs  into  a 
)n  the  board.  The  cartridge  has 
)ry  chips  to  feed  critical  data  to 
processor  at  high  speed.  This 
ited  arrangement  boosts  overall 
rmance.  And  AMD  won't  be  able  to 
the  cartridge  any  time  soon — 
tr. 

;el  says  it  already  has  shipped 
00  Pentium  lis.  And  on  May  7, 
Compaq,  Dell,  Hewlett-Packard, 
Packard  Bell/NEC,  among  others, 
nnounce  Pentium  II  systems,  most 
lg  between  $3,000  and  $4,000.  PC 
rs  love  price  points  like  that  be- 
;  they  produce  higher  margins. 
Michael  J.  Winkler,  Compaq's  se- 
rice-president  for  PC  products:  The 
urn  II  "kind  of  takes  the  whole 
P  level  up." 

iall  wonder  that  Intel  is  so  opti- 
;  about  the  PC  business — and  about 
vn.  amd  may  snag  a  little  market 
!>  but  Intel  will  score  huge  profits, 
customers,  getting  ever  more  PC 

for  the  buck,  will  keep  right  on 
ig.  That's  the  kind  of  scenario  that 

keep  pc  makers  happy — and 
hy — for  months,  well,  maybe  years, 
id. 

'  Andy  Reinhardt  in  San  Fran- 
,  with  bureau  reports 


COMMENTARY 


By  Amy  Barrett 


BUT  DO  ASPEN  AND  VAIL 
REALLY  NEED  PHONE  SUBSIDIES? 


In  the  battle  over  telecom  regula- 
tion, lobbyists  love  to  talk  about 
Aunt  Minnie.  She's  the  rural  cus- 
tomer who,  local  carriers  warn,  must 
be  protected  from  unfair  increases  in 
her  bill.  You'll  be  hearing  a  lot  about 
her  when  the  Federal  Communica- 
tions Commission  unveils  its  plans  in 
early  May  for  overhauling  universal 
service,  the  system  of  subsidies  to 
help  defray  local  service  costs. 

But  in  many  cases,  Aunt  Minnie 
doesn't  need  or  deserve  help.  While 
universal  service  keeps  rates  low  in 
Mississippi,  it  also  fines  pockets  in  As- 
pen, Colo.  And,  by  primarily  targeting 

/ 


rural  carriers,  the  system  largely 
misses  the  urban  poor.  Says  Senate 
Commerce  Committee  Chairman  John 
McCain  (R-Ariz.),  a  critic  of  the  cur- 
rent system:  "There  are  more  people 
who  might  need  help  in  south 
Phoenix  than  in  Vail  or  Aspen." 

In  crafting  the  sweeping  Telecom- 
munications Act  of  1996,  Congress 
recognized  that  the  market-distorting 
subsidies  would  not  survive  deregula- 
tion. But,  at  the  same  time,  politicians 
didn't  want  to  see  voters  hit  with 
rate  hikes.  So  they  told  the  fcc  to 
come  up  with  a  universal-service  fund 
that  would  provide  money  to  local 
phone  companies  to  keep  rates  low. 
SENSELESS.  Using  this  approach, 
Congress  and  the  fcc  have  missed 
the  chance  to  come  up  with  a  system 
that  would  subsidize  just  those  who 
need  it.  There's  a  way  to  do  it:  Issue 
vouchers  to  low-income  users  in  rur- 
al and  urban  areas — and  get  rid  of 
the  unnecessary  subsidies. 

The  fcc's  new  universal-service 


pool,  like  the  current  system,  will 
funnel  money  to  phone  companies 
serving  rural  markets.  In  the  near 
term,  much  of  the  subsidy  will  con- 
tinue to  come  from  access  charges — 
the  fees  long-distance  companies  pay 
local  phone  companies  for  putting 
calls  through  local  networks.  Access 
charges  transfer  some  $13  billion  to 
local  carriers  each  year — and  long- 
distance companies  have  been  lobby- 
ing to  have  the  rates  slashed.  But 
the  fcc  has  decided  to  bring  them 
down  gradually. 

Such  continuing  subsidies  may  in 
fact  stand  in  the  way  of  the  optimum 

CROSSED  WIRES: 

U.S.  policy  now 
underwrites 
service  in  rural 
areas  that  don't 
need  any  help 

solution:  letting 
the  market  create 
low-cost  services. 
Robert  W.  Cran- 
dall,  a  senior  fel- 
?  low  at  the  Brook- 
%\  ;'■  ings  Institution, 
'  argues  that  subsi- 
dizing rural  wireline  networks  may 
slow  the  introduction  of  potentially 
cheaper  alternatives,  such  as  wire- 
less. "None  of  this  makes  any  eco- 
nomic sense,"  he  says. 

Nor  do  the  strained  efforts  to 
shore  up  the  subsidy  system.  Under 
the  1996  act,  the  fcc  must  figure  how 
much  it  costs  to  serve  customers  in 
different  markets  so  it  can  allocate 
universal-service  funds.  But  the  job  is 
absurdly  complex.  Some  models  even 
factor  in  soil  density  as  a  way  to 
gauge  the  cost  of  tearing  up  lines  in 
various  regions.  "They  are  trying  to 
model  the  unmodelable,"  warns  Scott 
Cleland,  managing  director  of  Wash- 
ington Research  Group. 

A  better  way:  Congress  and  the 
FCC  should  phase  out  these  subsidies 
and  create  a  leaner  program  for  the 
truly  needy.  Forget  Aunt  Minnie's 
phone  bill,  and  fix  a  flawed  system. 

Barrett  covers  telecommunications 
policy  from  Washington. 
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HURRICANE  RARRY 
IS  BREWING  IN  MIAMI 

Diller's  plans  for  his  HSN  stations  could  lead  to  a  new  network 


Barry  Diller,  the  Hollywood  execu- 
tive who  brought  you  Raiders  of 
the  Lost  Ark,  the  Fox  Network, 
and  a  qvc  Inc.  with  cachet,  now  wants 
to  bring  you  something  really  new — 
lots  of  news  about  your  little  corner  of 
the  world.  Starting  with  Channel  69  in 
Miami,  Diller  plans  to  transform  the  18 
television  stations  he  owns  or  controls 
from  vehicles  for  Home  Shopping  Net- 
work's shows  to  outlets  for  local  fare. 
"We  will  be  edgy,  aggressive,  and  pro- 
mote the  hell  out  of  ourselves  to  get 
noticed  in  the  market,"  says  Diller. 

It's  a  novel  approach  to  building  a 
network.  But  clearly,  Diller  wants  to  do 


duopoly  rule,  which  bars  any  company 
from  owning  two  television  stations  in 
one  market.  If  the  fcc  drops  that  ban, 
Diller  would  be  able  to  sell  the  sta- 
tions— in  a  parcel  or  in  parts.  "The  real 
end  game  [for  Diller]  is  not  to  create  a 
network,"  says  one  institutional  investor. 
"With  must-carry  and  the  duopoly  deci- 
sion, you  have  a  home  run." 

The  potential  of  the  hsn  stations — not 
just  Diller's  programming  acumen — 
helped  persuade  David  Geffen  to  invest. 
The  media  mogul,  an  old  friend  of  Diller, 
bought  400,000  hsn  shares,  he  says,  be- 
cause he  thinks  the  stations  underval- 
ued. "You're  paying  for  hsn  and  getting 


in  Miami  for  up  to  six  months,  and  h 
the  end  of  1998,  he  says  he  will  laun^ 
it  in  18  markets — 12  where  hsn  ov 
stations  and  six  where  it  has  controlling 
interests  in  stations.  Home  Shoppinj] 
will  continue  as  a  cable-only  service. 

Will  it  work?  Hard  to  say.  Diller  pu| 
the  startup  cost  for  Miami  at  about  $2i 
million  and  the  total  national  invest 
ment  at  about  $150  million.  That  shoufl 
be  manageable,  since  hsn's  cash  floj 
will  likely  come  in  at  $40  million  for  thj 
first  quarter,  compared  with  $26  milliot 
a  year  earlier,  according  to  Edward 
Hatch  of  ubs  Securities. 
BIG  TAB.  But  some  TV  execs  think  thj 
cost  will  be  much  higher,  upn,  for  in 
stance,  has  spent  about  $155  million 
year  since  January  1995.  "You  have  tj 
spend  money  to  create  programming 
that  people  want  to  watch,"  say 
Michael  Garston,  a  vice-president  a 
media  brokerage  firm  Daniels  &  Co. 

The  Miami  market  will  be  especiall 
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THINKING  NATIONALLY, 
ACTING  LOCALLY 

SELECTED  STATIONS  OWNED  BY 
BARRY  DILLER'S  SILVER  KING 


BOSTON 

CHANNEL  66 


CHICAGO  WWELAM 


CHANNEL  60 


CHANNEL  61 

BALTIMORE 

CHANNEL  24 


DALLAS-FT.  WORTH 

CHANNEL  49  £j 


NEW  YORK 

CHANNELS 
67  AND  68 
HILADELPHIA 

CHANNEL  65 


DATA.  BIA  PUBLICATIONS  INC 

something  to  get  more  value  out  of 
his  stations.  Shares  of  hsn  Inc.,  the  par- 
ent company  Diller  created  in  December 
by  merging  Silver  King,  Home  Shop- 
ping Network,  and  media  company 
Savoy  Pictures,  are  trading  at  around 
23 — near  where  they  started. 

Indeed,  if  Diller's  local-programming 
concept  doesn't  turn  the  stations  into 
big  moneymakers,  regulators  may  give 
him  other  ways  to  increase  their  value. 
The  Supreme  Court's  ruling  in  March 
that  cable  companies  must  carry  local 
broadcast  programming  has  already 
upped  the  price  of  local  stations.  An- 
other boost  could  come  as  early  as  this 
summer  if  the  Federal  Communications 
Commission  decides  to  end  the  so-called 


MIAMI 

CHANNEL  69 


the  stations  for  nothing,"  he  says. 
An  alternative  to  selling  the  stations 
would  be  joint  ventures  with  a  major 
network  looking  for  a  second  local  slot. 
After  years  of  losing  viewers,  the  big 
players  might  welcome  a  second  spot 
on  the  air.  Whatever  deals  Diller  pur- 
sues, a  new  programming  format — if 
successful — can  only  help  increase  the 
value  of  hsn  stations.  That's  where  Citi- 
Vision  enters  the  picture.  Think  alter- 
native newspapers  in  major  cities,  says 
Diller  in  describing  his  programming 
plans.  The  stations  will  feature  at  least 
three  hours  of  news  programming  a  day, 
as  well  as  investigative  stories,  seg- 
ments on  local  hot  spots,  and  off-beat 
features.  He  plans  to  test  the  format 


A 


DILLER  WANTS 

EDG.Y" 
PROGRAMMING 


hard  to  crack,  experts  say.  Tom  Buono, 
president  of  bia  Cos.,  a  Chantilly  (Va.) 
consultant  that  appraises  TV  stations, 
says  Miami  is  saturated,  with  eight  sta- 
tions boasting  audience  shares  of  7%  or 
more.  "Starting  from  ground  zero  in 
that  kind  of  a  market  is  going  to  be 
very  difficult,"  he  says. 

Even  Diller  concedes  that  his  plans 
are  in  flux.  "We  may  screw  up  this  pro- 
gram concept,  or  we  could  be  pre-empt- 
ed by  a  whole  range  of  things — the  FCC, 
Congress,  or  something  else,"  he  says. 
"Or  someone  might  throw  a  gold  brick 
at  our  door."  Plain  cash  would  do. 

By  Gail  DeGeorge  in  Miami  and 
Ronald  Grover  in  Los  Angeles,  with 
Amy  Barrett  in  Washington 
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how  to  hold  70  floppy  disks 

IN  THE  PALM  OF  YOUR  HAND. 


NEW,  LOWER  PRICE. 

Visit  your  local  retail  store 

or  corporate  reseller, 
or  you  can  even  see  us  at: 
www.iomega.com 


TONS  OF  STORAGE  SPACE. 

Increase  your  storage  space  — 
100MB  at  a  time  for  as  low  as 
$12.95  per  disk  after  rebate. 

Perfect  for  storing 
and  running  your  whole  office. 


COMPLETE  PORTABILITY, 

The  Zip™  drive  and  Zip  disks  are 
small,  lightweight,  and  rugged. 

Which  means  you  can  take  work 
home,  on  the  road,  or  anywhere 
else  you  need  to  go. 


V 


L 


FAST,  EASY  BACKUP. 

Hooks  up  fast  to  your  PC  or  Mac. 
And,  at  up  to  20  times  faster  than 
that  old  floppy  drive,  it's  great 
for  making  copies  of  everything. 
So  the  next  time  your  computer 
spazzes  out,  you  won't. 


ER  FIVE  MILLION  OUT  THERE.  Forget  about  that  old  floppy  drive.  Zip  drives  are 
/where;  at  home,  in  schools,  and  at  the  office.  In  fact,  they're  the  perfect  complement  to  the  enhanced 
d  and  visual  capability  of  today's  MMX  technology-based  systems.  And  with  so  many  Zip  drives  out  there, 
nore  than  just  compatible,  it's  universal. 

BECAUSE     IT'S     YOUR     STUFF .'" 

Iomega  Corporation.  Iomega  and  the  Iomega  logo  are  registered  trademarks,  and  Zip  and  "Because  It's  Your  Stuff"  are  trademarks  of  Iomega  Corporation.  MMX  Is  a  trademark  of 
irporation.  All  other  trademarks  are  the  properly  of  their  respective  holders.  Prices  listed  are  estimated  street  prices.  Actual  prices  may  vary.  Zip  is  compatible  with  Windows®  95, 
DOS,  OS/2,  and  Mac  OS.  Up  to  20  times  taster  using  the  SCSI  or  IDE  models,  up  to  5  times  faster  using  the  parallel  port  model. 


Iomega 
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CARL'S  EYES  MAY  BE 
BIGGER  THAN  ITS  STOMACH 

The  new  No.  4  in  fast  food  may  have  trouble  digesting  Hardee's 


When  William  P.  Foley  II  bought 
25%  of  Carl  Karcher  Enterprises 
in  late  1993,  he  intended  to  be  a 
passive  investor.  An  infrequent  patron  of 
the  Carl's  Jr.  hamburger  chain,  Foley 
was  more  focused  on  building  the  in- 
surance company  he  also  ran  and  im- 
proving his  golf  swing.  Three  years  and 
30  pounds  later,  Foley  clearly  has 
learned  to  love  Carl's  Famous  Star  with 
cheese — and  the  fast-food  industry. 

Foley  is  so  enamored  of  the  burger- 
biz  that  he's  taking  a  stab  at  making 
the  renamed  CKE  Restaurants  Inc.  into 
a  national  chain.  On  Apr.  28,  he  reached 
an  agreement  with  Canada's  Imasco 
Ltd.  to  buy  the  struggling  Hardee's 
chain  for  $327  million  -  a  deal  that  in- 
stantly vaults  Carl's  to  No.  4  in  burgers. 
"Aside  from  my  wedding  57  years  ago, 
yesterday  was  the  happiest  day  of  my 
life,"  said  80-year-old  Car]  N.  Karcher, 
who  started  Carl's  in  1956  with  a  single 
hotdog  stand. 

Can  CKE,  which  has  gone  from  a  mon- 
ey-loser to  a  money-maker  since  share- 
holders ousted  Karcher  in  1993  and  in- 
stalled Foley  a  year  later,  digest  its 
latest  acquisition?  Hardee's,  with  3,152 
restaurants,  is  four  times  the  size  of 
Carl's.  Analysts  who  follow  the  company 
are  bullish  on  the  deal's  prospects.  Hut 


some  investors  are  less  enthused,  cke's 
stock  plunged  5%,  to  $19.50,  the  day 
the  deal — and  a  related  $100  million  sec- 
ondary stock  offering — were  announced. 
SLOPPY  GUYS.  Still,  Foley  has 
proven  he  can  pull  off  acquisitions. 
Since  August,  CKE  has  taken  over 
five  small  chains  and  bought  stakes 
in  Rally's  Hamburgers  Inc.  and 
Checkers  Drive-In  Restaurants  Inc., 
expanding  from  650  to  928  locations. 
In  the  process,  Foley,  52,  has  man- 
aged to  turn  CKE  around.  When 
Karcher  was  ousted,  the  company 
had  just  closed  fiscal  1993  with  a  $3 
million  loss.  Foley  came  in  a  year  lat- 
er, ditched  discount  promotions,  and 
launched  an  in-your-face  ad  campaign 
that  emphasized  Carl's 
Jr.  as  the  spot  for  big- 
ger, juicier  burgers. 
Mendelsohn/Zien  Ad- 
vertising Inc.  lined  up 
bad  boy  Dennis  Rod- 
man as  a  pitchman,  and 
now  the  hoopster  gob- 
bles messily  for  the 
camera,  showing  off 
Carl's  red  star  logo  in 
his  gold  hair.  "We  want 
the  18-  to  35-year-old 
guy,"  says  Foley.  "Their 


FOOD  FLIGHT 


▲  MILLIONS  OF  DOLLARS 

DATA:  ROBI RISON  STEPHENS  CO 


SCRUMPTIOUS:  Carl's  22%  margins 
are  the  industry's  juiciest 

dates  can  have  a  barbecued  chicke 
sandwich." 

Sure  enough,  the  call  to  America 
sloppy  males  has  driven  Carl's  earning 
skyward,  to  $22  million  on  sales  of  $61 
million.  Moreover,  Carl's  restaurant-un 
margins  have  increased  to  22%,  th 
highest  of  any  burger  chain.  Foley  say 
the  same  performance  can  be  repeatec 
"Hardee's  food,  labor,  and  paper  cost 
are  70%  of  sales.  Ours  are  58%.  That 
an  $80  million  difference,"  he  says. 

For  Foley,  though,  managing  th 
larger  Hardee's  could  prove  ovei 
whelming.  Hardee's  has  been  falling  b< 
hind  for  years  in  the  notoriously  cut 
throat  fast-food  business.  The  chain  los 
its  focus  on  burgers  after  buying  th 
Roy  Rogers  chain,  and  same-store  sale 
have  fallen  15%  in  the  past  three  yean 
It  lost  $18  million  in  1996. 
THREE  SQUARES.  Moreover,  Foley  has 
lot  on  his  plate.  In  addition  to  runnini 
Carl's,  the  West  Point-educated  exec 
ceo  of  Fidelity  National  Financial  Inci 
the  nation's  fourth-largest  title  insuranc 
company.  He  oversees  both  of  his  Oi 
ange  County  (Calif.  )-based  companies,  a 
well  as  his  two  wineries,  from  an  offic 
two  hours  away  in  Santa  Barbara.  Bu 
Foley  says  doctoring  Hardee's  will  b 
manageable  because  it  is  such  a  perfec 
complement  to  Carl's.  Hardee's  does  a 
its  business  on  the  East  Coast  and  i 
the  Midwest  and  gets  30%  of  its  re\ 
enues  from  breakfasts,  while  Carl's  mosl 
ly  California-based  outlets  do  all  bu 
10%  of  their  business  at  lunch  an 
cliriner.  Foley's  intends  to  replac 
Hardee's  lunch  and  dinne 
offerings  with  Carl's  burg 
ers.  "We  will  soon  pas 
Wendy's  to  be  No.  3,"  say 
Foley.  "We  are  right  i 
their  rearview  mirror." 
Competitors  aren't  exactl 
shaking  in  their  aprons  ove 
the    Carl's  Jr.-Hardee'j 
combo.  "They  are  not  evem 
a  blip  on  my  screen,'! 
says       Michael  F 
DeRosa,  president  o;| 
Burger  King's  Nationajj 
Franchisee  Assn.  Cusif 
tomers  nationwide  maj 
take   to   Carl's  juicj 
burgers.  But  some  in* 
vestors  are  on  the  looki 
out  for  messy  stains  or 
the  company's  income 
statement. 

By  Kathleen  Morrii 
in  Los  Angele.' 
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Merrill  Lynch 

on  culrivaring  growrh. 


It  sustains  nations,  business  and  lives.  But 
economic  growth  is  abundant  in  some  places  and 
elusive  in  others.  So  maintaining  an  uriequaled 
global  perspective  is  a  Merrill  Lynch  imperative. 
For  by  seeing  beyond  local  limits,  we  can  help 

"  ■'■(.«.     ''      ■  W     lift        -    ■  A 

clients  cultivate  possibilities  more  intelligently,  in 
Latin  America  or  wherever  growth  is  sought.  There 
is  a  difference  in  what  grows  from  a  narrow  field 
of  vision  and  vision  that  encompasses  the  world. 

The  difference  is  Merrill  Lynch. 


)7  Merrill  Lynch  &  Co..  Inc. 


Merrill  Lynch 

A  tradition  of  trust. 
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THE  INTERNET 

TICKETMASTER 
VS.  MICROSOFT 

The  two  have  come  to  blows 
over  ads  on  the  Web 

Point,  click,  and  surf.  You  do  it  every 
time  you  cruise  the  Internet.  Better 
yet,  you  can  do  it  for  free. 
Not  if  Fredric  D.  Rosen  has  his  way. 
The  fieiy,  combative  ceo  of  Ticketmaster 
Coip.  charged  Microsoft  Corp.  on  Apr.  28 
in  U.  S.  District  Court  in  Los  Angeles 
with  unfairly  trading  on  Ticketmaster's 
name  and  services.  At  issue  is  Microsoft's 
Seattle  Sidewalk  Web  site.  The  trans- 
gression? Sidewalk,  a  service  packed  with 
arts  and  entertainment  information,  has 
links  to  Ticketmaster  Online  that  lets 
surfers  order  tickets  to  Seattle  events. 
"unprecedented."  Such  links  are  every- 
where in  cyberspace;  the  culture  pro- 
motes open  exchange  of  information.  But 
Rosen  wants  this  one  removed.  The 
problem:  When  Sidewalk  users  click  on 
the  Ticketmaster  connection,  they  are 
whisked  off  not  to  Ticketmaster  itself, 
but  to  a  Ticketmaster  page  created  by 
Microsoft.  From  there  they  can  click  over 


seattle.sidewatk 


SEATTLE  SIDEWALK: 

Using  Ticket-master's 
name  to  sell  ad  space? 


to  Ticketmaster  Online.  But  while  they're 
at  the  "Ticketmaster  Northwest"  page 
run  by  Sidewalk,  consumers  are  con- 
fronted with  four  ads  and  three  charge- 
card  icons. 

Rosen  says  Microsoft  shouldn't  be 
allowed  to  use  Ticketmaster's  trade- 
marked  name  to  sell  ads,  and  that  the 
credit-card  listings  undermine  Ticket- 
master's  relationship  with  MasterCard, 
its  preferred  credit  card.  He  wants 
Microsoft  to  pay  for  providing 
an  event-ticketing  service  on  Side- 
walk— or  get  rid  of  the  offending  page 
and  links.  Nonsense,  says  Frank  Schott, 
Sidewalk's  general  manager.  "It's  un- 
precedented that  we  should  have  to 
share  revenue  for  linking  to  someone's 
site,"  he  says.  "We're  going  to  defend 


this  very  vigorously. 

Ticketmaster's  isn't  th 
first  challenge  to  Web  links 
Media  companies  including 
the  Washington  Post,  CNN 
and  Time  Inc.  are  suing  To 
talNews  for  "hijacking' 
their  content.  TotalNewi 
provides  links  to  the  com 
panies'  Web  sites  but  call 
them  up  inside  a  frame  thai 
keeps  the  TotalNews  logo  and  advertiser: 
prominently  displayed.  The  media  giants 
suit  combined  with  the  Ticketmaster  liti- 
gation could  transform  the  way  compa 
nies  operate  online.  "If  the  crux  of  thes( 
suits  is  linking  without  the  linkee's  per- 
mission, it  could  change  the  nature  o: 
the  Web,"  says  Ronald  J.  Palenski,  i 
partner  at  Gordon  &  Glickson,  a  Wash 
ington  (D.  C.)  law  firm. 

Rosen  isn't  concerned.  He  just  want; 
Microsoft  to  pay  for  access  to  the  ser- 
vice that  Ticketmaster  has  created 
"Let's  not  hide  behind  the  argumen 
that  the  Web  is  free,"  says.  He  aims  ti 
make  sure  that,  if  Microsoft  won't  pa; 
Sidewalk  will  hit  a  dead  end. 

By  Larry  Armstrong  in  Los  Angele, 
and  Amy  E.  Cortese  in  New  York 


THE  INTERNET 

CLIPPED  WINGS 
ON  THE  WEB 

Are  airlines  out  to  crush  the 
online  travel  industry? 

It's  the  hottest  business  on  the  Web: 
From  tiny  startups  such  as  Travel- 
ogix  to  Microsoft  Corp.'s  Expedia,  on- 
line travel  is  booming.  Revenues  should 
hit  $827  million  this  year,  say  re- 
searchers Jupiter  Communications,  ris- 
ing to  as  much  as  $9  billion  by  2002. 
So  why  are  these  companies  and  the 
aii-lines  they  serve  at  loggerheads? 

The  tempest  erupted  in  early 
April,  when  American  Airlines  Inc. 
abandoned    the    standard  10% 
agent's  commission  for  tickets  sold 
online  in  favor  of  a  fiat  $15.  A  week 
later,  United  Airlines  Inc.  lowered 
that  to  $10  per  transaction — regard- 
less of  the  number  of  tickets  sold. 

The  moves  set  online  agencies 
howling  about  "discrimination"  and 
anticompetitive  behavior  by  airlines, 


which  own  two  of  the  three  biggest  tick- 
eting sites.  If  the  lower  fees  stick,  what 
had  been  a  vibrant  Web  market  could 
shake  out  fast.  Even  with  10%  commis- 
sions, no  online  agency  was  profitable. 
Giants  like  Microsoft  and  America  Online 
Inc.  have  other  income,  but  the  squeeze 
is  life-threatening  to  the  small  fry.  "We're 
reevaluating  our  business  model,"  says 
Raymond  Karlowicz,  vice-president  of 
marketing  for  Houston-based  Travelogix 
Inc.  Travel  agent  George  F.  Newsome  of 
Raleigh,  N.  C,  has  quit  selling  tickets 
at  his  PCTravel.com. 

Th*'  airlines  have  complaints,  too.  "We 
believe  there  could  be  huge  efficiencies," 


T  R AVE  L W  E  B 


says  Mark  Koehler,  electronic  distributioi 
director  at  United  Airlines.  But  onlin 
agencies,  he  says,  while  automating  fiigh 
selection  and  reservations,  don't  pus 
paperless,  or  electronic,  ticketing.  Th 
vast  majority  of  customers  who  buy  fro: 
United's  online  service,  in  contrast 
choose  E-tickets,  which  United  says  elim- 
inates 14  accounting  and  processing  pn 
cedures.  Airlines  also  say  online  agents' 
frequent  offloading  of  services,  and  th 
fee-sharing  that  involves,  adds  to  costs 
"Here's  a  medium  that's  designed  to  al- 
low the  customer  and  supplier  to  deal  di 
rectly,  and  now  you've  got  two  in  th 
middle,"  says  Al  Lenza,  managing  direc- 
tor for  distribution 
planning  at  North 
west  Airlines  Inc. 

Will  E-trade  sur- 
vive  the  fracas?  On- 
line agencies  say  low- 
ering fees  will  raise 
the  barrier  to  online 
entries,  reducing  in-<s 
novation  and  stifling  j 
competition.  For  now, 
it's  one  more  dogfight 
in  cyberspace, 
profit  By  Gary  McWill 

iams  in  Houston 


ENDANGERED 

Lower  agent 
commissions 
could  be 
fatal.  Even 
at  10%,  no 
one  was 
making  a 
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With  the  Velo  handheld  PC,  carrying  your 
work  around  has  never  been  easier.  It 
runs  Microsoft  Windows  CE  and  pocket 
versions  of  Word,  Excel  and  Internet 
Explorer.  And  with  its  built-in  modem, 
you  have  everything  you  need  to  access 
lail,  send  faxes  and  surf  the  Web.  Now  you  can  work  just  the  way  you 
rk  on  your  office  PC,  no  matter  where  you  happen  to  be. 

•  more  details  on  the  product  that's  won  awards  from  PC  Magazine  and 
e  magazine,  call  1-888-FOR-VELO  or  visit  our  Web  site  at  www.velol.com. 


Ldk  make,  tiwgs  betfwr 
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©  1997  Philips  Electronics  North  America  Corporation  Velo  is  a  registered  trademark 
of  Philips  Electronics  All  other  names  are  either  registered  trademarks  or  trademarks  of 
their  respective  owners. 


In  Business  This  Week 


EDITED  BY  KELLEY  HOLLAND 


ILLEGAL  SIGNALS  AT 
AN  FCC  AUCTION?  

WAS  THERE  MONKEY  BUSINESS 

at  the  Federal  Communica- 
tions Commission's  wireless 
spectrum  auction?  On  Apr. 
30,  the  Justice  Dept.  con- 
firmed it  is  investigating  pos- 
sible "anticompetitive  con- 
duct by  bidders"  in  some  of 
the  airwave  auctions  by  the 
FCC.  AT&T  says  it  and  other 
bidders  have  received  a  re- 
quest for  information.  The 
fcc  has  raised  more  than 
$20  billion  since  1995  by  auc- 
tioning licenses  to  provide 
personal-communications  ser- 
vices, the  latest  form  of 
wireless  telephone  service. 
Peter  Crampton,  a  professor 
of  economics  at  the  Univer- 
sity of  Maryland  who  was 
contacted  by  Justice  about 


CLOSING  BELL 


BIG  BLUE  STREAK 

It's  a  simple  formula: 
Announce  plans  for  a  $3.5 
billion  stock  buyback,  jack  up 
the  quarterly  dividend  by 
14%,  and  watch  the  stock 
soar.  It  worked  for  IBM.  The 
giant's  stock  jumped  to  157^ 
from  150K  on  Apr.  29  and 
continued  to  1601^  on  Apr.  30, 
after  it  announced  the  divi- 
dend hike  and  the  addition  to 
its  buyback  plan.  Big  Blue's 
stock  already  was  heading 
north  after  it  reported  better- 
than-expected  earnings  on 
Apr.  23,  and  analysts  say  a 
new  line  of  mainframes 
should  keep  IBM  humming. 


APR  30 


DATA  BLOOMBERG  FINANCIAL  MAk  I  IS 


the  auctions,  says  he  believes 
some  bids  could  have  been 
an  attempt  to  signal  com- 
petitors about  which  licenses 
a  bidder  really  wanted. 

US  AIRWAYS  GOES 
EYEBALL  TO  EYEBALL 

IT'S   A   GAME    OF  CHICKEN. 

will  US  Airways  employees 
agree  to  accept  a  manage- 
ment proposal  for  wage  con- 
cessions? Or  will  ceo 
Stephen  Wolf  begin  fur- 
loughing  pilots  after  June 
30?  Wolf  has  spent  the  past 
three  weeks  traveling  around 
the  country  warning  employ- 
ees that  US  Airways  has  to 
cut  labor  costs  or  cut  em- 
ployees. Four  years  ago,  the 
company  won  the  right  to 
furlough  pilots  after  this 
June  30.  But  union  negotia- 
tors are  unimpressed.  US 
Airways  just  reported  $175 
million  in  first-quarter  in- 
come, up  from  $34  million  a 
year  ago.  "This  is  part  of 
a  carefully  orchestrated  cam- 
paign to  turn  up  the  heat 
step  by  step,"  explains  a  pi- 
lot who  is  involved  in  the 
negotiations. 

DID  GTE  COVER  UP 
ITS  OVERCHARGING? 

GTE     LONG     AGO  SETTLED 

claims  about  overtoiling  cer- 
tain Spanish-speaking  cus- 
tomers in  California.  Now, 
the  issue  has  taken  on  a 
whole  new  dimension.  Whis- 
tle-blower documents  filed  in 
a  California  state  court  on 
Apr.  29  allege  that  gte  cov- 
ered up  the  overcharging  for 
two  years  and  that  workers 
in  the  company's  Hispanic 
marketing  unit  were  ordered 
to  shred  incriminating  docu- 
ments, gte  admitted  to  the 
California  Public  Utilities 
Commission  in  1992  that  it 
had  regularly  overtoiled 
Spanish-speaking  customers. 
The  company  says  it  is  cur- 
rently investigating  the  new 
allegations. 


HE  ADLINER:  DONNA  KARAN 


KARAN  FEEDING 


Donna  Karan  is  having  her 
pay  taken  in.  Acknowledg- 
ing the  suffering  of  share- 
holders in  her  company, 
Karan  is  waiving  her  $1 
million  bonus.  Since  going 
public  in  1996,  Donna 
Karan  International  shares 
have  dropped  from  24  to 
around  10.  Net  income  for 
1996  fell  nearly  50%,  to  $25 
million  on  sales  of 
$613  million. 

Despite  it  all, 
Karan  did  O.  K. 
She  got  $1.7  mil- 
lion in  salary  and 
over  $18  million 
in  licensing  fees 
for  the  use  of 
her  name. 
Karan's  hus- 
band, Vice- 
Chairman 
Stephen 


Weiss,  got  $1.2  million. 

Karan  could  lose  more 
if  co-founder  Frank  Mori 
has  his  way.  Mori,  who  is 
also  CEO  of  Anne  Klein, 
wants  to  join  Donna 
Karan's  board.  He  leads  a 
group  that  has  seen  its 
24%  stake  in  Donna  Karan 
drop  to  $52  million  from 
over  $153  million.  Donna 
Karan  has  rejected  him, 
citing  antitrust  policies 
barring  directorships 
for  rivals  and  saying 
Mori  vowed  not  to 
seek  the  seat  in 
a  stockholders 
agreement.  Then 
^  again,  Karan 
\  said  her  com- 
pany should 
prosper. 

By  Jeanne 
Dugan 


MONTGOMERY  WARD 
IS  TAKEN  TO  COURT 

MONTGOMERY  WARD  HAS  JOINED 

an  exclusive,  but  growing, 
new  club:  Retailers  that  are 
being  sued  for  trying  to  get 
bankrupt  customers  to  settle 
credit-card  debt  outside  the 
framework  of  bankruptcy 
court  protection.  Ward,  which 
was  named  in  a  class  action 
on  Apr.  28,  joins  Sears,  Roe- 
buck and  May  Department 
Stores,  which  have  been  sued 
for  similar  practices,  ge  Capi- 
tal, the  General  Electric  unit 
that  owns  Ward's  credit-card 
operation,  acknowledged  on 
Apr.  29  that  it  had  found  "is- 
sues" it  intends  to  "rectify," 
but  says  the  cost  will  be  minor. 

BOEING-TELEDESIC 
AIMS  FOR  THE  STARS 


IT  S  A  MATCH  MADE  FOR  THE 

heavens.  Boeing  will  become 
the  prime  contractor  to  de- 


sign, build,  and  launch 
Teledesic's  $9  billion  satellite 
network.  In  exchange,  Boe 
ing,  which  has  worked  with 
Teledesic  for  two  years  or 
the  project,  will  take  a  $10C 
million  stake  in  the  company 
joining  Bill  Gates  and  Craig 
McCaw  as  Teledesic's  major 
investors.  Teledesic  has  yet 
to  sign  up  any  customers  for 
its  project.  But  the  Boeing 
deal  gives  the  venture  added 
credibility.  Full  production  of 
the  satellites  is  slated  to  be- 
gin in  2000. 


ETCETERA... 


■  Xerox  sued  U.  S.  Robotics 
for  violating  handwriting- 
recognition  patents. 

■  Time  Warner  is  pulling 
the  plug  on  its  interactive-TV 
experiment  in  Orlando. 

■  Conseco  is  buying  a  unit  of 
Leucadia  National  for  $460 
million. 

■  Bombardier  won  a  $921 
million  order  for  New  York 
City  subway  cars. 
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In  1905  the  yacht  Atlantic  set  a  racing  record  of  12  days.  4  hours,  1  minute  and  19  secon 

The  Atlantic  Challenge  Cup.  A  Classic  reborn. 

Over  its  more  than  150 -year  history,  the  New  York  Yacht  Club  has  hosted  some 
of  the  world's  most  prestigious  regattas.  This  May  that  tradition  continues  with 
The  Atlantic  Challenge  Cup,  a  race  from  New  York  to  Lizard  Point,  England, 
modeled  after  the  legendary  challenge  of  1905,  in  which  the  185-foot  schooner 
Atlantic  posted  a  racing  record  that  has  never  been  equaled.  And  Rolex, 
whose  reputation  was  earned  for  rugged  performance,  will  pace  each  yacht's 
progress  for  the  New  York  Yacht  Club  as  the  Cup's  Official  Timekeeper. 


For  the  name  and  location  of  an  Official  Rolex  Jeweler  near  you,  please  call  1-800-36ROI.EX. 

Rnlex,      Oyster  Perpetual,  Submariner,  Oyster  and  Fhplock  are  trademarks 


FREE  for  a  Limited  Time. .  A  CD  ROM  Preview  of 

The  Top  New 
Data  Warehousing 
Software 


Now 

Web  Enable 


When  2()()J)()()  IS  managers  were  asked  to 
choose  the  top  software  for  data  warehousing, 
their  answer  had  a  familiar  ring: 

SASR  software  from  SAS  Institute. 

As  the  only  end-to-end  solution  lor  rapid  data 
warehousing,  SAS  softwar  e  delivers  everything 
you  need  to  manage,  organize,  and  exploit  your 
business  data.  The  tools  you 
use  to  build  a  data  ware- 
house are  the  saint*  ones  used 
to  maintain  it... run  it... and 
change  it.  And  what's  more, 
everything  s  scalable.  Jump 
right  into  your  enterprise- 
wide  information  delivery 
applications... or  start  small 

and  build  on  your  success.  '  r  <  x 

SAS  sof  tware  doesn't  consume  overhead  for 
database  features  you  don't  need.  And  once  you 
have  data  in  the  warehouse,  you'll  find  everything 
you  need  for  data  query  and  reporting,  OIAPV 
multi-dimensional  analysis,  data  mining,  database 
marketing,  data  visualization,  and  much  more. 


Datamation 


Product 
'if'"' Year 


DATAMATION 


PRODUCT 

OF  THE 

YEAR  1996 


Institute. 


Software 


Successful 


|t  ADVANTAGE 


M 


SAS  Institute 

Software  for  Successful  Decision  Making 

Phone  919.677.8200    In  Canada  1.800.363.8397 

You  can  also  request  your  free  CD  ROM  by  visiting 
us  on  the  World  Wide  Web  at  http://www.sas.com/ 


E-mail:  bw@sas.com 


Decision 


Making. 


SAS  is  a  registered  trademark  ol  SAS  Institute  Inc  Copyright  E  1997  by  SAS  Institute  Inc. 


Washington  Outlook 


TED  BY  OWEN  ULLMANN 


fHY  BEIJING  AND  BUSINESS 
HOULD  WORRY  ABOUT  DONORGATE 


IMhen  congressional  hearings  into  the  Donorgate  fund- 
m  raising  scandal  open  this  summer,  the  smart  money 

■  says  the  greatest  threat  to  President  Clinton  will  come 
a  Senator  Fred  Thompson's  high-profile  probe.  The  Ten- 
see  Republican  is  a  former  Watergate  counsel  and  eharis- 
ic  Hollywood  actor  who  harbors  Presidential  ambitions, 
lut  White  House  insiders  are  far  more  worried  by  a  par- 
l  inquiry  headed  by  Representative  Dan  Burton  (R-Ind.). 
5  unpredictable,  fiercely  partisan,  and  tainted  by  his  own 
l-raising  scandals,  including  charges  that 
;ried  to  strong-arm  a  donation  from  a  lob- 
it.  But  by  playing  up  China's  alleged  at- 
.pts  to  tamper  with  U.  S.  elections — and 
ring  sure  his  hearings  are  focused  solely 
Democratic  transgressions — Button  may  do 

harm  to  U.  S.-Chinese  relations  and  Clin- 
s  Presidency.  Burton,  a  China  hawk  and 
ian  rights  champion,  will  use  his  panel  to 
lil  Clinton's  China  policy.  "He  wants  to 
:e  up  America  to  the  true  nature  of  the 
nese  government,"  an  aide  says. 
iY  FEARS.  What  frightens  the  White  House 
it  is  that  Burton's  hearings  will  begin  after 
e  3,  when  the  President  must  notify  Con- 
*s  that  he  wants  to  extend  China's  most-fa- 
ed-nation  trade  privileges.  Congress  has 
?e  months  to  disapprove,  and  the  mfn  battle 

be  brutal.  By  emphasizing  charges  that  Bei-  ~ 

■  funneled  money  into  the  Clinton  campaign,  Burton  hopes 
how  China  can't  be  trusted.  "This  is  not  good  news,"  says 
man  J.  Cohen,  president  of  the  Emergency  Committee  for 
erican  Trade,  a  pro-MFN  coalition  of  exporters. 
)onorgate  is  feeding  a  growing  anti-China  mentality  in 
lgress.  Liberal  Democrats  worried  about  job  losses  and 
servative  Republicans  fearful  of  China's  military  buildup 
e  joined  forces  against  mfn.  A  top  Clintonite  says  the 
)d  threatens  trade  ties,  particularly  talks  on  China's  entry 


CAPITAL  WRAPUP 


BURTON:  Tough  agenda 


into  the  World  Trade  Organization.  "There's  an  anti-China  sen- 
timent that  I'm  really  quite  startled  by,"  the  official  frets. 

The  White  House  has  other  reasons  to  dread  Burton's 
probe.  Unlike  Thompson,  who's  committed  to  a  bipartisan 
inquiry  into  1996  campaign  abuses,  Burton  is  pushing  ahead 
with  one-sided  healings.  And  he  has  no  deadline.  Thompson  is 
under  orders  to  look  into  abuses  by  both  parties  and  wrap  up 
his  hearings  by  yearend — leaving  him  hard-pressed  to  delve 
deeply.  But  Burton  may  continue  into  next  year. 

Despite  Thompson's  constraints,  his  hear- 
ings won't  be  a  snore.  He'll  also  focus  on  illegal 
foreign  donations.  And  he'll  explore  whether 
Clinton  changed  foreign  policy  in  return  for 
overseas  money  or  compromised  national  se- 
curity by  letting  major  donors  with  unsavory 
backgrounds — such  as  money  laundering  and 
arms  sales — visit  the  White  House. 

But  Thompson's  ability  to  expose  foreign- 
money  abuses  depends  on  the  cooperation  of 
key  fund-raisers  who  have  fled  the  country  or 
five  overseas.  He's  unlikely  to  get  it.  "There  is 
a  real  concern  about  the  lack  of  witnesses," 
worries  a  Senate  aide.  Burton  faces  the  same 
problem,  but  his  fallback  is  to  play  up  China's 
hidden  economic  and  political  clout  in  the  U.  S. 

The  highlight  of  Thompson's  probe  may  be 
more  hearings  in  the  fall  on  the  growth  of  un- 
limited "soft-money"  donations  and  spending 
by  nonprofit  groups  on  candidates'  behalf.  This  spotlight  will 
fall  equally  on  both  parties,  helping  to  boost  grass  roots  ef- 
forts for  campaign-finance  reform.  That  would  please  Thomp- 
son and  Clinton,  since  both  support  an  overhaul  of  the  system. 

Little  wonder  the  Clintonites  are  praising  Thompson  while 
stonewalling  Burton's  requests  for  files.  What  he  lacks  in 
prestige  and  credibility,  Burton  makes  up  in  power  and  de- 
termination to  derail  economic  engagement  with  China. 

By  Paula  Dwyer 


DP  GOP  FLAP 

A  rift  is  growing  between  the  Sen- 
e's  top  two  Republicans.  While 
ajority  Leader  Trent  Lott  (Miss.) 
oves  to  the  center  on  budget  and 
reign  policy  issues,  gop  Whip  Don 
ickles  (Okla.)  is  taking  up  the  cause 
'  conservatives.  Nickles  pushed  to 
)ld  up  confirmation  of  Labor  Secre- 
iry  nominee  Alexis  M.  Herman  to 
*essure  the  White  House  to  drop  a 
"olabor  executive  order.  He  also  led 
^position  to  the  chemical  weapons 
eaty — passed  with  Lott's  help. 


PAY  NOW,  BORROW  LATER 

►  It's  an  embarrassment  of  riches: 
With  April  tax  receipts  outstripping 
projections,  the  Treasury  Dept.  made 
a  $65  billion  paydown  on  the  $5  tril- 
lion federal  debt  on  Apr.  28.  Why? 
Since  its  borrowing  costs  exceed  the 
interest  income  on  its  cash  holdings, 
Treasury  deemed  it  unwise  to  stash 
away  more  dough.  But  with  the  gov- 
ernment still  running  a  deficit,  the 
debt  paydown  will  force  Treasury  to 
borrow  more  in  coming  months  than 
it  otherwise  would. 


GLASS-STEAGALL  RETREAT? 

►  Is  the  Administration  conceding 
defeat  on  Glass-Steagall  Act  reform 
before  the  battle  begins?  Some  law- 
makers are  puzzled  that  the  Treasury 
Dept.  hasn't  produced  its  long-await- 
ed plan  to  break  down  the  Depres- 
sion-era barriers  separating  banks 
from  insurers  and  brokerages.  Trea- 
sury officials  promise  to  have  recom- 
mendations by  late  May.  But  they're 
hinting  that  their  proposal  may  not  be 
a  complete  bill  but  simply  guidelines 
for  a  skeptical  Congress  to  follow. 
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International  Business 


JAPAN 


NISSAN'S 
SLOW  U-TURN 

Its  recovery  is  far  from  complete 


Yoshikazu  Kawana  never  thought 
he  would  have  to  be  a  hatchet 
man.  Yet  like  every  other  top 
manager  at  Nissan  Motor  Co.,  the 
executive  vice-president  for  overseas 
operations  has  been  cutting  costs  re- 
lentlessly ever  since  the  company  re- 
ported $1.3  billion  in  losses  two  years 
ago.  Morale  at  Nissan  has  plunged  as 
the  company  cut  almost  12,000  employ- 
ees in  Japan,  Spain,  and  the  U.  S.  from 
the  payroll.  Nissan  even  became  the 
first  Japanese  company  since  World  War 
II  to  close  a  plant  in  Japan.  "It  has 
been  a  bloody  struggle,"  laments  the 
60-year-old  Kawana. 

Unfortunately  Kawana  and  his  col- 
leagues face  the  bitter  task  of  forcing 
their  company  through  more  painful 
change.  True,  in  late  May,  Nissan  will 
report  a  consolidated  profit  for  the  first 
time  in  five  years — at  least  $436.5  mil- 
lion on  sales  of  $52  billion  (chart).  Good 
news,  but  not  that  good.  A  huge  part  of 
the  rebound  stems  from  the  swing  in 
the  yen,  not  a  major  gain  in  productivi- 
ty. The  profits  do  nothing  to  change 
stubborn  problems  that  include  costs 
that  remain  higher  than  those  of  Toyota 
Motor  Corp.  or  Honda  Motor  Co.,  slip- 
ping market  share  in  Japan,  and  a  prod- 
uct mix  that  urgently  needs  upgrading. 
This  is  a  turnaround  story  that's  still 
not  over. 

HELPFUL  YEN.  That's  not  to  deny  Nis- 
san's solid  progress.  It  has  shed  $2.7  bil- 
lion in  costs  since 


out  a  vehicle  has  gone  from  30  months  to 
16  in  some  cases.  And  big  money — an 
estimated  $2  billion — is  being  spent  on 
product  development.  Eight  models  will 
be  launched  at  home  this  year  to  fight 
back  against  a  fleet  of  launches  and 
makeovers  from  Honda  and  Toyota.  The 
no-nonsense  Yoshikazu  Hanawa,  Nissan's 
president  since  July,  1996,  even  wants 
to  boost  market  share  from  20.4%  do- 
mestically to  25%  by  2000. 
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Yet  Nissan  remains  perilously  deper 
dent  on  a  weak  yen  that  has  boostei  SO 
sales  abroad.  "If  you  stripped  out  th 
currency  effect,"  says  Christopher  Red,  |,; 
auto  analyst  at  ing  Barings  (Japan)  Se 
cuiities  Ltd.  in  Tokyo,  "they  would  bare 
ly  be  breaking  a  profit."  Some  analyst  pi 
estimate  that  Nissan  can  remain  pro! 
itable  only  as  long  as  the  yen  stays  be 
low  110  to  the  U.S.  dollar.  Toyota  an 
Honda,  though,  can  churn  out  profits  a 
levels  as  high  as  90  yen  to  the  green  -  \ 
back.  "We  still  have  to  build  a  corporat 
structure  that  is  less  influenced  by  cui 
rency  fluctuations,"  admits  Kawana. 

This  is  a  curious  defect,  given  th  lepro 
billions  Nissan  has  chopped  out  of  costs 
Despite  a  wave  of  voluntary  retirement  (grown 
and  some  layoffs,  overall  expenses  re  Isbor 
main  about  the  same  as  in  1991:  21%  o  lite 
sales,  compared  with  12.6%  for  Toyot  shares, 
and  16.9%  for  Honda.  One  reason:  Nis  bans  b 
san's  hiring  spree  during  the  1980s 
These  younger  workers  are  now  get 
ting  older,  driving  up  wage  and  benefi  p  nev, 
costs.  Nissan  has  also  been  less  sue  pi 
cessful  than  Toyota  and  Honda  at  fore  s  excej 
ing  its  suppliers  to  cut  costs  and  prices ;  smpi: 
Toyota  and  Honda  have  also  designe<  is,  and 
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it 


early  1994.  Mexi- 
can operations 
have  sharply  re- 
covered from  the 
steep  losses  suf- 
fered when  the 
peso  crisis  killed 
off  local  consumer 
spending.  The 
time  needed  to 
design   and  roll 


GOING,  G0I 


Luxurious  Mageas 
station  wagons 
are  a  hit  wiH 
Japanese 
consumers.  Eig!  ! 
more  launches 
are  in  the  works 
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e  vehicles  than  Nissan  that  can 
■e  more  parts,  which  is  an  impor- 

cost-cutting  tactic, 
ther  problems  dog  the  company. 
:an  labors  under  a  debt  load  of  some 
billion,  but  it  cannot  pay  down  that 
;  fast.  Instead,  it  must  pour  cash 

product  development,  marketing, 

dealer  incentives.  Nissan  must 
id  more  to  overcome  the  handicap  of 
ng  fewer  new  models  than  Toyota. 

1998,  Nissan's  sales  and  promotion 
s  will  reach  $1,476  per  vehicle,  out- 
>ping  Toyota's  $1,095  and  Honda's 
!,"  says  Koji  Endo,  auto  analyst  at 
man  Brothers  Japan.  Another  issue 
ie  use  of  Nissan's  factories,  which 
ild  operate  at  80%  of  capacity  to 
e  profits  consistently.  The  current 

is  just  70.5%,  since  sales  still  have 
grown  enough  to  give  the  assembly 
;  more  work.  Little  wonder  Nissan's 
k  has  badly  lagged  Toyota  and  Hon- 
hares. 

IANS  BOUND.  The  only  way  out  now 
>  come  up  with  some  winning  mod- 
Nissan  has  high  hopes  for  this  year's 
t  new  launches  for  Japan.  Execu- 
s  remain  mum  on  the  exact  product 
except  to  say  that  there  will  be  a 
emphasis  on  station  wagons,  mini- 
;,  and  sport  utilities,  all  models  that 


mm 


Nissan  is  betting 
big  in  the  U.S.  on 
its  $200  million  ad 
campaign  to 
bolster  brand 
image  and  this 
July's  launch  of 
the  newAltima 


Japanese  consumers 
now  often  prefer  to 
sedans.  Nissan  has 
already  scored  big 
in  this  category 
with  last  October's 
launch  of  its  sleek, 
$26,150  Stagea  luxury 
station  wagon.  "Things  are  much  better 
today  than  they  were  a  year  ago,"  says 
Peter  Boardman,  auto  analyst  at  ubs 
Securities  Ltd.  in  Tokyo.  "They  seem 
to  be  hitting  their  target  much  more 
with  customers." 

A  further  boost  in  the  company's  mo- 
tor-sports image  may  also  lure  in  more 
young  buyers.  Nissan 
enjoys  a  reputation  for 
making  high-tech  cars, 
partly  because  it  pro- 
duces many  of  the  en- 
gines used  in  Japan's 
rockets  and  competes 
as  well  in  auto  rallies. 
"I  don't  care  if  Nissan 
closed  a  factory  or 
not,"  says  Kimikuzu 
Kitamura,  a  27-year- 
old  who  wants  Nissan's 
monster  sport  utility, 
the  $27,539  Terrano 
Aero  II.  "Their  en- 
gines are  good,  and  they  enter  races." 
Hanawa  has  decided  that  Nissan  should 
enter  a  team  in  the  Le  Mans  race  in 
France  this  June.  The  R390  gti  sports 
car,  powered  with  a  3.5-liter,  twin-turbo 
V-8  engine,  is  supposed  to  boost  both 
employees'  morale  and  the  company's 
image.  After  that,  it  will  be  manufac- 
tured and  sold  to  wealthy  Japanese  with 
a  price  tag  of  roughly  $793,000. 

These  are  encouraging  developments, 
but  once  again,  it  will  be  a  tough  slog 
for  Nissan.  Japan's  auto  market  will 
probably  shrink  this  year  now  that  the 
government  has  hiked  up  the  con- 
sumption tax.  And  while  the  Stagea  is 
a  success,  analysts  fear  that  as  many 
as  43  wagon  models  will  be  on  the 
roads  of  Japan  this  year.  Margins  will 
stay  tight  as  the  competition  heats  up 
among  station  wagons  and  vans. 


NISSAN  SEES 
SOME  BLACK  INK 


j         FISCAL  YEAR  ENDS  IN  FOLLOWING  MARCH 

▲  BILLIONS  OF  DOLLARS 

DATA.  LEHMAN  BROTHERS  JAPAN 


Overseas,  the  picture  is  mixed.  In 
Europe,  its  Spanish  plant  is  a  mess,  but 
Nissan  hopes  boosting  production  at  its 
efficient  British  plant  will  help  stem 
steep  losses  in  the  region.  Last  year  in 
the  U.  S.,  Nissan  sales  suffered  a  2.7% 
drop  because  of  a  paucity  of  new  mod- 
els. So  far  this  year,  sales  have  spurted 
ahead  and  operations 
are  profitable.  The  yen 
has  helped,  as  did 
the  success  of  the 
Pathfinder  sports  util- 
ity and  a  new  Infinity 
luxury  model.  Con- 
sumer awareness  in 
the  U.  S.  has  also  gone 
up  thanks  to  a  quirky, 
$200  million  brand  im- 
age campaign  that  po- 
sitions Nissan  as  a  hip 
car  company.  Howev- 
er, overall  sales  are 
expected  to  remain 
flat  for  the  next  two  years  while  Nissan 
rolls  out  more  models.  The  company  is 
pinning  big  hopes  on  the  July  launch  of 
a  new  Altima,  expressly  redesigned  for 
the  U.  S.  A  new  pickup  truck  is  also 
coming  in  September.  A  new  Sentra 
sedan  and  compact  sport  utility  will  be 
in  U.  S.  showrooms  by  2000. 

As  these  new  vehicles  hit  the  market, 
a  much  better  picture  will  emerge  of 
the  company's  ability  to  pull  off  a  real 
revival.  Meanwhile,  though,  Nissan  ex- 
ecutives can  only  pray  that  the  yen 
stays  weak  long  enough  to  give  them 
time  to  complete  their  makeover.  It's  a 
nerve-wraeking  race,  all  right:  Fix  the 
company  before  the  next  big  down- 
turn— or  slip  permanently  into  the  sec- 
ond tier. 

By  Emily  Thornton  in  Tokyo,  with 
Larry  Armstrong  in  Los  Angeles 
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COMMENTARY 

By  Robert  C.  Neff  &  Amy  Borrus 

THE  WRONG  MAN  TO  SEND  TO  TOKYO? 


time  when  hard-won 
trade  pacts  are 
already  ignored 


Japan's  trade  sur- 
plus with  the  U.  S 
is  rising  again. 
Japanese  leaders  lis- 
ten politely  but  basi- 
cally ignore  admoni- 
tions from  other 
Group  of  Seven  coun- 
tries not  to  export  its 
way  to  stronger  eco- 
nomic growth.  Japan 
continues  to  drag  its 
feet  on  deregulation, 
that  would  improve 
market  access  to  for- 
eigners. And  it  has 
yet  to  faithfully 
implement  several 
hard-struck  trade 
pacts  with  the  U.  S. 

So  who  is  the  Clin- 
ton Administration 
about  to  nominate  as 
its  new  ambassador  to 
Japan?  None  other 
than  Thomas  S.  Foley, 
former  Speaker  of  the 
House  of  Representa- 
tives and  a  charter 
member  of  the  so-called  Chrysanthe- 
mum Club  of  U.  S.  Japan  apologists. 

The  Japanese  couldn't  be  happier. 
They've  been  lobbying  long  and 
hard  for  his  appointment.  To  Tokyo, 
the  genteel,  mild-mannered  Foley 
would  be  a  welcome  relief  from  his 
two  tough  predecessors,  Michael  H. 
Armacost  and  Walter  F.  Mondale. 
Both  men  arrived  with  little  Japan 
experience  but  learned  fast  and 
brooked  no  nonsense. 
POMPOUS  CIRCUMSTANCE.  The 
Japanese  have  been  cultivating  Fo- 
ley for  years.  At  their  behest,  he  led 
13  congressional  trips  to  Japan  since 
the  late  1960s.  Since  losing  his 
House  seat  in  1994,  he  has  visited 
Japan  five  times,  once  to  troll  for 
clients  for  his  law  firm,  Akin  Gump, 
and  another  to  pick  up  the  highest 
decoration  Japan  bestows  on  for- 
eigners who  are  not  heads  of  state. 

Foley's  Grand  Cordon  of  the  Or- 
der of  the  Rising  Sun,  Paulownia 
Flowers,  awarded  a  year  ago,  is  usu- 
ally reserved  for  members  of  Japan's 
imperial  family  and  former  Japanese 
prime  ministers.  Only  three  other 


OLD  FRIEND  Americans  have  been  so 

honored — former  Secretary 
Foley  S  history  as  a  0f  State  George  Shultz  and 
Japan  apologist  bodes  former  ambassadors  to 

ill  for  the  U.S.  at  a 


Japan  Douglas  MacArthur 
II  and  Mike  Mansfield.  Ar- 
macost and  Mondale  have 
yet  to  receive  any  decora- 
tions. All  but  one  of 
Japan's  living  former 
prime  ministers  showed  up  at  Fo- 
ley's award  ceremony. 

American  trade  hawks  also  worry 
about  the  former  Speaker's  priorities. 
For  one  thing,  he  comes  from  Wash- 
ington State,  home  to  Boeing  Co.  and 
one  of  the  few  states  to  enjoy  a  trade 
surplus  with  Japan.  "Foley  has  al- 
ways been  way  behind  the  curve  on 
trade-policy  issues,"  says  Alan  Tonel- 
son  of  the  U.  S.  Business  &  Industrial 
Council.  Tonelson  sees  the  appoint- 
ment as  "one  more  sign  that  the  Ad- 
ministration has  decided  to  pretend 
the  relationship  has  never  been  bet- 
ter, even  though  serious  problems  re- 
main that  are  likely  to  get  worse." 
Foley's  office  declined  comment. 

Foley's  selection  primarily  is  a  re- 
ward for  past  service  to  the  Democ- 
ratic Party.  But  it  also  underscores 
a  softer  White  House  stance  toward 
Japan  since  1995  because  of  what 
had  been  a  declining  trade  deficit 
and  fear  of  pushing  the  Japanese 
economy  over  the  brink.  Some  think 
Foley  is  actually  a  good  pick  be- 
cause he  would  have  credibility  in 
Tokyo  if  the  U.  S.  stance  toughens. 


"It  may  be  better  at 
this  point  to  have  this 
sort  of  conciliatory, 
diplomatic  front  line, 
because  under  the  sur- 
face, things  are  start- 
ing to  bubble,"  says 
Mindy  L.  Kotler,  the 
usually  hawkish  presi- 
dent of  the  Japan  In- 
formation Access  Proj- 
ect in  Washington. 
DOUBLE  TROUBLE?  But 
American  hardliners 
see  danger.  In  addition 
to  their  concerns  about 
Foley,  they  worry  that 
his  deputy  chief  of  mis- 
sion will  be  Christo- 
pher J.  LaFleur,  now  second-in-com- 
mand at  Washington's  embassy 
equivalent  in  Taiwan.  LaFleur  is  the 
son-in-law  of  former  Japanese  Prime 
Minister  Kiichi  Miyazawa  and  is 
more  steeped  in  security  and  politi- 
cal issues  than  in  trade  matters. 
Some  wags  have  dubbed  a  Foley- 
LaFleur  combination  as  Japan's 
"Dream  Team." 

There  is  also  trepidation  about 
Kent  E.  Calder,  a  Princeton  Univer- 
sity Japanese  studies  professor  who 
is  in  place  to  become  a  special  advi- 
sor to  the  new  ambassador  in  Tokyo. 
Calder  is  more  dovish  than  his  pre- 
decessor, economist  Edward  J.  Lin- 
coln. Observers  laud  Lincoln  for 
helping  to  educate  Mondale  about 
Japan's  waywardness,  and  they 
doubt  that  Calder,  though  respected 
by  his  peers,  will  provide  the  same 
edge  for  Foley.  LaFleur  and  Calder 
declined  comment. 

Even  some  Japanese  friends  and 
sponsors  of  Foley  admit  to  mixed 
feelings.  "If  he's  seen  by  people  as 
pro-Japanese,  he  will  have  to  over- 
come that,"  says  Tadashi  Yamamoto, 
president  of  the  Japan  Center  for 
International  Exchange.  Foley's 
term  may  not  be  a  glide.  But  with 
him  as  point  man,  Japan  will  proba- 
bly have  an  easier  time  getting  its 
way  with  the  U.  S. 

Contributing  Editor  Neff  covers 
Japanese  affairs  from  Tokyo.  Borrus 
covers  Congress  in  Washington. 
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Let's  face  it.  Wlien  it  comes  to  time- 


Let's  face  it.  Wlien  it  comes  to  time- 
consuming,  labor-intensive  tasks  like 
payroll  and  personnel  administra- 
tion, most  companies  don't  have  the 
time,  experience  or,  frankly,  the  incli- 
nation. That's  where  ADP  can  help. 

After  all,  we've  spent  over  45 
years  relieving  companies  of  dirty 
work.  Leaving  them  free  to  focus  on 
more  strategic  issues,  like  managing 
and  growing  their  businesses.  Our 
unparalleled  experience,  along  with 
our  state-of-the-art  software,  have 
convinced  over  350,000  companies 
to  rely  on  ADP  for  business  solutions. 

Our  wide  range  of  Windows- 
based  products  is  uniquely  designed 
to  handle  all  of  your  payroll  and  HR 
needs.  From  a  fully  integrated  time 


k 


attendance  system  to  a  complete 
line  of  HRMS  products,  each  ADP 
solution  comes  with  our  exemplary 
service  and  support. 

To  find  out  how  we  can  help 
take  work  off  your  hands,  visit  us  at 
adp.com  or  call  for  a  free  diskette. 


1  800  CALL  ADP 

ext.  461 


Focus  on  what  matters 


International  Business 


CHINA 


BLAZING  AWAY 

AT  FOREIGN  BRANDS 

Buoyed  by  consumer  activism,  the  media  are  having  a  field  day 


Northwest  Airlines  never  thought  it 
would  be  watching  the  Chinese  me- 
dia this  closely.  But  in  April,  when 
China  National  Radio,  China  Central 
Television,  and  major  newspapers  start- 
ed reporting  how  a  Chinese  chemical- 
company  official  flying  to  Los  Angeles 
was  the  target  of  a  racist  remark  by  a 
Northwest  flight  attendant — a  charge 
Northwest  neither  confirms  nor  denies — 


other  products  at  kfc  and  McDonald's 
to  attacks  on  quality  and  services  at 
Sony,  Samsung,  Sharp,  Daewoo,  Wal- 
Mart,  and  Microsoft. 

Much  of  the  coverage  has  had  a  na- 
tionalistic tone — and  has  fostered  "buy 
China"  sentiments.  Stories  about  North- 
west, in  which  the  attendant  is  alleged 
to  have  said,  "You  Chinese  always  get 
hungry,"  call  the  incident  a  human-rights 

k2 _  _ 


the  Minneapolis-based  carrier 
found  itself  in  the  midst  of  a 
media  firestorm. 

What  had  seemed  a  relative- 
ly small  incident  over  a  passen- 
ger being  refused  a  second 
meal  has  turned  into  a  hail  of 
criticism  that's  blackening 
Northwest's  reputation  in  Chi- 
na. Indeed,  Northwest's  man- 
aging director  for  Greater  China  and 
Southeast  Asia,  James  P.  Reinnoldt,  has 
made  two  trips  to  Beijing  to  deal  with 
the  fallout.  Says  Reinnoldt:  "We  deem 
the  China  market  to  be  a  major  part  of 
our  future." 

It  doesn't  stop  there.  Buoyed  by  a 
wave  of  rising  consumer  activism,  the 
Chinese  media  are  having  a  field  day 
reporting  critically  on  foreign  compa- 
nies and  their  products  and  services, 
■riticism  ranges  from  Beijing  Tele- 
reports  on  inconsistency  in  the 
quality  and  quantity  of  french  fries  and 


As  foreign  competition  pours  in, 
the  press  may  be  trying  to  raise 
the  cachet  of  Chinese  products 

BEIJING  TV  GIVES  McDONALDS  FRIES  POOR  MARKS 


violation.  They  have  also  judged  the 
U.  S.  hypocritical  for  supporting  a  U.  N. 
censure  vote  on  Chinese  human-rights 
abuses.  "This  is  a  regime  that  has  been 
promoting  nationalism  aggressively," 
says  Scott  Seligman,  China  director  at 
Burson-Marsteller. 

As  China  increasingly  opens  its  mar- 
kets to  foreign  competition  and  pre- 
pares for  entry  into  the  World  Trade 
Organization,  the  negative  press  may 
also  be  an  effort  to  raise  the  cachet  of 
Chinese  companies.  Indeed,  some  of  the 
toughest  criticism  has  been  leveled  at 


foreign  electronics  companies,  whicl 
compete  with  a  domestic  sector  tha 
China  is  particularly  eager  to  develop. 

China's  Electronics  Industry  Ministry 
along  with  the  State  Technology  Super 
vision  Bureau,  held  a  widely  reported 
press  conference  on  Mar.  15  that  criti 
cized  the  quality  of  Sony,  Samsung,  anc 
Sharp  products  sold  in  China.  And 
series  of  newspaper  reports  berating 
Sony's  after-sales  service  even  led  th< 
largest  retail  chain  in  the  southern  is 
land  province  of  Hainan  to  ban  Sonj 
goods  from  its  shelves. 
FALSE  ADS?  Similarly,  Wal-Mart  Stores 
Inc.  has  experienced  a  rash  of  negativ 
media  reports  since  it  opened  two  store; 
last  summer  in  Shenzhen.  That  presi 
outpouring  over  everything  from  accu 
sations  that  the  company  sold  piratei 
books  to  recent  complaints  that  loud  ai 
conditioners  disturbed  neighbors  culmi 
nated  in  a  suit  by  local  company  Shen 
zhen  Longdasheng.  Arguing  that  th 
U.  S.  retailer  was  guilty  of  false  adver- 
tising for  selling  audiovisual  systems  la- 
beled "Made  in  U.  S."  but  assembled  i 
China,  the  Shenzhen  buyer  took  it 
charges  to  the  media.  After  a  full  roast- 
ing in  the  local  press,  Wal-Mart  in  lat 
March  was  told  by  the  Shenzhen  Pe< 
pie's  Court  to  return  the  full  value- 
$120,000 — of  the  electronics  and  to  pa 
transportation  and  storage  costs.  Wal 
Mart  was  unavailable  for  comment. 

With  foreign  brands  usually  costini 
more,  Chinese  consumers  often  expec 
better  quality  and  service — the  latte 
not  always  easy  to  provide  in  China 
To  tell  its  side,  McDonald's  recently  in- 
vited reporters  to  tour  its  facilities 
"Whether  it's  the  customer  or  a  re- 
porter, we  have  to  answer  their 
concerns,"  says  Tim  Lai,  presi- 
dent of  Beijing  McDonald's. 

Finally,  consumers  are  bar- 
gain-hunting more,  and  choosing 
cheaper  local  brands.  When 
McKinsey  &  Co.  China  recentl 
completed  a  survey  in  Beijing 
Guangzhou,  and  Wuhan,  it 
found  only  14%  of  buyers  will 
ing  to  pay  the  premium  for  imported 
goods.  Says  McKinsey  principal  Tony 
Perkins:  "The  Chinese  are  becoming 
much  more  sophisticated  consumers." 

Of  course,  plenty  of  Chinese  will  keep 
snapping  up  foreign  products.  But 
there's  trouble  on  the  horizon.  Regard 
less  of  whether  the  critical  coverage  is 
legitimate,  foreign  companies  wanting 
to  sell  in  China  can  no  longer  ignore 
the  message — good  or  bad — of  China's 
media.  Unfortunately,  lots  of  companies 
are  still  learning  that  the  hard  way. 

By  Dexter  Roberts  in  Beijing 
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Penskes  proven  methods 
of  effective  transportation 
management  can  send 
more  of  your  money 
directly  to  your  bottom 
line.  We  can  reduce 
your  operating  costs  and 
improve  your  productivity 
with  a  full  range  of 
transportation  services 
that  will  save  you  money. 
Let  us  prove  it  to  you. 
Call  1-800-221-3040. 


•  Full  Service  Leasing 

•  Integrated  Logistics 

•  Contract  Maintenance 

•  Truck  Rentals 


We'll  take 
you  where 

YOU  WANT 
TO  GO. 

TO  HIGHER  LEVELS 
OF  PROFITABILITY 

TO  MAXIMUM 
OPERATING  EFFICIENCY 

TO  IMPROVED 
PRODUCTrVTTY 

TO  TOTAL  CUSTOMER 
SATISFACTION  ...  FOR  YOU 
AND  YOUR  CUSTOMERS. 


International  Business 


SWEDEN 


NEW  COMPANY,  SAME  AMBITION: 
BUILD  A  GLOBAL  GIANT 

How  Percy  Barnevik  plans  to  transform  Sweden's  Investor 


Giving  up  the  helm  of  one  of  Europe's 
premier  companies  would  be  a  let- 
down for  most  executives,  but  Percy 
Barnevik  seems  positively  recharged.  Af- 
ter stepping  down  as  ceo  at  abb  Asea 
Brown  Boveri  Ltd.  at  yearend,  the  in- 
tense, 56-year-old  executive  moved  from 
Zurich  to  London's  fashionable  Mayfair 
district.  Then,  effective  on  Apr.  14,  he 
signed  on  as  chairman  of  Investor,  the  gi- 
ant holding  company  controlled  by  Swe- 
den's Wallenberg  family.  Now,  he's  ex- 
cited by  the  prospect  of  a  new  global 
adventure.  "I  want  to  bring  my  experi- 
ence to  bear  in  a  different  way  [from 
abb],"  he  said  in  a  recent  interview  at 
Investor's  spare  London  office. 

Bamevik's  ambitions  for  Investor  are 
even  more  far-reaching  than  those  he 
had  for  abb,  where  he  pioneered  as  a 
global  manager  and  created  what  many 
consider  the  model  stateless  company. 
While  Investor's  concerns  today  are 
mostly  in  Sweden,  Barnevik  thinks  the 
holding  company,  with  its  talented  team 
of  executives  and  analysts,  could  become 
a  world  power.  He  envisions  it  adding 
major  ventures  in  the  U.S.,  emerging 
markets,  and  perhaps  Eastern  Europe. 

Barnevik's  plan  is  for  Investor  to 
take  minority  stakes  in  non-Swedish 
companies.  But  Investor  would  influ- 
ence these  companies  by  helping  to 


choose  CEOs  and  giving  counsel  on 
strategy.  That's  how  it  manages  its 
empire  of  Swedish  heavyweights,  which 
have  a  combined  market  capitalization 
of  some  $100  billion.  Investor  doesn't 
control  telecommunications  giant  Eric- 
sson or  drugmaker  Astra,  but  their 
bosses  listen  to  its  quiet  advice — espe- 
cially at  times  of  change  or  crisis.  And 
Barnevik  thinks  this  modus  operandi 
might  prove  effective  globally:  "If  you 


Barnevik  believes  it's 
crucial  to  be  in  such 
markets  as  China, 
India,  and  Indonesia 


are  prepared  to  put  in  time  and  effort 
to  improve  performance  for  everybody, 
the  other  shareholders  are  often  happy 
with  that." 

Investor  is  already  beefing  up  offices 
in  New  York,  London,  and  Hong  Kong 
1 1 )  scout  for  opportunities.  It  has  shown 
a  i  interest  in  medical  technology 
and  in  data  processing,  but  Barnevik 
says  there  is  a  lot  of  opportunity 
in  "nonsexv"  industries,  as  he  showed 


LOOKING  FOR  ADVENTURE 

He's  still  chairman  of  ABB,  but  "I 
want  to  bring  my  experience  to 
bear  in  a  different  way" 

at    power-equipment    worker  abb 

Barnevik  believes  it's  essential  to  es 
tablish  beachheads  in  emerging  mar 
kets.  "If  you  want  to  be  a  global  playei 
in  20  to  30  years,"  he  says,  "you  hae 
better  be  a  strong  domestic  player  [ii 
countries  such  as]  China,  India,  and  In 
donesia  now."  His  access  to  politica 
leaders  such  as  China's  Premier  Li  Penj 
or  Poland's  President  Alexandei 
Kwazniewski  should  also  help  him  trou 
bleshoot  for  companies  such  as  Ericssoi 
or  abb  (where  Barnevik  remains  chair- 
man) that  are  already  global  players. 

Still,  he  says  strategists  shouldn't  ig- 
nore the  U.S.  "If  you  succeed  in  the 
U.  S.,"  he  says,  "you  have  succeeded  ir 
an  unprotected,  cutthroat,  extremelj 
competitive  market,  and  your  whole 
group  gains." 
dumped?  But  Barnevik  may  get  more 
bang  for  his  krona  by  tinkering  with  In- 
vestor's Swedish  blue  chips.  He  makes  it 
clear  that  he'll  be  taking  a  close  look  at  I 
these  holdings,  where  20%  annual  re-jj 
turns  conceal  some  laggards.  Barnevik 
emphasizes  that  he  will  "relentlessly  push 
for  higher  targets  and  instill  a  mentality 
of  continuous  change."  He  prefers  to  fij 
problem  companies  but  thinks  if  that's 
not  possible,  they  should  be  dumped 

Investor  stakes  that  could  be  headed 
for  disposal  include  those  in  auto  maker 
Saab,  bearings  giant  skf,  and  even  ap- 
pliance maker  Electrolux,  whose  per- 
formance has  been  disappointing 
Barnevik  scoffs  at  rumors  that  Investor 
might  be  eyeing  the  other  Swedish  auto 
maker,  Volvo:  "When  you  have  the 
whole  world  of  opportunities,  why  would  [ 
you  want  to  buy  into  another  matun 
mechanical  engineering  company?" 

Another  underperformer  is  S-E 
Banken,  Sweden's  No.  3  Bank.  Investor 
has  been  increasing  its  stake — and  has 
cleaned  house.  On  Apr.  30,  Peggy 
Bruzelius,  an  abb  financial  whiz,  was 
brought  in  to  head  up  a  new  asset  man- 
agement arm,  which  Investor  hopes  will 
boost  profitability. 

Despite  his  global  experience 
Barnevik  could  have  trouble  using  In- 
vestor to  run  a  foreign  empire.  It's  one 
thing  to  dominate  the  small  world  of 
Swedish  boardrooms,  as  Investor  does. 
Applying  the  model  to  the  U.  S.  or  Asia 
where  Investor  won't  be  the  big  fish 
and  lacks  decades  of  accumulated  knowl- 
edge, will  prove  much  tougher. 

By  Stanley  Reed  in  London 
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After  leading  the 


industry  in  portables 


for  years,  we've 


set  our  sights  on 


something  bigger. 


Introducing  the  Toshiba  Equium™ 

We  know  you  have  high  expectations.  So  when  you  asked  foi  a  new  line  of 
business  systems,  we  put  the  same  ingenuity  quality  and  design  you  Ve  come  to  expect 

from  our  portables  into  our  new  Equium  line  With  our  history  of  technical  excellence, 
you  can  be  sure  they  are  powerful  and  reliable  computers  Offering  you  proven  quality 
PENTIUM.PRO    and  dehvenng  the  nght  tools  to  help  you  maintain  a  competitive  edge      « 1  ^ 


PROCESSOR 


he  Equium  line  incorporates  features  that  increase  productivity  and  manageability  Like 


0 


9  latest  Intel  processors,  system  momtonng  software  and  robust  secunty  And  with 
ishiba's  sleep  button,  with  Secure  Sleep1"  and  Instant  On  features,  you'll  save  time  and  money  There's 
ven  room  for  growth,  provided  by  enough  system  memory  and  hard  disk  capacity  to  handle  your  future 
application  needs.  But  there's  more  to  building  a  better  computer  than  just  great  features  Relationships 
are  a  key  component  to  our  success  Woikmg  with  strategic  partners  and  most  importantly, 

MKTROSCtT. 

keeping  an  open  dialogue  with  you  to  create  solutions  together  To  bring  you  the  best  cSX£~ 
products  possible,  like  our  new  Equium  line  of  computers.  Find  out  more  about  it 
Call  1-800-457-7777  or  look  us  up  on  the  Web  at  http //equium  toshiba.com. 


£"  PRODUCTIVITY  ADVANTAGE! 

Designed  to  enhance  productivity  with  Intel 
Pentium8  Pro  processors,  Windows  NT~, 
Secure  Sleep*  and  Instant  On  leatures 
Saving  you  time,  energy  and  money 

►  BUILT-IN  MANAGEABILITY 
DM1 2.0  support  and  Intel  LanDesk®  client 
manager  soltware  allow  easy  system 
management  to  lower  your  total  cost 

ol  owning  a  computer 

►  PROTECTING  YOUR  INVESTMENT 
A  nch  leature  set  oilers  performance  and  value 
today  and  in  the  rutute  with  10/100  Ethernet, 
USB  ports  and  enough  system  memory  and  hard 
disk  capacity  to  handle  luture  application  needs 

►  QUALITY  AND  RELIABILITY 
You  can  rely  on  Toshiba,  the  world  leader  in 
portable  technology,  to  bnng  you  the  same 
quality  and  ingenuity  in  our  new  Equium  line 


In  Touch  with  Tomorrow 

TOSHIBA 


C1997  IbsMba  Amenta  Information  Systems,  Im  Equium  and  Secure  Sleep  are  trade^^ 

Ttelntdlr^L^.fentiumandLAf^^  'Secure  Sleep  EnrttTv^attewTm 


$344 

&  Month 

Month  lease. 

APR   dH\AC  FlnSnclnq* 

(.Includes  security  deposit) 

\rJl&\  such  -fB^/oirQblc  &[teJrv\Qtl\/es ,  thCird  is  no  W\oY£  QCColMIMocV&ting 
pl$C£  on  PQ\rk  AVey\uC  tUBn  P&Yk  AVey\ue,. 

vielcowe  to  parte  Avenue,  completely  redesigned  inside  and  out, 
the  all-new  farte  Avenue  is  a  place  of  improved  ride,  room  and  contort, 
it  's  a  place  where  draw\&\ric  acoustic  improvements  have  the  power  to  shut 
out  urban  unpleasantness .  a  place  where  dual  climate  controls  respond' 
individually  to  both  driver  and  front  passenger,  a  place  where  six  adults  can 
relax  In  seats  that  provide  exceptional  comfort  and  support.  And',  for  a  limited' 
time  only,  a  place  mad'e  even  more  accommodating  by  these  special  offers. 

iee  your  -puicte  dealer  for  details. 


air: 


med  t 


{0)?kU  AVfNUf  ''BUICK 

^L^4,   THE  POWER  OE  UNDERSTATEMENT 


Taxes,  license,  title  fees  and  insurance  extra.  36,000  miles  allowed.  GMAC  must  approve  lease.  Example  based  on  specially  equipped  model.  Payments  may  be  higher 
in  AL,  CA,  CT,  HI,  ID,  NY,  OR,  Rl,  TX,  VA  and  WA.  You  must  take  retail  delivery  out  of  dealer  stock  by  June  30, 1997.  See  your  participating  dealer  for  qualification  details. 
Park  Avenue  Ultra  shown. 

rjjjjjn "  'Length  of  contract  is  limited.  Other  finance  rates  available  as  length  of  contract  increases.  Dealer  financial  participation  may  affect  consumer  cost.  You  must  take  retail  delivery  from  dealer  stock 
I  —  !  March  1 2, 1  '-r  17  through  June  30, 1 997.  See  your  participating  dealer  for  qualification  details. 

For  information,  visit  oui  Web  site  at  http://www.parkavenue.buick.com  or  call  1 -800-4A-BUICK.  ©1 997  GM  Corp.  All  rights  reserved.  Park  Avenue  is  a  registered  trademark  of  GM  Corp.  Buckle  up,  America! 


international  Outlook 


TED  BY  JOHN  TEMPLEMAN 


URKEY'S  GENERALS 
RAW  A  LINE  IN  THE  SAND 


I  he  Turkish  military  has  quietly  staged  a  bloodless  coup 
against  Islamist  Prime  Minister  Necmettin  Erbakan.  Al- 
though Erbakan  and  the  coalition  led  by  his  Welfare  Par- 
emain  in  office,  they  are  living  on  borrowed  time.  Spelling 
the  military's  intentions  on  Apr.  29,  General  Kenan  Deniz, 
d  of  Turkey's  internal  security  services,  told  reporters: 
stroying  fundamentalism  is  of  life-or-death  importance." 
]rbakan  has  yielded  to  the  military's  pressure  to  curb  the 
of  Islamic  radicalism  in  a  bid  for  survival.  Just  three 
s  earlier,  he  promised  the  National  Security  Council  (nsc) 
;  he  will  take  measures  from  closing  nun- 
Is  of  unlicensed  Koran  schools,  which  the 
tary  claims  are  hotbeds  of  radicalism,  to 
ircing  bans  on  vearing  Islamic-style  cloth- 
Generals  threatened  unspecified  "sanc- 
s"  if  Erbakan  fails  to  implement  the  mea- 
is  within  six  months.  In  Turkey,  where 
army  has  seized  power  three  times  since 
),  that  was  read  as  code  for  a  coup. 
ANTINE  MOVES.  A  violent,  old-style  coup 
nlikely,  however.  It  would  invite  the  Eu- 
jan  Union  to  slam  the  door  against  Turk- 
membership  even  harder  than  it  has  al- 
ly, damage  Turkey's  fragile  democratic 
lentials,  and  rattle  its  NATO  allies.  Be- 
s,  it  would  deter  foreign  investment.  Al- 
ly, political  tensions  are  sapping  the  econ- 
r.  Economic  reforms  such  as  privatization  ~ 
stalled.  And  Erbakan  now  admits  that  his  budget,  which  he 
ed  to  balance  after  an  $11  billion  1996  deficit,  has  been  in 
ible  since  March.  Reacting  to  the  turmoil,  the  stock  market 
jed  6%  in  a  week  as  interest  rates  edge  over  95%. 
nstead  of  grabbing  power,  say  analysts,  the  army  is  trying 
mdge  Erbakan's  coalition — with  the  secular  center-right 
e  Path  Party — into  collapse.  Erbakan  has  said  he's  ready 
ace  another  general  election.  But  with  the  presidency,  the 
iy,  and  the  state  apparatus  ranged  against  him,  he's  un- 


ERBAKAN:  On  boy 


likely  to  get  that  chance.  Already,  the  army's  push  is  sowing 
dissension  within  the  Welfare  Party.  Its  moderate  deputy 
chairman,  Aydin  Menderes,  takes  the  coup  threat  seriously. 
He  is  threatening  to  defect  along  with  seven  supporters  in 
Parliament  if  Erbakan  refuses  to  dissolve  the  coalition,  which 
has  a  paper-thin  five-vote  majority. 

Byzantine  maneuvers  by  True  Path  leader  and  Deputy 
Prime  Minister  Tansu  Ciller  are  further  unraveling  the 
coalition.  The  former  Prime  Minister,  dogged  by  corruption 
scandals,  is  raising  Welfare  hackles  by  championing  the  NSC 
■  -w  recommendations.  This  would  give  her  more 
I  f  l  bargaining  chips  with  secular  parties  if  they 
™  f  succeed  in  forging  a  new  coalition,  with 
her  as  leader. 

A  nod  TO  GREECE.  An  alliance  of  secular 
parties,  perhaps  including  True  Path,  will 
probably  form  the  new  government  if  the 
coalition  collapses.  Leaders  of  the  three  main 
opposition  parties  have  already  met  to  ham- 
mer out  a  framework  for  a  non-Islamist  gov- 
ernment. There  is  a  more  remote  chance 
that  early  elections  could  follow  a  Welfare- 
True  Path  breakup. 

In  any  case,  the  military  is  apparently 
confident  that  it  will  get  its  way.  It  has  pur- 
sued a  foreign  policy  that  counters  the  gov- 
rowed  time  emment's  own  in  many  respects.  As  Welfare 
"  cuddles  up  to  Iran's  fundamentalist  regime, 
for  instance,  the  generals  have  signed  a  cooperation  deal 
with  Israel.  And  in  an  effort  to  improve  relations  with  Greece, 
a  major  obstacle  to  Turkey's  eu  ambitions,  the  generals  at- 
tended Greek  Independence  Day  events  at  the  Ankara  em- 
bassy for  the  first  time  in  years. 

There  are  signs  that  Turkey  may  be  changing  for  the  bet- 
ter. At  least  the  generals  now  understand  that  old-style 
coups  create  more  problems  than  they  solve. 

By  John  Doxey  in  Istanbul 


GLOBAL  WRAPUP 


ITTEN'S  HONG  KONG  GOOD-BYE 

Christopher  F.  Patten's  days  as  Gov- 
nor  of  Hong  Kong  may  be  num- 
red.  But  after  he  hands  the  territory 
er  to  China  on  July  1,  he  won't  be 
(■getting  about  Asia.  Patten  plans  to 
^ite  a  book  about  the  region  based  on 
s  five  years  there.  "What  has  hap- 
ned  in  Asia  has  been  spectacular, 
it  it  does  not  amount  to  a  miracle," 
itten  told  business  week.  "And  I 
m't  think  it's  necessarily  going  to  roll 
i  exponentially."  Asia,  he  says,  still 
ces  problems  that  range  from  politi- 


cal transitions  to  the  environment. 

Patten  argues  that  the  world  needs 
"a  more  coherent  approach  to  [dealing] 
with  China."  But  it  should  not  tiptoe 
around  issues  that  China  considers  im- 
portant. He's  leery  about  forecasts  that 
the  21st  century  is  China's  and  Asia's. 
The  next  century,  adds  Patten,  belongs 
to  countries  "best  able  to  combine  eco- 
nomic liberty  and  political  freedom." 

IS  JAPAN  RELIABLE? 

►  Japanese  diplomats  love  to  produce 
surveys  showing  that  U.  S. -Japanese 
relations  are  rated  excellent,  particu- 


larly by  opinion  makers.  But  the  feel- 
good glow  may  soon  be  shattered.  A 
forthcoming  Council  on  Foreign  Rela- 
tions study-group  report  on  bilateral 
security  ties  will  say  the  alliance  is 
inherently  unstable. 

Preliminary  drafts,  says  one  partici- 
pant, argue  that  the  U.  S.  cannot  rely 
on  genuine  military  assistance  from 
Japan  in  the  event  of  a  regional  crisis 
such  as  a  Korean  meltdown.  Tokyo 
should  be  worried:  The  group  is  head- 
ed by  Establishment  heavy  hitters, 
such  as  former  U.  S.  Defense  Secretary 
Harold  Brown. 
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What  may  be  North 
America's  hottest 
growth  zone  is 
blossoming  where 
Mexico  and  the 
U.S.  meet.  A  quirk 
of  the  global 
economy,  it  is 
also-for 
better  or  worse-a 
world  unto  itself 


Lorenzo  Rodriguez  is  a  man  of 
two  worlds:  the  First  and  the 
Third.  The  ambitious,  34-year- 
old  Mexican  lives  with  his 
U.  S.-born  wife  and  two  chil- 
dren in  a  quiet,  upscale  neigh- 
borhood in  El  Paso,  Texas.  It's  a  com- 
fortable life  most  Mexicans  only  can 
dream  of.  Such  thoughts  sometimes  en- 
ter  the  young  engineer's  mind  on  week- 
day mornings  as  he  drives  across  the 
Rio  Grande  to  work  in  Ciudad  Juarez, 
Mexico.  Rodriguez  grew  up  speaking 
Spanish  and  English  in  this  dusty  bor- 
der city  of  factories  and  shanty  settle- 
ments. Now,  he  works  in  a  gleaming 
new  research  center  built  by  General 
Motors  Corp.'s  Delphi  division  at  a  cost 
of  $13  million.  As  a  top  spe- 
cialist there,  he  takes  a 
certain  pride  in 
working  "on 


the  leading  edge,"  solving  problems  foi 
customers   as   far   away  as   Soutl  *  ™ 
Korea. 

Rodriguez'  lifestyle  and  the  con? 
trasting  worlds  he  glides  between  mak( 
him  one  of  Mexico's  new  fronterizost 
or  border  dwellers.  He  is  indeed1 
a  citizen  of  a  very  different  economy 
that  is  emerging  along  the  U.  S 
Mexican    border.    Stretching  2,10' 
miles  from  the  Pacific  Ocean  to  th 
Gulf  of  Mexico  (map,  page  67),  this  130] 
mile  wide  strip  may  be  North  Ameri- 
ca's fastest-growing  region.  With  1 
million  people  and  $150  billion  in  out| 
put,  it  is  an  economy  larger  than  thai 
of  Poland  and  close  to  the  size  of  Thai- 1  ™ 
land's  (table,  page  67). 

Driving  this  econom-H 
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:-ontier  is  the  energy  generated  by 
collision  of  the  two  worlds.  From 
p  in  Mexico's  heartland,  hundreds 
:housands  of  job-seekers  stream 
thward  toward  the  border  every 
r  to  live  in  tarpaper  and  cinderblock 
ns  near  factory  gates.  They  are 
ing  to  work  hard  for  low  pay.  U.  S. 
ipanies,  keen  on  shrinking  costs  in 
face  of  international  competition, 
e  been  setting  up  assembly  plants — 
luiladoras — on  the  Mexican  side  to 
this  cheap  labor  pool.  Now  total- 
1,500,  the  maquiladoras  may  be  a 

to  continued  U.  S.  global  competi- 
ness.  Says  Frederick  M.  Shepperd, 
Akron-based  consultant  who  helps 
panies  set  up  operations  on  the  bor- 

"This  is  the  world's  newest  hot- 
wth  zone." 

t's  no  longer  an  American  fiefdom, 
rever.  Heavy  investments  are  also 
ring  in  from  Asia  and  Europe  as 
ill,  spurring  expansion  of  the  bor- 
der's economy  at  close  to  a  7% 
annual  clip.  Tijuana  has  be- 
come the  world's  tv- 
manufacturing  cap- 
ital. 


chmwig  out  14  million  sets  a  year.  Fac- 
tories are  opening  daily,  from  Mexicali 
to  Matamoros.  Soaring  exports  from 
these  plants  are  helping  Mexico  pull  out 
of  its  worst  recession  in  60  years.  And  a 
class  of  skilled  Mexicans — such  as  Ro- 
driguez— is  rising  to  the  fore  to  run  the 
hundreds  of  new  plants  (chart,  page  70). 
MODEL  REGION?  The  border  econo- 
my, in  fact,  is  nourishing  in  unex- 
pected ways.  When  the  North 
American  Free  Trade  Agreement 
was  signed  in  November,  1993,  its 
promoters  predicted  that  the  economies 
of  the  U.  S.  and  Mexico  would  become 
increasingly  integrated.  Investment 
would  spread  throughout  Mexico,  which 
would  become  a  huge  market  for  U.  S. 
goods.  Some  of  the  money,  of  course, 
would  go  to  the  border.  But  few  antici- 
pated the  massive  rush  to  the  region 
that  followed  the  December,  1994,  peso 
crash,  when  Mexican  wages  plunged 
40%  in  dollar  terms,  creating  an  even 
starker  economic  fault  line.  With  total 
wage,  rent,  and  elec- 
tricity 


running  as  low  as  a  quarter  of  those  in 
the  U.  S.,  the  border  became  the  cross- 
roads for  global  bargain  hunters. 

The  border's  surge  demonstrates  the 
quirky  forces  at  work  in  a  more  open 
global  economy.  The  combination  of  a 
low-wage  economy  nestled  against  a 
prosperous  giant  is  becoming  a  model 


Special  Repo 
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for  other  regions  split  by  wage  or  tech- 
nology ,u;ips-  Some  compare  the  region 
to  Hong  Kong  and  its  manufacturing 
realm,  China's  Guangdong  Province.  Of- 
ficials from  cities  along  the  German-Pol- 
ish border  are  studying  the  U.  S.-Mexi- 
can  experience.  The  supercharged 
economics  of  the  border  help  explain 
why  Mexico  ranks  only  behind  China 
as  global  investors'  favorite  location  in 
the  developing  world. 

But  there  is  a  dark  side  to  the  bor- 
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MAKING  IT  IN  MEXICALI:  Sony's  Huerta,  a  new  breed  of  border  manager 


der's  allure  as  well.  When  goods  and 
capital  can  flow  freely,  so  can  contra- 
band. Since  Prohibition  days  when  boot- 
leggers smuggled  rum  and  tequila  into 
the  U.  S.,  the  border  has  thrived  as  a 
hotbed  of  illegal  activity.  But  perhaps 
never  as  much  as  now.  Drug  trafficking 
generates  an  estimated  $22  billion  in 
annual  revenues,  which  in  turn  spurs 
construction,  retail,  and  other  business- 
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es.  Dope  lords  buy  up  luxury  homes 
outside  Tijuana  and  Juarez.  Another  lu- 
crative business  is  the  "body  trade"  in 
illegal  immigrants.  Smugglers  known  as 
coyotes  charge  Mexicans  up  to  $1,500 
per  person  to  get  them  across  the  bor- 
der. Fake  green  cards  sell  for  $45  or 
so.  The  currency-exchange  houses  that 
clutter  Laredo,  El  Paso,  and  other  cities 
testify  to  the  boom  in  legal  and  illegal 
pesos  turned  into  dollars  each  day. 
THREE-DAY  passes.  As  the  dollars  and 
pesos  churn,  they're  helping  to  shape 
the  border's  distinct  character,  giving  it 
the  feel  of  a  separate  state.  Mexicans 
who  prove  that  they  live  in  border 
towns  are  given  passes  allowing  them 
to  cross  into  the  U.  S.  for  stays  of  up 
to  72  hours  at  any  time.  Mexi- 
can border  residents  not 
only  buy  goods  in 


U.  S.  stores,  they  also  pick  up  American 
political  ideas.  That  may  be  why  border 
communities  have  led  the  resistance  to 
the  political  dynasty  of  Mexico's  Insti- 
tutional Revolutionary  Party  (pri).  Two 
of  six  border  states  have  elected  gover- 
nors from  the  opposition  National  Action 
Party  (pan).  Four  border  cities,  includ- 
ing Tijuana  and  Ciudad  Juarez,  also  are 
ran  by  the  pan. 

Is  the  booming  border  good  or  bad 
for  the  U.  S.?  Corporate  America  surely 
gains,  sharpening  its  competitive  edge 
by  investing  in  the  sprawl  of  low-cost 
manufacturers  right  next  door.  Lucent 
Technologies  Inc.  and  gm  are  among 
companies  opening  new  border  facto- 
ries, figuring  they  can  cut  costs  while 
using  higher-paid  skilled  workers  at 
home  for  more  sophisticated  tasks. 

Meanwhile,  such  Asian  companies  as 
Sony  Corp.  and  Daewoo  Corp.  are  build- 
ing factories  to  take  advantage  of 
Mexico's  much  touted  workforce 
as  well  as  the  tariff  cuts  pro- 
vided by  nafta.  That 
isn't  neces- 


sarily bad  news  for  U.  S.  workers.  Foi ! 
every  factory  opened  in  Mexico,  th<  I 
U.  S.  wins  service,  transportation,  oi 
distribution  jobs.  "This  is  going  to  b< 
the  Hong  Kong  of  North  America's  Pa 
cific  Coast,"  declares  Tijuana  Mayor  Jose 
Guadalupe  Osuna  Millan. 

Even  if  that's  hyperbole,  the  compa 
.nies  are  coming.  Sanyo  Electric  Co.  re 
cently  moved  its  North  American  head-! 
quarters  from  New  York  to  San  Diegci 
to  be  next  to  its  factory  in  Tijuana  | 
where  it  employs  5,000.  Samsung  plans 
to  spend  $670  million  by  2000  on  a  com  p 
plex  employing  7,500  people  to  mak<  t 
TV  sets,  computer  monitors,  and  compo-  »" :ii 
nents  in  Tijuana 
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U.  S.  suppliers  of  components  ar«  ft, 
profiting  from  the  rise  in  border  invest  j  K 
ment,  too.  Under  nafta,  the  most  im- 
portant components  in  products  such  as* 
vcrs  must  be  made  in  North  America 
to  benefit  from  the  treaty's  free-trade^  r 
umbrella.  European  and  Asian  compa-fc 
nies  thus  look  to  U.  S.  and  Mexican  sup-pi  - 
pliers.  "Our  plan  is  to  buy  everything! 
we  can  in  this  region/'  says  Dean  Hip  inli 
Kim,  general  purchasing  manager  ati»:. 
Daewoo's  vcr  plant  in  San  Luis  Rfc  i'v. 
Colorado,  Mexico. 

The  growth  isn't  only  in  electronics. 
Low-tech  production  continues  to  boom,  ross  t 
as  well.  Dozens  of  plants  producing!, 
garments,  cheap  consumer  goods,  and' 
simple  components  have  sprung  upjas,  ami 
along  the  border,  employing  hundreds !&  h> 
of  thousands  (chart,  page  70).  Maquila-t^ 
dora  workers  earn  an  average  of  $5  tak 
$7  a  day  plus  benefits,  rivaling  Asia's  " 
low-wage  economies. 
That's  down  from  ^^^^ggWate  visi 

aboul  $9  a  'IfHRpt  rii 
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before  the  devaluation.  Includ- 
rent  and  administrative  ex- 
ses,  it  costs  just  $4  dollars  an 
r  per  worker  to  run  a  plant  in 
lana,  compared  with  $18  to  $25 
Ian  Diego. 

RORIZED  RANCHERS.  Although 
wages  are  low,  demand  for  the 
I  is  high  because  the  pay  is  bet- 
than  elsewhere  in  Mexico,  and 
country's  pool  of  workers  is  ex- 
ding  by  more  than  one  million 
;ar.  Living  standards  are  slowly 
roving.  In  many  families,  more 
n  one  member  works  in  a 
juiladora.  Pooling  wages  allows 
m  to  move  from  shanties  into 
;er,  cinder-block  homes. 
ret  the  region  must  grapple  with 
rd  World-style  woes.  Economists 
mate  that  the  border  needs  at 
t  $8  billion  just  to  bring  drinking 
er,  sewage  treatment,  and  gar- 
e  collection  to  all  its  residents, 
cials  are  also  straggling  to  con- 
the  illegal  economy.  Traffickers 
e  infiltrated  Mexican  law-en- 
ement  agencies  and  pay  off  some 
i.  border  officials.  Kingpins  ter- 
ze  American  ranchers  who  re- 
i  to  allow  passage  of  drugs 
)ss  their  lands.  To  slow  down  il- 
il  immigration,  the  U.  S.  Border 
rol  has  installed  sensors,  cam- 
3,  and  40  miles  of  14-foot-high 
:e.  Even  so,  more  than  1.5  million 
£als  were  caught  across  the  bor- 
in  1996,  some  more  than  once, 
"hese  issues  will  confront  Presi- 
t  Clinton  when  he  makes  his  first 
;e  visit  to  Mexico  on  May  6-7. 
;  when  he  meets  President 
lesto  Zedillo  Ponce  de  Leon  in 
rico  City,  Clinton  hopes  to  focus  on 
momics  rather  than  on  immigration 
nd  drugs,  aides  say.  The  Adminis- 
tration is  keen  to  whittle  down 
Mexico's  $15.9  billion  trade  sur- 
plus with  the  U.  S. 

Clinton's  biggest  chal- 
lenge, though,  will  be 
convincing  the 
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Snapshot  of  the  Emerging 
Border  Economy 
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U.  S.  Congress  that  nafta,  an  engine 
of  border  growth,  has  been  a  good 
thing,  nafta  comes  up  for  a  mandatory 
three-year  review  on  July  1.  "Job  cre- 
ation has  been  real  on  both  sides  of  the 
border,"  says  Counselor  to  the  Presi- 
dent Thomas  F.  McLarty  III.  nafta  op- 
ponents, however,  are  likely  to  argue 
the  opposite:  that 


jobs  are  flowing  mostly  southward, 
across  the  border. 

business  week  correspondents  spent 
a  month  exploring  the  border  cities  and 
then-  poorest  neighborhoods,  touring  fac- 
tories, riding  with  the  Border  Patrol, 
and  talking  to  the  everyday  people  who 
make  this  region  their  home.  Here  is 
their  report: 

TIJUANA-SAN  DIEGO: 
THE  TIGERS' TIGER 

Nowhere  along  the  U.  S.-Mexico  bor- 
der are  two  cities  so  different.  San 
Diego's  manicured  gardens  and 
swimming  pools  are  just  a  15-minute 
drive  from  Tijuana's  miserable  shanty- 
towns.  Per  capita  income  in  San  Diego 
is  $25,000;  in  Tijuana,  $3,200.  On  Inter- 
state 5  linking  the  two  cities,  signs  warn 
motorists  to  watch  out  for  illegal  immi- 
grants dashing  across  the  highway.  Un- 
til recently,  most  San  Diegans  viewed 
the  world  next  door  mainly  as  a  honky- 
tonk  weekend  haven  for  sailors  and  un- 
derage drinkers. 

Asian  money  is  changing  all  that. 
Right  now  the  two  cities  are  in  the 
midst  of  the  biggest  boom  anywhere 
along  la  frontera,  as  Mexicans  call  the 
border.  Asian  heavyweights  are  pour- 
ing hundreds  of  millions  of  dollars  into 
electronics  plants  in  Tijuana  and  east- 
ward in  Mexicali.  Spurring  the  influx 
are  nafta's  local  content  rules.  To  meet 
those  requirements,  TV-powerhouses  are 
putting  up  state-of-the-art  plants. 
Among  them:  Matsushita  Electric  In- 
dustrial, Sony,  Sanyo  Electric,  Hitachi, 
and  lg. 

The  bustling  maquiladoras  employed 
118,000  in  Tijuana  last  year,  up  28% 
from  1995.  The  city's  population, 
swelled  by  migration,  grew  5.9%  a  year 
from  1990  to  1995,  and  it  is  expected  to 
double  in  the  next  14  years.  Shoring 
up  the  maquiladoras  are  the  engi- 
neering talent,  distribution  net- 
works, and  transport  based  in 
San  Diego,  where 


At  Laredo, 
the  border's 
busiest 
cargo  crossing,  long 
drug  searches  keep  the 
trucks  waiting-and  the 
economy  ticking 

many  of  the  multinationals'  executives 
live. 

The  growing  links  between  the  two 
cities  are  visible  at  the  crossing,  where 
commuting  factory  managers  swell  the 
traffic  jams  in  23  lanes  each  way.  Sepa- 
rate truck  lanes  are  clogged  too,  with 
loads  of  goods,  from  computers  to  cof- 
feemakers,  bound  for  distribution  across 
North  America.  "San  Tijuana"  is  the 
name  applied  to  the  twin  cities  by  Ti- 
juana developer  Enrique  Mier  y  Teran. 
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Known  as  "Mr.  Maquiladora,"  he  was 
one  of  the  first  Mexican  entrepreneurs 
to  open  an  assembly  plant,  back  in  the 
1960s.  "We're  trying  to  create  one  big 
urban  area  straddling  two  nations,"  he 
declares. 

The  growth  is  generating  big  profits 
for  developers  such  as  Mier  y  Teran. 


THIS  DOG  WILL  HUNT:  Sniffing  for  drugs  at  the  U.S.  customs'  yard  in  Laredo 


Recently,  on  a  27-acre  hilltop  site,  170 
feet  from  the  border,  he  opened  an  in- 
dustrial park  overlooking  the  Pacific. 
Next,  he  plans  a  retirement  community 
for  Americans  who  want  to  make  their 
pensions  go  further  in  Mexico. 

To  bring  some  order  to  this  cross- 
border  ferment,  San  Diego  and  Tijuana 
are  starting  to  cooperate  on  issues  from 
crossing  delays  to  a  $400  million  sewage 
treatment  plant  that  will  serve  both 
cities.  Quarterly  powwows  by  the  two 
mayors  help  soothe  some  of  these  con- 
cerns. Of  course,  there  are  deeper  prob- 
lems. San  Diego  is  where  most  of  the 
cocaine  entering  the  U.  S.  slips  through. 
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And  last  year,  a  Japanese  executive  o 
Sanyo  Electric  was  kidnapped  in  Tijua 
na  and  released  only  after  $2  million 
ransom  was  paid,  sending  shock  waves! 
through  the  maquiladora  community. 
Now,  the  San  Diego  and  Tijuana  police  ** 
departments  keep  in  close  touch  by  ra- 
dio— mostly  in  Spanish 

Tmai 

j  Ms. 

MEXICALI-CALEXICO: 
POSTER  CHILD  FOR  NAFTA 


Arturo  Morales,  a  38-year-old  Mexicali 
native  who  manages  the  California 
Industrial  Park,  bends  in  a  slight 
bow,  Asia-style,  as  he  solemnly  holds! 
out  his  business  card  with  both  hands.; 
"I've  been  to  Asia  so  often  and  re-| 
ceived  so  many  Asian  investors 
here,  it  has  become  second 
nature  to  me,"  he  laughs. 
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border  industries  become 
re  multinational,  they  are 
wning  a  generation  of  Mexi- 

managers  with  a  worldwide 
look,  ready  to  take  over  from 

expatriates  who  have  run 
tiy  of  the  maquiladoras  up 
now.  Morales  is  an  example, 
e're  learning  to  be  global 
^ers,"  he  says. 

/lexicali,  stretching  across  the 
ren  Laguna  Salada  desert  in 
thwestern  Mexico,  doesn't 
i  like  a  city  with  a  global 
spective.  A  hodgepodge  of 
-story,  cinder-block  houses 
is  its  main  streets,  and  be- 
d,  bare-bones  squatters'  set- 
nents  spring  up  among  the 
tus.  But  the  city  is  booming, 
h  major  multinationals  such 
Asian  giants  Acer  Inc.  and 
iy  leading  the  way. 
US  IN  THE  GARAGE.  Along  In- 
trial  Avenue,  where  con- 
iction  cranes  dot  the  desert 
line,  cement  trucks  joust 
h  semitrailers  packed  with  export 
ds.  With  a  fast-growing  population 
more  than  700,000,  the  city  is 
le  to  a  dozen  industrial  parks  with 
manufacturing  plants  aimed  at 
iorts. 

)own  the  road  at  Sony's  year-old 
at,  900  workers  assemble  tv  sets 

computer  monitors,  some  operating 
histicated,  high-speed  machines  that 
ce  together  tiny  circuit  boards, 
fining  the  show  is  Sony  de  Mexicali 
isident  Rey  Huerta,  42,  another 
he  growing  Mexican  cadre  of  border 
nt  managers.  They  are  comfortable 
several  languages  and  cultures  and 

primed  to  replace  the  Americans 
I  Japanese  who  once  ran  the 
;ories. 

torn  in  a  village  on  Mexico's  Pacific 
ist,  Huerta  moved  with  his  family 
a  child  to  San  Diego  and  attended 
ools  there.  Although  he  is  a  legal 
S.  resident,  he  retains  his  Mexican 
citizenship. 


pesos 


THE  MERGING  ECONOMY:  A  "cambio,"  or  money -changing  booth,  in  Brownsville,  Texas 


Huerta  says  his  employees,  including 
100  engineers,  are  encouraged  by  how 
far  he  has  come  even  though  he  has 
only  a  high  school  education.  After  23 
years  with  Sony,  he  earns  a  comfort- 
able dollar  salary  and  lives  in  a  spa- 
cious house  in  the  bedroom  community 
of  Calexico,  Calif.,  with  a  Lexus  in  the 
garage.  "I  tell  our  workers  they  have  to 
forge  their  success  in  Mexico,"  Huerta 
says,  "but  to  compete  internationally, 
they  have  to  focus  not  only  on  what 
works  in  Mexico  but  what  works  best 
all  around  the  world." 

N0GALES-N0GALES:  THE 
ECONOMY  WENT  SOUTH 
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long  much  of  the  border,  U.S.  towns 
i  pale  next  to  their  Mexican  counter- 
parts. That's  especially  true  in  Am- 
bos  Nogales — Both  Nogales,  two  bor- 
der cities  that  share  a  name  but  little 
else.  Nogales,  Mexico,  boasts 


71  maquiladoras  employing  26,700 
workers  and  has  a  fast-growing  popula- 
tion of  133,500.  But  Nogales,  Ariz.,  (pop. 
20,300)  shows  how  nafta's  dismantling 
of  trade  barriers  is  hurting  traditional 
U.  S.  border  businesses  that  once  pros- 
pered from  retail  sales  to  Mexicans. 

Nogales,  Ariz.,  features  a  strip  of 
shuttered-up  shops  next  to  the  border 
crossing.  Local  businesses,  90%  depen- 
dent on  Mexican  customers,  were  hit 
hard  by  the  1994  peso  collapse.  The  Ari- 
zona town  is  also  feeling  the  pinch  from 
Mexico's  market  opening.  Imported 
goods  now  stream  into  Mexico,  and  out- 
lets such  as  Wal-Mart  Stores  have 
sprang  up  in  cities  such  as  Hermosillo, 
capital  of  the  Mexican  state  of  Sonora, 
183  miles  to  the  south.  "People  from 
Hermosillo  used  to  do  a  lot  of  shopping 
in  Nogales  or  Tucson,  but  now  they 
don't  need  to,"  says  Jim  Capin,  co-own- 
er of  a  True  Value  Hardware  store  on 
Morley  Street.  What  keeps  Nogales 
afloat,  mainly,  is  a  cluster  of 
warehouses  along  1-9 
that  handle  win- 
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ter  vegetable  shipments 
from  Sonora  to  the  U.  S. 

About  the  only  grow- 
ing operation  in  Nogales, 
Ariz.,  is  the  Border  Pa- 
trol. When  the  Immigra- 
tion &  Naturalization 
Service  cracked  down  in 
San  Diego  and  El  Paso, 
illegal  aliens  flooded 
across  the  Arizona  bor- 
der. In  three  years,  to 
try  to  stem  the  tide,  the 
ins  has  nearly  doubled 
the  number  of  agents  in 
Arizona,  to  867. 

On  this  day  at  the 
border  patrol  station,  42-year-old 
Leonardo  Gomez  Sanchez,  from  the  cen- 
tral Mexican  state  of  Zacatecas,  stands 
sullenly  as  his  fingerprints  and  photo 
are  taken  digitally  and  entered  into  a 
computer  database.  A  sun-wrinkled 
farmer  with  six  children,  he  lost  his 
crop  last  year  in  the  drought.  "I  had 
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never  crossed  before,  and  they  got  me 
on  my  first  try,"  Gomez  says.  "That's  it 
for  me — I'm  going  home." 

Another  perspective  on  the  border 
economy  is  offered  by  Joe  Flores,  who 
runs  the  Chevron  gas  station  in  the 
tiny  town  of  Why,  Ariz.,  northwest  of 
Nogales  at  the  junction  of  state  high- 
ways 85  and  86.  The  "Y"  in  the  high- 
way gave  Why  (population  250)  its 
name.  Joe  Flores,  a  Mexican  widower 
with  a  silver  handlebar  mustache  and 
white  cowboy  hat,  owns  the  local 
Chevron  gas  station.  His  main  cus- 
tomers are  sun-seeking  retirees,  pa- 
trons of  casinos  run  by  Native  Ameri- 
cans, and  Arizonans  who  drive  down 
the  road  to  "Gringo  Pass."  That's  what 
locals  call  the  Lukeville-Sonoyta  bor- 
der crossing,  which  leads  to  towns  sell- 
ing cheap  prescription  dings  and  to  the 
Gulf  of  California  beaches.  As  Arizona 
and  Sonora  come  closer  together,  more 
tourism  should  flow.  "Things  should  be 
getting  pretty  good  around  here  in  a 


fake  GREEN  CARD:  Worth  $4.5  in  Los  Angeles 


A  sullen  fathei 
of  six  is  being 
fingerprinted. 
"I  had  never  crossed 
before,  and  they  got  me  on 
my  first  try,"  he  laments. 
"That's  it  for  me-Fm 
going  home" 


couple  of  years'  time,"  Flores  predicts. 

Things  are  already  doing  pretty  well 
down  the  highway  in  Sonoyta,  Mexico. 
Jose  Ramos,  manager  of  a  local  pharma- 
cy, says  as  much  as  40%  of  his  business 
comes  from  Americans,  attracted  by  the 
low  prices  for  prescription  dings.  As  he 
chats,  three  teenage  American  boys 
wealing  baseball  caps  stride  in.  One  asks: 
"Where's  the  steroids  at?"  Without  ask- 
ing to  see  a  prescription,  the  clerk  hands 
them  four  boxes  of  the  muscle-building 
hormones  and  a  couple  of  syringes. 

CIUDAD  JUAREZ-EL  PASO: 
A  MAGNET  FOR  ENGINEERS 
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I  early  two  million  people  live  in  the 
urban  sprawl  between  the  dun-col- 
lored  mountains  that  enclose  El 
Paso  and  Ciudad  Juarez,  midway  be- 
tween the  Pacific  and  the  Gulf  of  Mexi- 
co. Juarez,  population  1.2  million,  boasts 
more  maquiladora  jobs  than  any  other 
border  city:  178,000  workers  in  235 
plants,  including  a  flock  of  auto  parts 
makers.  It's  also  a  showcase  of  how  bor- 
der industries  that  started  as  low-skilled 
assembly  operations  are  moving  up  the 
technological  scale. 

Two  years  ago,  gm's  Delphi  Automo- 
tive Div.  opened  a  sophisticated  research 
and  development  center,  employing  a 
mostly  Mexican  engineering  staff  of  750 
to  design  a  wide  variety  of  auto  compo- 
nents. It  inns  24  hours  a  day,  with  en- 
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gineers  always  on  duty  to  serve  execu 
tives  around  the  world. 

For  Delphi,  which  employs  18,00( 
people  in  Juarez,  putting  the  $13  millioi 
center  there  made  sense:  It  cut  the  lea< 
time  for  new-product  development  b 
moving  the  designers  close  to  wher 
parts  are  made.  It  also  doesn't  hurt  th 
bottom  line  that  Mexican  engineers  ean 
only  about  $20,000,  though  that's  still 
fortune  to  most  Mexicans.  Delphi 
building  a  $22  million  r&d  expansioi 
next  door  and  plans  to  double  the  num 
ber  of  engineers  by  2000. 
ENVIRONMENTAL  WOES.  While  low-tecl 
assembly  work  still  prevails  in  Juare 
and  all  along  the  border,  maquiladora 
are  investing  in  more  quality  contro 
and  training.  One  place  where  that': 
happening  is  Cincinnati-based  Baldwii 
Piano  &  Organ  Co.'s  30-year-old  plant 
wliich  employs  270  workers  making  key 
boards  and  mechanisms.  General  Man 
ager  Ed  Hussaini  is  also  introducing 
computer-aided  design.  "Just  about  any 
thing  north  of  the  border  can  and  wil 
be  done  south  of  the  border — engineer 
ing,  design,  capital  intensive  operations,' 
Hussaini  predicts. 

Juarez  and  El  Paso,  sharing  tht 
worst  air  pollution  anywhere  on  the  bor- 
der, are  the  prime  example  of  a  deep 
ening  environmental  crisis.  Explosive 
industrial  growth  and  uncontrolled  ur- 
ban expansion  have  far  outstripped  the 
reach  of  basic  municipal  services,  fron 
sewers  to  street  paving.  While  nafta's 
provisions  for  U.  S.-Mexican  action  or 
such  problems  have  achieved  little,  busi- 
nesspeople  and  environmental  activists 
are  pushing  local  solutions.  For  example 
one  proposal  that  federal  authorities  are 
considering  would  allow  money  that 
businesses  in  El  Paso  are  required  tc 
set  aside  for  pollution  control  to  be 
spent  to  help  clean  up  Juarez.  The  rea- 
soning: Paving  dusty  Juarez  streets 
would  do  more  to  curb  pollution  than  in 
stalling  expensive  equipment  in  the  fac 
tories  of  El  Paso. 

Continued  on  page  74 
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AFTER  IDENTIFYING 
WHAT  THIS  WAS, 
IEEP  ENGINEERS 
MASTERED  IT 


Obviously  our  engineers  spend  most  of  their 
time  off-road.  However,  all  that  off-road  expertise 
makes  handling  the  hard,  smooth  stuff,  well, 
easy.  The  latest  example  ol  all  that  engineering 
expertise — the  Jeep.  Grand  Cherokee  TSi. 

What  you'll  notice  firs,  about  the  TSi  are  the 
aggressive  16-inch  alloy  whe  Is  fitted  with  fligh- 


ted 
ladva 


performance  Goodyear"  Eagle  LS  tires,  a  setup  usu£ 
reserved  for  those  autobahn  cruisers. 

Step  inside  and  you'll  find  perforated  leathl 
faced  seats,  a  f  O-way  power  driver's  seat,  and  ra( 
controls  located  right  on  the  steering  wheel 

When  you  eventually  tire  of  all  that  civili2 
driving,  take  the  TSi  off- road.  Remember,  Gra 


has  mc 
» 

fvem 


Always  use  sen  belts.  Remember,  the  backseat  is  ihe  safest  plac  e  for  children.  Jeep  is  a  registered  trademark  of  Chrysler  Corporati 


»kee  TSi  is  a  Jeep  vehicle  first,  as  proven  by  its 
7  advanced  Quadra-Trac  four-wheel  drive. 
Inderneath  it  all  is  an  available  220-horse  V8 
las  more  than  enough  power  whether  you're 
ad  and  rocks  or — what's  that  word  again?  Oh 
lavement.  Now  if  our  engineers  could  just 
out  what  those  painted  lines  are  for.  For 


more  information,  call  1-800-925-JEEP  or  visit  our 
Web  site  at  http://www.jeepunpaved.com 

Jeep 

There  s  Only  One 


pecial  Report 


NUEVO  LAREDO-LAREDO: 
SNIPPING  THE  RED  TAPE 

Laredo,  Tex.,  and  Nuevo  Laredo, 
Mexico,  are  the  border's  busiest 
cargo  crossing  point,  on  the  main 
truck  and  rail  routes  between  the  in- 
dustrial heartlands  of  Mexico  and  the 
U.  S.  Day  by  day,  NAFTA  is  generating 
more  such  traffic,  but  in  the  long  run  it 
may  eliminate  much  of  the  customs  ac- 
tivity on  which  the  two  cities  have  long 
thrived. 

More  than  4,000  tiucks  nimble  across 
the  twin  cities'  three  bridges  each  day. 
The  downtown  bridge  is  a  permanent 
traffic  jam  as  enormous  tractor-trailers, 
engines  idling  and  brakes  gasping,  creep 
both  ways  across  the  Rio  Grande  and 
roll  down  to  customs  yards  on  each  side. 
In  the  cramped  U.  S.  yard,  ding-sniffing 
dogs  scamper  among  the  trucks,  jump- 
ing aboard  to  check  suspect  loads. 

Unlike  most  big  border  towns,  the 
two  Laredos  don't  manufacture  much. 
What  keeps  their  economies  ticking  is 
the  vast  merchandise  flow,  reflected  in 
rows  of  warehouses  outside  Laredo  and 
a  huge  Wal-Mart  distribution  center. 
For  the  city's  economy,  "God  laid  out 
the  geography  very  well,"  says  Gaiy  G. 
Jacobs,  chairman  of  Laredo  National 
Bank.  "The  quickest  way  from  Mexico 
City  to  Detroit  is  through  Laredo." 

Nuevo  Laredo  is  dominated  by  cus- 
toms brokers  who  deal  with  the  red 
tape  of  shipping.  "U.  S.  brokers  marry 
the  daughters  of  Mexican  brokers,"  says 
Diana  Garcia,  a  U.  S.  broker  whose  fam- 
ily has  investments  in  trucking, 
maquiladoras,  and  beer  distribution.  On 
the  U.S.  side,  at  the  Laredo  Country 


Hundreds  of  thousands 
in  the  Rio  Grande  Valley 
live  in  settlements  of 
shacks  and  decrepit  mobile  homes. 
Will  trade  with  Mexico  lift  them  up? 


Club,  Mexican  members  outnumber 
Americans.  The  Mexican  elite  feel  more 
at  home  there  than  in  Nuevo  Laredo's 
vast  sprawl  of  concrete  buildings  and 
wooden  shacks — a  city  with  an  estimat- 
ed 275,000  population,  compared  with 
Laredo's  163,000. 

As  nafta  kicks  in  more  fully  in  the 
years  ahead,  though,  it  threatens  to  hurt 
the  two  Laredos  by  reducing  the  role  of 
the  customs  broker.  Computerized 
checkpoints  eventually  will  let  trucks 
zoom  through  customs  all  the  way  from 
Canada  to  Mexico.  At  the  new  Colombia 
Bridge  18  miles  outside  Laredo,  where 
the  first  phase  is  in  place,  electronic  fil- 
ing of  U.  S.  documents  is  enabling  some 
1,700  trucks  a  day  to  speed  across  in 
just  three  minutes  apiece. 

REYNOSA-McALLEN:  SONS 
AND  DAUGHTERS  RETURN 

Some  of  the  worst  pockets  of  pover- 
ty in  the  U.  S.  can  be  found  along 
the  Texas  border  among  the  farms 
of  the  Lower  Rio  Grande  Valley.  Hun- 
dreds of  thousands  of  people,  many  of 
them  Mexican  migrants  or  the  children 
of  migrants,  live  in  settlements  of 
shacks  and  decrepit  mobile  homes.  In 


such  colonias,  unemployment  can  rang* 
as  high  as  30%. 

More  than  any  other  part  of  the  bor- 
der, this  region  will  test  how  much  the 
economy  on  the  U.  S.  side  will  be  raisec 
by  low-wage  factories  on  the  other.  Ir 
most  maquiladoras,  women  with  little 
more  than  junior-high-school  educatior 
.make  up  most  of  the  labor  force.  Gov- 
ernment labor-relations  offices  discour- 
age independent  unions,  and  tacit  agree- 
ments among  employers  keep  wages 
down.  That  limits  the  spending  powei 
pumped  into  the  border  economy. 

Nevertheless,  local  officials  on  the 
U.  S.  side,  anxious  to  create  jobs  foi 
their  own  low-wage  workers,  realize 
their  best  bet  is  to  persuade  suppliers  tc 
set  up  businesses  to  service  maquilado 
ras.  To  do  that,  officials  in  McAllen,  Tex. 
are  promoting  their  twin  city,  Reynosa 
Mexico,  as  a  prime  maquiladora  site! 
Reynosa  now  boasts  90  such  plants,  in-j 
eluding  most  of  Glenview,  (Ill.)-baseq 
Zenith  Electronics  Corp.'s  television  pro] 
duction.  Young  peo 
pie  who  had  left  the  J 
area  to  find  jobs  are 
returning. 

Farther  downriv- 
er, Brownsville  ane 
Matamoros  are  the 
easternmost  bordei 
towns.  Near  the 
downtown  bridge 
heavily-barred  cur- 
rency exchange 
houses  advertise  cambio  in  bright  lights 
All  along  the  border,  on  both  sides,  sucl| 
houses  do  a  thriving  business,  many  o: 
them  serving  as  conduits  for  drug-mon- 
ey laundering,  U.  S.  officials  say. 
CHALLENGE.  A  more  solid  sign  of  eco- 
nomic growth  is  the  continued  sprouting 
of  maquiladoras  in  Matamoros,  wherel 
Lucent  Technologies  makes  telecommujl 
nications  equipment.  And  neighboring 
Brownsville's  low  wages  are  attracting 
companies  such  as  Tyco  International'! 
Mueller  Div,  which  makes  water  valvesl 
"We're  one  economy,"  says  Ricardo  MM 
Luna  Jr.,  a  member  of  the  Brownsvillffl 
Economic  Development  Council.  "Pros! 
perity  has  to  go  hand  in  hand." 

That  is  the  challenge  facing  commuj 
nities  from  the  Gulf  to  the  Pacific.  Ira 
this  dynamic  region  where  First  and 
Third  worlds  meet,  deep  disparities  and] 
contrasts  are  likely  to  persist  amidsa! 
the  welter  of  economic  activity.  While)! 
growth  surely  will  lift  Mexico's  economy] 
narrowing  the  gap  with  the  U.  S.  wilil 
take  decades.  Now,  however,  the  twejj 
sides  of  the  border  are  so  harnessed"; 
that  they  can  only  move  forward' 
together. 

By  Geri  Smith  in  San  Diego  anal 
Tijuana,  and  Elisabeth  Mai  kin  in  M 
Paso  and  Ciudad  Juarez 
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Tradition  puts  in  a  long  day. 


The  Corporation 


STRATEGIES 


THE  SWOOSH  HEARD 
ROUND  THE  WORLD 

To  conquer  soccer-and  the  globe-Nike  spares  no  expense 


Nike  President  Thomas  E.  Clarke 
smelled  blood.  It  was  1994,  and 
rival  sports-shoe  maker  Adidas, 
the  leading  name  in  soccer  gear, 
was  stumbling,  its  management  ranks 
turning  over  and  its  sales  sluggish. 
Sensing  an  opportunity,  Clarke  hopped 
a  flight  to  Chicago's  O'Hare  Interna- 
I ional  Airport  and  met  with  Hank 
Steinbrecher,  executive  director  of  the 
U.S.  Soccer  Federation.  His  mission:  to 
Adidas  as  the  U.S.  national  team's 
official  sponsor. 

It  was  classic,  in-your-face  Nike  tac- 


tics. After  a  campaign  that  lasted 
months  and  included  a  personal  assur- 
ance from  Nike  Chief  Executive  Philip 
H.  Knight  that  his  company  was  com- 
mitted to  raising  soccer's  anemic  U.  S. 
profile,  the  U.  S.  team  had  a  new  spon- 
sor. Neither  Nike  nor  the  federation 
will  reveal  how  much  Nike  anted  up, 
but,  recalls  Steinbrecher,  "they  came  in 
and  said,  'We  want  to  sponsor  the  fed- 
eration. Whatever  it's  going  to  take, 
we're  ready  to  do  it.' " 

As  the  Beaverton  (Ore.)  company 
vies  with  Coca-Cola  Co.  to  become  the 


UBIQUITOUS:  Nigeria's  '96  Olympic 
soccer  team  wears  the  Nike  logo 


I 


best-known  brand  on  the  planet,  apl  3  k 
pealing  to  fans  of  the  world's  most  pop 
ular  sport  has  become  priority  No.  1 
Explains  Clarke,  who  keeps  in  his  offio 
an  action  shot  of  soccer  players  wearinj 
Nike's  Swoosh  logo  in  the  1994  Worlip 
Cup  finals:  "Once  we  set  our  sights  o: 
being  a  global  company,  we  had  to  focu  ar 
on  soccer." 

NEW  ALLEGIANCE.  Before  1994,  Nike  hai 
all  but  ignored  the  multibillion-dolla 
world  soccer  market,  depending  insteai 
on  its  core  basketball  and  running-sho' 
franchises  and  apparel  for  growth.  Bu 
as  the  athletic  footwear  market  mature 
in  the  U.  S.,  where  sales  growth  is  ex 
pected  to  slow  dramatically,  Nike  ha  u 
shifted  its  sights  overseas.  Previous  el 
forts  to  spread  the  Nike  brand  abroad 
though  substantial,  have  varied  fron, 
market  to  market.  Soccer,  with  its  hug 
following  around  the  world,  would  al 
low  Nike  to  develop  a  more  sweepinj 
global  strategy. 

And  with  Nike's  vast  resources,  tha 
effort  is  changing  the  economics  of  th< 


re  al 
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rend. 
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efore  trusting  your 
ata    on    a  network... 


mission-critical 


ake    a    critical    look    at    the  network. 

Time  was,  when  networking  was  relatively  simple.  But  that  was  before  the  Internet,  intranets  and 
iw,  extranets.  Now  everything's  getting  harder  to  implement,  more  complex,  and  definitely  riskier.  Which 
n  be  worrisome  when  you  have  to  trust  your  mission-critical  business  processes  to  a  network. 

That's  why  you  should  consider  us.  Because,  although  we're  known  as  a  communications  company, 
're  also  very  much  a  supplier  of  information  technology,  with  MCI  Systemhouse"  recognized  by  industry 
lalysts  as  a  leader  in  client/ server  computing.  To  the  point.  Data  Communications  magazine  just  voted 
ir  end-to-end  systems  support  one  of  their  "Hot  Products"  for  1997.  And  because  we  create  networks 
ing  proven  architectural  modules,  their  functionality  and  reliability  are  never  in  doubt. 

To  find  out  even  more  about  MCI  networking  solutions,  visit  www.mci.com  or  call  1-800-368-6547. 
;'re  ready  for  the  most  critical  scrutiny. 


 ^ 

ghts  reserved  Is  this  a  great  time,  or  what7  is  a  service  mark  ot  MCI  Is  this  a  great  time, or  what? 


The  Corporation 


game.  Over  the  past  three  years,  it  has 
spent  hundreds  of  millions  of  dollars  to 
gain  sponsorship  of  world-class  teams 
and  players.  It  has  launched  a  series  of 
global  ad  campaigns  promoting  its  new- 
found soccer  allegiance,  and  it  has 
beefed  up  its  already  extensive  interna- 
tional infrastructure  to  handle  demand 
for  soccer  and  other  sports  gear  in  the 
next  century. 

This  is  spending  the  likes  of  which 
world  soccer  has  never  seen.  For  Nike, 
bent  on  snatching  dominance  of  the 
sport  from  market  leader  Adidas,  it's 
an  investment  that  may  not  turn  a  prof- 
it for  years.  Despite  its  efforts  so  far, 
Clarke  says,  sales  of  soccer- 
related  products  will  con- 
tribute just  $200  million  to 
Nike's  estimated  $8  billion 
in  sales  this  year.  And  Nike 
has  yet  to  convince  soccer- 
obsessed  consumers  to  turn 
away  from  the  traditional 
brands.  "Nike  is  trying  to 
build  over  the  last  couple 
of  years  what  Adidas 
has  done  over  the  last 
50,"  says  analyst 
Josephine  Es- 
quivel  of  Morgan 
Stanley  &  Co. 


says  Alexander  Bodecker,  vice-president 
and  general  manager  of  Nike's  soccer 
division. 

Why  the  urgency?  For  one  thing, 
Nike  is  facing  a  slowdown  in  the  U.  S. 
market.  Thanks  to  a  building  boom 
among  sports  retailers  that  will  add 
15%  more  selling  space  for  athletic 
footwear  this  year,  analysts  expect  that 
Nike's  U.  S.  sales  in  that  category  will 
grow  by  38%,  to  more  than  $3.8  billion, 
this  year.  For  the  third  quarter  end- 
ed in  February,  Nike  posted  earn- 
ings of  $237.  i  million,  up  77% 
from  a  year  ago,  on  sales  of 
$2.4  billion,  up  53%.  That 


HOW  NIKE  PLANS 
TO  SCORE  OVERSEAS 

SOCCER  Paid  top  dollar  to  sponsor  teams 
around  the  world,  including  $200  million  for  Brazil's 
national  team.  Players  will  hawk  Nike  and  its  products 


DATA:  BUSINESS  WEEK 


SLOWDOWN?  With 
characteristic 
bravado,  Nike  has 
set  World  Cup  2002 
as  its  deadline  for 
coming  the  No.  1  supplier  of 
soccer  footwear,  apparel,  and 
equipment  in  the  world.  It 
won't  be  easy.  Adidas  has 
come  back  to  life  in  the  past 
three  years,  with  sales  climb- 
ing 35%  last  year,  to  about  $3  billion. 
And  Adidas  still  retains  sponsorship  of 
many  top  teams  and  players,  including 
the  national  teams  of  Germany,  Spain, 
and  France.  "It's  going  to  be  a  little 
harder  than  the  folks  in  Beaverton  think 
it  will  be  to  take  over  the  whole  world," 
says  Peter  Moore,  senior  vice-president 
for  global  soccer  and  rugby  at  Reebok 
International  Ltd.  "And  it's  going  to 
take  more  than  just  writing  big  fat 
checks." 

Next  year,  at  World  Cup  1998  in 
France,  Nike  plans  an  array  of  media 
campaigns,  product  launches,  and  team 
endorsements  to  prove  to  a  non-U.  S. 
audience  that  Nike  is  more  than  just  a 
hip  symbol  of  America's  sports  culture. 
World  Cup  1998,  sponsored  officially  by 
Adidas,  is  expected  to  draw  a  cumula- 
tive audience  of  37.5  billion  when  each 
day's  viewers  are  added  together.  "This 
is  going  to  be  our  coming-out  party," 


EVENTS  AND  MARKETING  Launched  Nike  Sports 
Entertainment  in  1996  to  create  events  world- 
featuring  its  stable  of  sponsored  super- 
s,  such  as  this  year's  golf  tournament  in 
pan  with  Tiger  Woods. 

DISTRIBUTION  Spent  more  than  $140 
million  consolidating  and  upgrading 
European  distribution  operations.  New 
centers  are  being  built  in  Japan, 


signs  of  slowing."  For  many  of  the 
biggest  retailers,  Nike  products  repre- 
sent more  than  half  their  business.  When 
they  slow  down,  Nike  slows  with  them. 

So  if  Nike  is  to  meet  its  own  bold 
sales  projections,  growth  will  have  toj 
come  from  overseas.  In  1996,  Knight 
told  investors  that  his  then-$6  billion! 
company  would  double  revenues  within 
five  years.  At  more  than  $8  billion  today 
Nike  is  largely  looking  abroad  to  deliver 
on  Knight's  promise.  Nike 
now  has  a  27%  share  o 
the  international  athletic1 
footwear  market,  well  be- 
low its  43%  domestic 
share,  according  to  Sport- 
ing Goods  Intelligence 
"There  isn't  any  market 
outside  the  U.  S.  where! 
we're  anywhere  near  our  ul-l 
timate  goal,"  says  Clarke.  H 
predicts  that  Nike's  $3.5  bil 
lion  in  international  sales 
which  make  up  about  40%  o 
total  revenue,  will  surpas 
domestic  sales  by  the  tun 
of  the  century. 

Nike  is  only  just  begnininj 
to  make  its  mark  in  soccer 
Clarke  thinks  the  sport  coulc 
one  day  account  for  a  quarte 
of  Nike's  revenues,  up  fron 
less  than  3%  today.  So  fa) 
this  year,  men's  basketbal 


Korea,  and  AustrahaL _  footwear-  has  brought  in 


HIRING  Built  overseas  staff  of  6,100, 
38%  of  Nike's  total  workforce.  More  than 
half  its  global  staffers  have  been 
hired  since  1993. 


surge  comes  as  a  re- 
sult of  U.S.  retail- 
ers stocking  then- 
new  stores  as  well 
as  strong  demand 
overseas.  But 
next  year,  analysts 
expect  growth  will  ''VM 
slacken  to  5%  in  the 
U.S.  as  the  industry 
faces  a  substantial  space 
glut.  "Some  of  these  openings  will  get 
scaled  back,"  says  John  Horan,  publish- 
er of  Sporting  Goods  Intelligence,  a  Glen 
Mills  (Pa.)  industry  newsletter.  "Some- 
body is  going  to  have  to  blink." 

Retailers  already  have  started  to  sig- 
nal tough  times  ahead.  Nike  stock 
dropped  10%  in  two  days,  to  52%,  when 
Footstar  Inc.,  which  operates  the  492- 
store  Footaction  chain,  told  investors  on 
Apr.  17  that  "recent  sales  trends  and 
the  athletic  sector-  in  general  have  shown 


million  and  running  footwea 
an  additional  $650  million 
while    soccer   shoes  hav< 
racked  up  a  mere  $60  million 
GRITTY  ADS.  To  alter  tha 
reality    Nike    has  beei 
spending  enough  mone, 
to  make  Michael  Jordai 
swoon.  In  Decembei 
it    paid    a  record 
etting  $200  millio: 
to  snag  sponsorshi] 
of  Brazil's  nations 
team,    the  199 
World  Cup  champ* 
And   on   Apr.  3( 
Nike  kicked  off 
worldwide  socce 
tour  that  will  feature  top  teams. 

In  a  company  known  for  its  gritty  ac 
vertising,  soccer  has  been  the  center 
piece  for  some  of  the  most  expensive- 
and  controversial — ad  campaigns 
Nike's  history.  Last  year;  in  a  commercii 
that  set  a  company  record  for  cost,  Nik1 
flew  eight  of  the  sport's  hottest  player 
from  their  home  countries  to  Tunisk 
The  ad,  which  ran  worldwide,  pitted  th 
athletes  against  the  devil.  Like  many  c 
Nike's  ads,  it  drewT  a  spate  of  angry  lei 
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Staffing  Solutions  Beyond  The  Usual  Tom,  Dick  And  Harry. 
Especially  When  You  Need  Wolfgang,  J uanita  And  Hiroshi. 


The  global  village  is  a  reality. 
Business  is  no  longer  just 
done  interstate.  It's  done 
internationally.  And  you 
need  a  staffing  partner  who 
is  already  there.  That's  where 
Management  Recruiters 
International  Global  Human 
Resource  Network  comes  in. 
With  over  4,000  recruiters 


in  more  than  40  countries, 
MRI's  search  professionals 
live  in  and  are  familiar  with 
the  local  market.  So  they 
know  the  local  currencies, 
customs,  pay  scales  and 
benefit  packages.  And  most 
importantly,  the  process 
for  hiring  "nationals"  where 
you  do  business. 


From  Europe  and  Australia    Sales  Consultants 
to  South  Africa  and  South 
America,  MRI  can  help  Management 
you  find  talented  people  Recruiters 
wherever  you  do  business. 

For  more  information,  CompuSearch 
call  800-875-4000 
or  visit  our  website  at       OflficeMates  5 
www.mrinet.com. 


M^l  Intelligent  Staffing  Solutions. 


www  mnnet.com 


The  Corporation 


ters  from  viewers  offended  by  the  basic 
concept. 

As  usual,  Nike  strives  for  maximum 
bang  for  its  marketing  buck,  even  if 
that  means  flouting  the  conventions. 
During  last  year's  European  champi- 
onships, for  instance,  Nike  bought  up 
all  the  billboards  around  stadiums  where 
matches  were  held,  effectively  under- 
mining the  event's  official  sponsor,  Um- 
bro.  David  Jones,  director  of  market- 
ing at  Umbro  USA,  based  in  Greenville, 
S.  C,  says  Nike  seems  to  be  more  con- 
cerned with  ubiquity  than  with  coming 
up  with  better  soccer  shoes  and  equip- 
ment. "Some  people  focus  on  their  mar- 
\ 


inked  with  Major  League  Soccer  in  the 
U.  S.  calls  for  Nike  to  spend  an  esti- 
mated $3.75  million  a  year  to  sponsor  5 
of  the  league's  10  teams,  and  it  includes 
a  provision  that  allows  Nike  to  maintain 
sponsorship  of  at  least  half  the  teams  in 
the  league  as  it  expands. 

Those  efforts,  though,  are  dwarfed 
by  the  deal  Nike  signed  with  the  cov- 
eted Brazilian  national  team.  Brazil  was 
under  contract  to  wear  Umbro  uniforms 
until  1999.  But  that  didn't  stop  Nike 
from  courting  individual  players  and  of- 
ficials from  the  Brazilian  soccer  federa- 
tion. At  first,  the  situation  was  fairly 
stable  as  Nike  signed  a  few  players  to 

ket  by  spreading  a 
mile  wide  and  an  inch 
deep,"  says  Jones. 

Buying  a  sponsor- 
ship is  one  thing; 
gaining  widespread 
acceptance  for  your 
products  is  another. 
Nike  hopes  to  con- 
quer the  soccer  field 
with  the  same  kind  of 
technical  superiority 
that  made  it  famous 
in  running  and  bas- 
ketball. There,  it  pio- 
neered such  innova- 
tions as  air-filled 
soles.  When  Nike 
couldn't  find  equip- 
ment for  testing  the 
best  stud  configura- 
tions and  traction  in 
cleated  soccer  shoes, 

for  example  it  dedd-  p^Q  Nike's  tactics  sometimes  heavy-handed? 

ed  to  build  its  own.  l' 

-more  chips."  Nike  perhaps.  But  competitors  concede  they're 

needs  the  edge;  its  r  L  v 

effective-and  could  make  Nike  king  of  soccer 


new  product  offerings 
have  yet  to  earn  the 
respect  of  many  in 
the  soccer  establish- 
ment. Many  pro  play- 
ers continue  to  get  their  equipment 
from  such  companies  as  Umbro,  Puma, 
and  especially  Adidas,  which  has  been 
part  of  the  sport  for  decades.  "We  don't 
think  anybody  can  get  near  to  us  on 
the  product  side,"  says  Peter  Csanadi, 
an  Adidas  spokesman. 

But  whether  they  wear  Nike  shoes  or 
not,  there  won't  be  a  soccer  player  or 
fan  in  the  world  oblivious  to  Nike's  con- 
nection to  the  sport,  if  the  company  has 
its  way  "The  big  advantage  Nike  has  is 
that  it  sits  down  with  more  chips  than 
anyone  else,"  says  Steinbrecher.  Once 
Nike  got  the  U.S.  team,  it  went  after 
Italy's  elite  club  In  a  sealed-bid  process, 
Nike  landed  thi  team  for  an  estimated 
$20  million,  a  rec  rd  at  the  time.  A  deal 


NIKE'S  CLARKE:  "YOU  NEVER  OVERPAY  FOR  THINGS  THAT  ARE  GOOD" 


wear  its  shoes  on  the  field.  But  when 
they  began  to  appear  in  Nike  ads  last 
year  wearing  Umbro  jerseys,  Umbro 
cried  foul. 

Undaunted,  Nike  made  Brazil  an  of- 
fer it  couldn't  refuse:  $200  million  for  a 
10-year  deal  that  included  appearances 
in  Nike-produced  exhibition  matches  and 
community  events.  In  addition,  Nike 
agreed  to  pay  Umbro  an  undisclosed 
amount  to  cover  the  remaining  two 
years  on  its  contract.  Says  Clarke,  who 
compared  the  deal's  value  to  that  of 
Nike's  most  famous  endorser,  Michael 
Jordan:  "You  never  overpay  for  things 
that  are  good.  This  is  our  most  impor- 
tant international  deal." 

Others  in  the  industry,  however,  say 


Nike's  tactics  were  heavy-handed.  "Nik 
is  going  in  and  almost  encouraging 
teams  to  break  contracts,"  says  Jame 
T.  Gorman,  president  of  Puma  Norti 
America  and  a  former  Nike  executive 
But  he  has  little  doubt  the  tactics — am 
Nike's  marketing  acumen — will  wort 
"Nike  will  control  the  soccer  world,"  h 
says. 

Not  that  Nike's  competitors  are  sim 
ply  stepping  aside.  Germany's  revital 
ized  Adidas  is  looking  outside  its  horn 
turf.  It  now  sponsors  three  U.  S.  socce 
teams  and  has  featured  some  of  th 
players  in  commercials  that  it  runs  hen 
It  also  plans  to  make  a  big  splash  a 
next    year's  Worl 
Cup,  where  it  hold 
licensing  rights  to  se 
official  soccer  ball 
and    apparel.  An 
Reebok,  which  is  ag 
gressively  pursuin 
global  soccer  franchi 
es,  has  signed  deal 
with  at  least  30  pre 
fessional  clubs.  "Th 
'90s  have  become  th 
international  dog 
fight,"  says  Reebok 
Moore. 

Nike's  freewheel 
ing  spending  habit 
have  dazzled  th 
soccer  world.  Al 
though  competitor 
and  analysts  questio 
whether  it  can  mee 
its  goal  of  dominat 
ing  the  sport  in  fiv 
years,  few  doubt 
will  become  a  majo 
force.  Nike  says  it 
open-wallet  strateg 
isn't  random  or  frivc 
lous.  Bodecker  point 
to  a  1995  Hong  Ron 
meeting  at  which 
of  13  regional  Nike  managers  througl 
out  Asia  listed  soccer  as  the  key  t 
gaining  market  share  in  their  area; 
Still,  though  its  international  socce 
sales  have  grown  steadily,  they  are  nc 
yet  nearly  enough  to  offset  the  hug 
investments  Nike  is  making.  And  th 
company  must  also  grapple  with  rc 
curring  charges  that  its  foreign  labo 
practices  are  inhumane — allegation 
Nike  denies. 

Whether  Nike  elbows  its  way 
No.  1  by  2002  or  not,  its  competitor 
can  be  sure  of  one  thing.  Their  new  r 
val  is  not  likely  to  rest  until  it  hear 
soccer's  sweetest  word:  Gooooooal! 

By  Linda  Himelstein  in  Beavertot 
Ore.,  urith  bureau  reports 
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INTERNATIONAL  FUNDS:  2/3  OF  ALL  INVESTMENT  OPPORTUNITIES  ARE  OUTSIDE  THE  U.S. 


ALL  ACROSS  EUROPE,  TRADE  BARRIERS 
ARE  COMING  DOWN 
AND  COMPETITION  IS  HEATING  UP. 

MAKE  THE  MOST  OF  IT 
WITH  FIDELITY'S  EUROPEAN  FUNDS. 


Banks  in  three  nations  compete  for 
a  project  in  Holland.  French  TV 
stations  vie  for  Scandinavian 
audiences.  Every  day,  economic 
competition  in  Europe  is  heating 
up.  How  can  you  diversify  your 
portfolio  by  investing  in  this 
active  region?  With  Fidelity  as 
your  partner,  its  simple.  Because 
of  our  worldwide  research,  our 


investment  professionals  know 
the  markets  firsthand.  They  visit 
the  companies,  kick  the  tires,  and 
use  that  information  to  individually 
select  every  security  for  our  funds. 
Remember,  foreign  investments 
involve  greater  economic,  political, 
and  currency  fluctuation  risks, 
which  can  be  significant  for  funds 
that  focus  on  a  single  country  or 


SELECTION  OF  FIDELITY'S  INTERNATIONAL  FUNDS 


1  Year 

5  Year 

10  Year 

or  Life  of  Fund 

Europe  Fund 

21.86% 

13.78% 

11.80% 

Europe  Capital  Appreciation  Fund 

22.12% 

N/A 

14.34%* 

France  Fund 

21.68% 

N/A 

20.89%* 

Germany  Fund 

14.90% 

N/A 

13.95%* 

Nordic  Fund 

37.44% 

N/A 

29.55%* 

United  Kingdom  Fund 

24.75% 

N/A 

21.64%* 

region.  Of  course,  past  performance 
is  no  guarantee  of  future  results, 
and  you  may  have  a  gain  or  loss 
when  you  sell  your  shares. 


CALL  NOW  FOR 
YOUR  FREE  TARGETED 
INTERNATIONAL 
FUND  KIT, 

and  consider  these 
funds  for  your  IRA. 


December  1996  Average  Annual  Returns1 


1-800-544-0109 


www.fidelity.com 


Fidelity 


Investments 


FIDELITY  INVESTMENTS* 


TDD  SERVICE:  1-800-544-0118  for  the  deal  and  hearing-impaired  9  a.m. -9  p.m.  ET.  NETWORK 

For  more  complete  information,  including  charges  and  expenses,  call  for  a  free  prospectus.  Please  read  it  carefully  before  you  invest  or  send  money. 

'Average  annual  total  returns  for  the  penod  ending  12/31/96  are  historical  and  include  changes  in  share  pnce,  and  reinvestment  of  dividends  and  capital  gains, 
and  the  effect  of  the  funds'  3%  sales  charge  Share  prices  and  returns  will  vary.  Europe  Fund  and  Europe  Capital  Appreciation  Fund  have  a  redemption  fee  of  1.0% 
on  shares  held  less  than  90  days.  France  Fund,  Germany  Fund,  Nordic  Fund  and  United  Kingdom  Fund  have  a  redemption  fee  of  1.5%  on  shares  held  less  than  90 
days.  "Life  of  Fund  as  of  fund  inception  date  is  12/21/93  for  Europe  Capital  Appreciation  Fund,  11/1/95  for  France  Fund,  11/1/95  for  Germany  Fund,  11/1/95  for 
Nordic  Fund  and  11/1/95  for  United  Kingdom  Fund  Fidelity  Distributors  Corporation  FundsNetwork  is  a  service  provided  by  Fidelity  Brokerage  Services,  Inc. 
Member  NYSE,  S1PC.  2d/26912.001 


Each  and  every  day,  thousands  of 
businesses  build  their  sites  on 
the  Internet  and  wonder:  When 
does  the  excitement  begin? 
Where  are  the  new  customers, 
the  improved  relationships, 
the  lower  overhead?  Surprise, 
nrprise.  You  cant  expect  it  to 
happen  automatically. 


^ppeee 
were  on  the 

Internet! 
now  what?' 

solution 


It  takes  a  solution.  The  good  news 
is,  a  call  to  IBM  can  help  put 
things  in  motion.  IBM  Internet 
solutions  provide  a  unique 
combination  oi  technology, 
professional  services  and 


know-how  that  can  bring  new 


value  to  just  about  every  kind 
of  business,  making  the  most  of 
existing  investments.  Here  are 
some  of  our  customers  who 
are  already  reporting  results: 

Japan  Airlines:  uses  Internet 
reservations  to  boost  revenue 
by  $4  million. 

NHL":  online  store  attracts  more 
than  a  million  hits  per  month. 

Arena  di  Verona:  expands  opera 
audience  using  online  ticketing. 

Supervox:  French  wholesaler 
finds  an  $8  million  opportunity 
in  previously  untapped  market. 

Find  out  how  the  Internet  can 
transform  your  business. 
Visit  us  at  www.ibm.com/ 
internetsolutions  or  call  us  at 
1  800  IBM-7080.  ,-xt.  \C01, 
to  enroll  in  our  free  seminar. 


Solutions  for  a  small  planet  * 


Finance 


BANKING 


IS  NICE,  BIG,  DULL' 
GOOD  ENOUGH? 

NBD  is  bringing  its  conservative  style  to  First  Chicago 


Ian 


Early  last  year,  not  long  after  First 
Chicago  Corp.  and  Detroit's  nbd 
Bancorp  Inc.  completed  their  $5 
billion  merger,  senior  managers 
sat  down  at  a  suburban  Chicago  con- 
ference site  to  get  to  know  one  another 
better.  Apart  from  being  Midwestern 
bankers,  their  banks  might  have  been 
from  different  planets.  Although  hurt 
in  the  1980s  and  early  '90s  by  lending 
and  trading  problems,  First  Chicago  had 
long  been  regarded  as  the  preeminent 
international  bank  between  the  coasts. 
First's  e.\  >cs  viewed  their  Detroit  side- 
kicks as  little  more  than  rubes  running 
a  second-tier  outfit,  nbd  saw  their  new 
colleagues  as  East  Coast-style  gun- 
slingers.  And  they  had  very  different 


agendas:  nbd  wanted  to  ex- 
pand beyond  its  region,  while 
First  wanted  to  avoid  being 
taken  over. 

Such  cultural  disparities 
have  capsized  many  mergers. 
A  condition  of  the  deal  was 
that  Verne  G.  Istock,  nbd's 
chairman  and  ceo,  would  suc- 
ceed First's  chairman  and  CEO  Richard 
L.  Thomas  upon  his  retirement  last 
May.  But  it  was  only  after  months  of 
temporizing  that  nbd — a  bank  two- 
thirds  the  size  of  First  Chicago — really 
began  running  the  show. 

Challenges  facing  First  Chicago  NBD 
Corp.,  as  the  new  bank  is  called,  will  be 
a  lot  more  treacherous.  Istock,  a  sturdily 


CEO  ISTOCK 

"I  like  the 
Midwest.  I  know 
the  Midwest.  We 
want  to  dominate 
the  Midwest" 


T.J-CI 


UZEc 


built,  white-haired  lifelong  banker, 
embarking  on  a  strategy  that  might  t 
called  Fortress  Midwest.  He  wants  I 
expand  First's  already-dominant  shaii 
among  lucrative  midsize  companies 
his  region.  Says  Istock,  in  his  typical 
plain-speaking  fashion:  "I  like  the  Mi 
west.  I  know  the  Midwest.  We  want 
dominate  the  Midwest." 

That  approach  is  a  throwback  to  A 
era  when  banking  laws  helped  ban' 
secure  pieces  of  geography.  But  tho: 
walls  have  been  reduced  to  rubbl 
Istock  now  faces  sharply  rising  comp' 
tition  from  a  battery  of  other  banli 
hawking  products  to  the  same  coi 
sumers  and  midsize  businesses  th; 
comprise  some  41%  of  First's  income. 
RIGID  FOCUS.  The  easygoing  Istock  saj 
he  is  unfazed  by  these  threats.  He  mix* 
a  populist  touch  with  a  sense  of  deterrr 
nation  and  realism  about  the  challenge  »  V 
ahead.  He  revels  in  client  calls,  and  wh« 
in  town  often  ventures  for  lunch  frol 
his  L-shaped  ninth-floor  office  to  the  er, 
ployee  cafeteria  four  floors  below. 

Istock  is  pursuing  a  stolid,  risk-avers 
style  with  a  rigid  focus  on  a  limite  I 
number  of  products  and  customt 
areas.  Some  old  First  Chicago  waj 
crack  that  nbd  stands  for  "Nice,  Bi 
Dull."  But  to  Istock,  who  worked  h 
way  up  from  nbd  credit-officer  traine 
"there's  nothing  wrong  with  being  bo 
ing  if  you  can  produce  results." 

For  now,  he  is  producing.  In  199 
First's  profits  rose  25%,  to  $1.4  billio 
and  its  anemic  return  on  equity  sh< 
up  from  14.5%  to  17%.  The  rub:  behin 
those  figures  were  stock  buybacks,  $2( 
million  in  cost  cuts,  and  shucking  $S 
billion  of  low-yielding  assets.  Re^ 
enues — key  for  long-term  viability 
grew  a  so-so  7.7%  in  1996  and  6.8% 
the  first  quarter,  including  securitizf  •< 
tion.  But  the  stock,  though  returnin  [ IV,  he; 
41%  in  1996 — about  average  for  the  ii 
dustry,  has  returned  2.8%  this  year,  b< 
low   the   group.  Analys 
Thomas  H.  Hanley  of  ue  ' 
Securities  Inc.  likes  First  p 
strategy  but  warns:  "If  ther 
stumble,  the  bank  will  b  $ 
bought  in  a  hostile  deal 
Says  Istock:  "In  a  consol 
dating  industry,  you  are  a 
ways  vulnerable,  but  I  don 
worry  about  it." 

What  he  is  worrying  about  is  boostin  ' 
revenue  growth.  One  major  targes 
First's  stellar  credit-card  unit,  the  n; 
tion's  fifth-largest,  with  $17.5  billion  i 
receivables.  Last  year,  it  posted  a  health  |t 
32%  return  on  equity.  But  now,  the  un  ;' 


s'S 


lit  Fir 


lie 


is  suffering  falling  margins,  higher  loss© 
and  tougher  competition.  Executives- 


pplaj 
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;r  to  buy  card  portfolios  from  other 
ers — are  confident  that  returns  can 
ie  in  the  still-healthy  20%-25%  range, 
it's  more,  Istock  sees  new  growth 
ipects:  By  effectively  massaging  the 
2  credit-card  database,  he  wants  to 
new  insurance  products,  hoping  to 
;t  earnings  from  $54  million  in  '96  to 
I  million  by  2000. 

r  PROSPECTS.  Another  problem  is 
t's  large  corporate  bank,  which  de- 
i  repeated  revampings  has  not  over- 
come low  margins 
and  ruthless  com- 
petition. Istock 
plans  to  shrink  the 
unit's  capital  by 
25%  to  30%  in  the 
next  two  years  and 
dump  unprofitable 
product  lines  and 
customers.  His 
goal:  boost  unit  re- 
turns to  15%  by 
1998  from  1996's 
paltry  8%.  First 
execs  see  the  best 


1ST  UP 

>  dominant 
market  share 
iff  super- 
interlopers 

'evenue 

/  stepping  up 

g  efforts 

margin  corpo- 
i  by  shrinking 
lumping 
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JZE  credit- 
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to  develop 
e  products 

liances  with 
incial  institu- 
;et  such  ser- 
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I  other  Mid- 
ks  to  forestall 
I  takeover  bait 
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middle  market  by 
pushing  corporate 
products  such  as 
trade  finance  down- 
market and  selling 
such  First  products 
as  cash  manage- 
ment to  old  NBD 
clients.  And  Istock 
will  offer  invest- 
ment banking  ser- 
vices through  an 
alliance  with 
Robert  W.  Baird  & 
Co.  of  Milwaukee, 
ut  First's  Fortress  Midwest  strate- 
is  still  vulnerable  to  forays  by  ri- 
.  "We  have  a  hit  list  of  First  Chica- 
customers  who  are  not  getting 
>er  attention,"  says  Marcus  W.  Ache- 
IV,  head  of  Bank  of  America's  Mid- 
t  commercial-banking  unit. 
Jiy  slippage  could  be  peiilous.  Istock 
rly  would  like  to  buy  other  banks. 
mg  the  prospects:  St.  Louis'  Mer- 
ile  Bankcorp,  Milwaukee's  Firstar, 
/eland's  National  City,  and  Pitts- 
?h's  pnc  Bank.  But  the  new  First 
d  become  just  as  vulnerable  as  the 
if  it  can't  raise  its  returns.  Such  banks 
JationsBank  Corp.  and  BankAmerica 
often  mentioned  as  possible  acquirers, 
cedes  former  first  Chairman  Thomas: 
D  placed  a  much  higher  value  on  the 
•eholder  over  the  years  than  First." 
v  the  question  is:  Can  Istock  do  the 
e  thing  on  a  larger  scale — showing 
city  slickers  a  thing  or  two?  Or  will 
)e  forced  to  turn  the  bank  over  to  a 
jer  player  to  deliver? 
By  Richard  A.  Melcher  in  Chicago 


COMMENTARY 


By  Dean  Foust 


WHY  SALLIE  MAE 
DOESN'T  NEED  A  MAKEOVER 


Even  if  you  think  you've  never 
heard  of  it,  the  Student  Loan 
Marketing  Assn. — better  known 
as  Sallie  Mae — probably  helped  put 
you  through  college.  Created  by  Con- 
gress to  provide  liquidity  to  the  stu- 
dent-loan market,  the  Washington- 
based  company  buys  nearly  half  of  all 
student  loans  made  by  banks.  While 
Sallie's  ties  to  Uncle  Sam  help  keep 
borrowing  costs  low,  it  nonetheless 
wants  to  trade  in  its  government 
charter  for  the  flexibility  that  comes 
with  being  a  wholly  private  company. 

But  Sallie  Mae's  push  for  privatiza- 
tion has  stirred  up  a  food  fight  that 
would  be  the  envy  of  any  campus  din- 
ing hall.  While  Sallie's  ceo,  Lawrence 
A.  Hough,  wants  largely  to  provide 
more  financing  and  back-office  ser- 
vices to  colleges,  a  vocal  band  of  dis- 
sidents is  pushing  a  more  radical 
agenda:  Sallie  Mae  should  compete 
head-on  with  banks  in  making  stu- 
dent loans,  a  move  they  claim  would 
sharply  boost  profits.  The  dissidents 
are  offering  their  own 
privatization  plan — and 
slate  of  directors — in 
hopes  of  wresting  con- 

"  On  paper,  the  moves  look 
promising.  But  the  fact  is, 
you  can't  compete  with 
your  customers  " 

JEFFREY  BRACKER 

University  of  Louisville 

trol  of  Sallie's  board  at  shareholder 
meetings  in  May. 

Albert  L.  Lord,  the  former  chief 
operating  officer  who  leads  the  dissi- 
dents, argues  that  as  a  secondary 
market  maker,  Sallie  Mae  is  foolishly 
ceding  25%  to  40%  of  the  income 
stream  from  each  loan  to  banks.  After 
cutting  checks  to  students,  he  notes, 
banks  later  flip  the  loans  to  Sallie 
Mae — which  earns  its  share  the  hard 
way,  by  collecting  payments  for  years 
to  come. 

Lord  contends  that  with  $46  billion 
in  assets  supported  by  state-of-the-art 
servicing  centers,  the  company  could 
underprice  most  banks.  Sallie  Mae  "is 
giving  up  way  too  much  margin  to 


bankers,"  he  says.  "Why  go  private  if 
you  don't  want  to  originate  loans?" 

The  reason:  Sallie  Mae  has  little,  if 
any,  name  recognition  with  students, 
and  building  a  consumer  brand  name 
would  be  prohibitively  expensive. 
More  serious  is  the  age-tested  maxim 
that  companies  cannot  serve  two  mas- 
ters. For  all  its  clout,  even  Intel 
Corp.  scaled  back  its  PC  manufactur- 
ing after  customers  such  as  Compaq 
Computer  Corp.  threatened  to  throw 
more  business  to  rival  chipmakers. 
And  PepsiCo  Inc.'s  plans  to  spin  off 
its  restaurant  division  later  this  year 
is  an  admission  that  its  fast-food  foray 
hurt  its  soft-drink  sales.  "On  paper, 

"  Sallie  is  giving  up  too 
much  margin  to  bankers. 
Why  go  private  if  you  don't 
want  to  originate  loans?  " 

ALBERT  LORD 

Leader  of  the  dissident  shareholders 


the  moves  look 
promising.  But 
the  fact  i.-.,  you 
■  T  can't  compete  with  your  cus- 
tomers," notes  University  of 
Louisville  professor  Jeffrey  Bracker. 

If  Sallie  tried  to  originate  and 
make  a  secondary  market  in  student 
loans,  banks  would  desert  it  in 
droves — selling  their  loans  to  other 
secondaiy  lenders,  securitizing  them, 
or  simply  holding  them.  "If  you're  go- 
ing to  compete  with  me,  how  can  you 
call  yourself  a  partner?"  asks  a  senior 
exec  of  a  large  bank.  "There  would  be 
an  exodus  of  banks  from  Sallie  Mae." 

Lord's  strategy  may  sound  sexier, 
but  Hough's  is  more  sensible:  By 
partnering  with  the  likes  of  Chase 
Manhattan  Corp.  and  Citibank,  Sallie 
Mae  benefits  from  their  hefty  adver- 
tising budgets.  And  Sallie  Mae  has 
boosted  its  share  of  loans  not  made 
by  the  government  to  42%,  from  39% 
since  1994.  Why?  Because  banks  have 
the  comfort  of  knowing  that  Sallie 
Mae  is  a  supporting  player — not  a 
protagonist. 

Dean  Foust  covers  financial  insti- 
tutions from  Washington. 


BUSINESS  WEEK  /  MAY  12,  1997  85 


e  r  t  hall 


A  fen  a  Stage  Movie  theater  N  i  g  h  t  c  I 
In  all  the  places  great  sound  is  essential,  you'll  find  the  world's  finest  audio  equipn 


harman/kardon 


^Infinity 


HEAR        U    S.  EVERYWHERE. 


Harman  International 


r  Com 


I  i  v  i  n  q    r  o 


\  to  you  by  JBL,  Harman  Kardon  and  Infinity -the  brands  of  Harman  International. 


m  e  t 


www.harman.com 


Finance 


MONEY  MANAGEMENT 

EASY-DOES-IT 
INVESTING 

Paradigm's  spin  on  index 
funds  wins  over  big  clients 

James  E.  Francis,  president  and  ceo 
of  Paradigm  Asset  Management 
Co.,  doesn't  promise  much  when  he 
bids  for  a  pension  plan's  business.  His 
goal  is  to  beat  a  benchmark  index  by  1 
to  1.5  percentage  points  a  year.  That 
may  not  sound  like  a  lot,  but  many 
money  managers  fail  to  achieve  it.  It's 
what  helps  make  Paradigm  one  of  the 
hottest  institutional  investment  shops 
around. 

Paradigm,  which  Francis  started  in 
1990,  is  one  of  a  handful  of  money  man- 
agers offering  "enhanced  style"  portfo- 
lios, a  cross  between  a  "passive"  index 
fund  and  traditional  "active"  managers. 
Like  index  funds,  these  portfolios  keep 
trading  to  a  minimum  and  management 
fees  low.  But  unlike  with  index  funds, 
managers  of  enhanced  style  funds  take 
small  bets  with  measured  risks  to  beat 
their  bogey.  "There's  a  lot  of  interest 
in  passive  forms  of  management  be- 
cause of  the  poor  performance  of  active 
management,"  says  David  Jack,  a  vice- 
president  at  Wilshire  Associates  Inc.,  a 
firm  that  advises  large  pension  plans. 
ON  THE  CREST.  Paradigm  is  riding  the 
crest  of  that  wave  of 
interest.  In  November, 
the  firm  was  chosen  by 
the  San  Francisco  City 
and  County  Employees' 
Retirement  System  to 
manage  $280  million.  A 
new  $220  million  ac- 
count, expected  to  be 
announced  soon,  will 
push  total  assets  under 
management  to  $1.4  bil- 
lion (chart).  Francis 
says  he  has  his  eye  on 
10  big  funds  that  are 
looking  to  hire  en- 
hanced style  manager's.  "We  could  hit  $3 
billion  this  year,"  he  says.  "We've  got 
momentum." 

Paradigm  could  not  vie  for  clients 
against  megamanagers  like  Barclays 
Global  Investors  and  Goldman  Sachs 
Asset  Management  without  a  track 
record.  For  the  five  years  ended  Dec. 
31,  it  finished  in  the  top  20%  of  large- 
cap  growth  managers  and  the  top  20% 


MOVING  UP  FAST 
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PARADIGM'S  ASSETS 
UNDER  MANAGEMENT 

ALL  FIGURES  AS  OF  DEC.  31, 
EXCEPT  1997  YEAR  TO  DATE 
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"  '91     '92    '93  '94 
A  BILLIONS  OF  DOLLARS 

DATA  PARADIGM  ASSET  MANAGEMENT 


of  large-cap  value  managers,  according 
to  Nelson's  World's  Best  Money  Man- 
agers. What  also  sells  Paradigm  is  Fran- 
cis himself,  says  Lawrence  E.  Davanzo, 
managing  director  of  Asset  Strategy 
Consulting,  which  advised  the  San  Fran- 
risen  fund  when  it  hired  Paradigm. 
"He's  young,  he's  a  builder,  and  he's  en- 
thusiastic, and  people  respond  to  that." 

Paradigm  doesn't  do 
research  on  the  com- 
panies in  which  it  in- 
vests, but  it  closely 
watches  those  who  do. 
For  each  style,  such  as 
large-cap  value,  Para- 
digm first  identifies  five 
to  seven  "smart"  fund 
managers,  and  from 
their  regulatory  filings 
assembles  a  universe 
of  400  to  600  stocks. 
The  next  step  is  to  rim 
this  universe  through 
a  "factor  model,"  a 
computer  program  that  identifies  the 
economic,  fundamental,  and  industry 
characteristics  of  the  stocks.  "It's  those 
characteristics  that  drive  the  return," 
he  explains.  Then  Francis  uses  an  opti- 
mization program  to  build  a  150-stock 
portfolio  with  those  traits  from  that  pool. 
Portfolios  are  rebalanced  quarterly,  and 
no  stock  makes  up  more  than  1.5%. 
While  Paradigm  has  exceeded  its 


goals  with  larg 
cap  portfolio 
small-caps  ha\ 
been  more  difficul 
From  1991  to  199 
Paradigm's  smal 
cap  value  portfol 
lagged  the  Russe 
2000  Value  Inde 
by  nearly  six  pe 
centage  points 
year,  while  smal 
cap  growth  be; 
its  hurdle  by  aboi 
the  same.  Franc 
says  he  has  adjus  |»' 
ed  the  screenin 
process,  and  sine 
late  1994,  small-ca 
value  performanc 
is  making  its  goal 
Francis,  35,  wl 
is  married  and  hi 
two  preschool-ag 
children,  is  a  nati\| 
of  Dayton,  Ohio 
finance  major 
Atlanta's  Mor<| 
house  College,  h 
worked  in  marke 
ing  for  ibm  afte 
graduation  in  19<84.  He  then  had  stints  i 
Shearson  Lehman  Brothers  Inc.  and  Oj 
penheimer  &  Co.  before  joining  inves 
ment  bank  M.  R.  Beal  &  Co.  in  1988  t 
launch  a  money  management  unit. 

Francis  says  he  was  impressed  b 
studies  showing  that  no  more  than  10' 
of  a  portfolio's  return  comes  from  stoc 
selection.  The  rest  is  derived  from  asse 
industry,  and  style  allocations.  So  h 
built  a  system  that  would  emphasiz 
portfolios,  not  individual  stocks.  Bu 
since  he  still  needed  stocks  to  feed  int 
the  systems,  he  got  the  idea  of  usin 
what  was  already  in  the  public  recon 
"Those  holdings  represent  the  work  ( 
Wall  Street's  analysts  and  portfolio  mar 
agers,"  says  Francis.  "I'm  just  levera^ 
ing  off  of  that." 

Beal  Investment  Co.,  as  Francis'  un 
was  then  known,  signed  its  first  clien 
Prudential  Insurance  Co.,  in  1991.  Frai 
cis  bought  the  unit  from  Beal  in  199 
and  renamed  it  Paradigm.  Boston-base 
Affiliated  Managers  Group  Inc.  joine 
the  buyout,  taking  a  minority  stak< 
"It's  a  unique  firm,  with  a  great  staf 
and  the  investment  results  are  exce 
lent,"  says  William  J.  Nutt,  AMG's  pres 
dent.  "We're  very  happy." 

As  long  as  Francis  can  deliver  thos 
modest  but  pleasing  returns,  more  bi 
funds  will  be  making  a  Paradigm  shift 
By  Jeffrey  M.  Ladermaf 
in  New  Yor 
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'avored  by  pilots  and  aircrews  since 
952,  the  Old  Navitimer  mechanical 
hronograph  displays  the  classic 
;ood  looks  of  a  1950s-style  time- 
liece,  with  slide  rule  built  into  a 
uggedly  water-resistant  steel  case, 
iarly  Navitimer  models  were  a 
amiliar  sight  in  the  cockpit  of  the 
.ockheed  Constellation,  whose  four 
250-hp  motors  provided  this 
irliner  with  a  range  of  more  than 
,400  miles  at  a  cruising  altitude  of 
ver  16,000  feet. 
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NSTRUMENTS      FOR  PROFESSIONALS 


COMPAQ. 


iere  Comes  A  Point  When  Every  Company  Has  To  Look 
Itself  In  The  Mirror  And  Say  One  Word:  Server. 


PCs  linked  together  no  longer  provide  the  resources  you  need  to  run  your  business.  Which  is  why  we're  introducing  the 
lpaq  ProSignia  200.  It  creates  a  robust  computing  environment  that  enables  you  to  share  information  and  resources  over  a 
rark.  Even  as  you  connect  more  and  more  people  together — e-mail,  access  to  files  and  printing  take  mere  seconds,  making 


employees  more  productive.  And  your  business  more  competitive. 


How  much  would  you  spend  to  have  this?  How  about  the  price  of  a  desktop?  The  ProSignia  200  is  the  first  true  server 
med  for  your  growing  business.  It  has  superior  price: performance,  industry  leading  manageability  and  proven  integration. 
Managing  the  ProSignia  200  doesn't  demand  a  lot  of  time  or  people.  With  SmartStart  and  Insight  Manager,  configuration 


§  f 

management  are  easy  and  always  under  control.  And  Compaq  offers  the  most  extensive  Pre-Failure  J 


■anty,  one  which  reduces  downtime  by  replacing  key  components  when  performance  leve 


.•  levels  dip.  If 


J 

■ 


Tiore  information  on  the  ProSignia  200,  call  vour  local  Compaq  Authorized  Reseller  or  visit  us  at 


v.compaq.com.  The  ProSignia  200.  The  server  for  successful  companies  in  their  formative  years. 


The  ProSignia  200 
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ret..( 


©1997  Compaq  Computer  Corporation  All  rights  reserved  Compaq  registered  U  S  Patent  and  Trademark  Office.  ProSignia  200.  SmartStart.  Insight  Manager  ami  Pre-Failure  Warranty  are  trademarks 
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INSURANCE 


SMALL  STORMS 

MAY  DO  THE  BIGGEST  DAMAGE 

Lesser  risks  could  waylay  insurers  braced  for  mega-disasters 

No  one  in  the  insurance  industry  will 
ever  forget  Hurricane  Andrew.  Its 
130  mile-per-hour  winds  ripped 
across  South  Florida  in  August,  1992, 
tearing  a  $16  billion  hole  in  the  in- 
dustry's balance  sheet.  Ever  since, 
insurance  companies  have  ago- 
nized over  when  the  next  cata- 
clysm would  hit,  seeking  out 
expensive  reinsurance  and 
even  exotic  financial  instru- 
ments   to    protect  them 
against  the  effects  of  a  $20 
billion  mega-catastrophe. 
"The  industry  got  a  pretty 
significant  wake-up  call  from 
Andrew,"  says  Ronald  E.  Fo- 
ley Jr.,  who  heads  risk  man- 
agement at  Travelers/ Aetna  Prop- 
erty Casualty  Corp. 

But  some  on  Wall  Street  and  in 
the  industry  wonder  if  insurers  got  the 
right  message.  Their  focus  on  preparing 
for  the  Big  One  may  make  them  more 
vulnerable  to  smaller,  yet  costly  disas- 
ters. Historically,  companies  have  pur- 
chased plenty  of  reinsurance,  or  cover- 
age from  other  companies,  to  limit  the 
risk  of  a  major  hit.  But  as  reinsurance 
costs  have  soared,  companies  have  been 
cutting  back  their  reinsurance  cover- 
age for  less  onerous  catastrophes. 
Where  reinsurers  picked  up  50%  of  the 
losses  from  Hurricane  Hugo,  that  fell  to 
one-third  by  Andrew — and  by  1994, 
only  20%  of  the  losses  from  the  North- 


Why  Insurers 
Should  Be  Scared 

►  Insurers  are  buying  less  reinsur- 
ance, increasing  their  primary  risk 

>  More  people  are  moving  to 
vulnerable  coastal  areas 

Tropical  weather  patterns 
suggest  a  new  era  of  increased 
hurricane  activity 

Smaller  disasters  are  becoming 
more  common 

DATA:  BUSINESS  WEEK 


ridge  (Calif.)  earthquake 
were  covered  by  reinsur- 
ers. "One  way  to  reduce 
expenses  is  to  stop  [pay- 
ing] premiums  to  reinsur- 
ers," says  John  Cashion, 
executive  vice-president 
of  marketing  at  reinsur- 
ance broker  Willis  Faber 
North  America  Inc. 
more  VOLATILE.  Today,  it 
would  take  an  industry- 
wide loss  of  about  $3  billion  to  trigger 
most  reinsurance  coverage,  vs.  $500  mil- 
lion at  the  time  of  Hugo  in  1989.  In- 
surers "are  protecting  themselves 
against  a  $50  billion  event,  but  it  is  the 
$1  billion  event  that  is  going  to  hurt 
them,"  says  Men-ill  Lynch  &  Co.  analyst 
Michael  Frinquelli.  The  end  result?  In- 
surance company  profits  may  be  more 
volatile  than  people  realize. 

The  new  approach  to  catastrophe 
management  is  about  to  undergo  a  road 
test.  Colorado  State  University  hurri- 
cane expert  William  M.  Gray  predicts 
that  the  1997  hurricane  season,  starting 
on  June  1,  will  be  whipped  by  seven 
hurricanes,  three  with  sustained  winds 
above  100  mph — the  third  consecutive 


Average  yearly 
catastrophic 
losses  have 
gone  from  $775 
million  in  '89  to 
$3.5  billion 


year  of  above  average  hurricane  acti\ 
ty.  Indeed,  weather  specialists  expe 
more  tempestuous  tropical  weather 
disrupt  world  patterns  for  at  least  tl 
next  two  decades.  Already,  the  storri 
that  triggered  the  Biblical-style  floods 
the  Midwest  this  year  are  expected 
set  insurers  back  $265  million — bi 
that's  just  the  cost  of  rain  and  wii 
damage,  since  floods  are  not  coven 
by  most  insurance.  Still,  it  may  he 
push  the  number  of  claims  past  199( 
record  3.8  million,  which  cost  $7.1 
billion. 

CALAMITIES.  Inclement  weath 
already  has  injured  insurer 
Since  Hugo,  catastrophic  los 
l  es  have  jumped  to  more  th; 
$3.5  billion  on  average 
year,  from  $775  million 
1989.  Frinquelli  says  th 
losses  from  catastrophes 
the  1990s  cost  3<2  to  4(2  f< 
every  dollar  of  premium  « 
i  lected,  twice  what  they  co 
■  in   the   1980s.   Take  tl 
fourth-quarter  1996  resul 
for  Chubb  Corp.:  Earning 
per  share  were  a  nickel  sho 
of  analysts'  expectations  b 
cause  many  small  catastroph< 
fell  under  Chubb's  reinsuran< 
afety  net.  Salomon  Brothers  In 
analyst  Michael  A.  Smith  expects  tl 
problem  to  continue 
haunt    1997,    and  hi 
trimmed  his  1997  pro! 
estimate  by  4%.  Saj 
Chubb  Senior  Vice-Pre 
ident  Gail   E.  Devli 
"We  didn't  have  any  b: 
ones.  It  was  a  frequem 
issue." 

Companies  argue  th; 
mergers  are  making  tl 
property-casualty  indu 
try  stronger  and  bett(  'j\ 
capitalized.  Also,  sophi  ly\ 
ticated  computer  modeling  helps  trac 
exposures  better,  to  avoid  excessive  coi 
centrations  in  regions  predisposed  1 
storms  or  earthquakes.  And  some  ii 
surers  are  exiting  the  business  or  cu 
ting  back  sharply  on  the  type  an 
amount  of  business  they  underwrite 
For  instance,  Allstate  Corp.,  which  su 
fered  some  $2.3  billion  in  claims  froi 
Andrew,  has  cut  its  maximum  exposur 
to  Florida  homeowners  to  $1  billion. 

Even  so,  the  accumulating  evidenc 
suggests  that  the  industry  isn't  as  pr< 
tected  as  it  thinks  it  is — and  that  man 
insurers'  balance  sheets  could  sustai 
an  extended  period  of  devastating  ston 
damage. 

By  Tim  Smart  in  New  Have 
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ASI,  a  Division  of  MUK 
Technologies,  LTD. 
Mr.  Michael  T.  Joseph 
Cleveland,  OH 

CAl/Advanced  Solutions 
Mr.  Michael  Oravec 
Wilmington,  DE 

CHAPTEC  Solutions  Company,  Inc 
Mr.  Roger  S.  Webb 
Dallas,  TX 
Houston, TX 

Data  Dynamics,  Inc. 
Mr.  Mike  Crawford 
Shrewsbury,  NJ 

( Granite  Complete  Solutions,  LLC. 
Mr.  Jerry  Ward 
Woburn,  MA 

Holland  Software  Solutions 
Mr.  Walter  Camp 
Jackson,  MS 


We've  got  a  big  idea  for  small  companies. 


Introducing  Certified  Business  Solutions  from  SAP. 

To  make  it  in  business  today,  you  have  to  think  big  even  if  you're  small. 
You  have  to  get  the  most  out  of  your  company.  You  have  to  get  your 
products  to  market  faster.  You  have  to  be  first,  best  and  only  as  far  as  your 
i^q\jJJ_T/q\    customers  are  concerned.  And  to  do  this,  you  need  the 
best  business  software  solution  available. You  need  R/3. 
And  now  Certified  Business  Solutions  (CBS)  from  SAP 
is  making  it  easy  for  companies  with  revenues  up  to 
$200  million  to  get  it.  CBS  providers  become  partners  with 
small-enterprise  companies.  We  have  already  helped  many  companies  get 
the  software,  hardware  and  support  they  needed  to  implement  their  systems 
quickly,  go  live  and  operate  smoothly.  All  without  interrupting  business 
flow.  CBS.  It's  big  thinking  for  small  companies.  To  find  out  how  your 
company  can  work  smarter  and  faster,  call  1-888-CBS-l SAP 
or  visit  us  at  www.sap.com/cbs.  /I  Better  Return  On  Information. 

AM  SAP  references  herein  .ire  the  registered  or  unregistered  trademarks  of  SAP  At  i  All  other  products  or  companies  mentioned  in  tins  advertisement 
may  bo  the  registered  or  unregisteied  tr.alem.irks  of  their  respective  companies  and  are  hereby  acknowledged.  C'11>'17  SAP  America,  Inc 
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SECURITIES  FIRMS 


CAN  THIS  MAN 
SAVE  NOMURA? 

The  troubled  Tokyo  broker  turns  to  its  former  U.S.  boss 


M 


I ay  2  is  a  big  day  at  Nomura  Se- 
curities International  Inc.  (NSI), 
the  U.  S.  arm  of  Japanese  broker- 
age giant  Nomura  Securities  Co.  That's 
when  bonuses  are  bestowed  upon  the 
lucky  ones  among  nsi's  1,000  employ- 
ees. This  year  was  almost  as  good  as 
the  year  ending  Mar.  31,  1996.  That 
means  there  are  some  very  happy 
Americans.  Last  year,  real  estate  maven 
Ethan  Penner  and  trader  William 
Wraith  IV  each  bagged  more 
than  $20  million. 

Give  Junichi  Ujiie  some  of 
the  credit  for  nsi's  fat  payouts. 
He  spent  seven  years  in  the 
U.  S.,  overseeing  the  buildup 
of  nsi's  business  and  making 
Nomura  the  only  Japanese  bro- 
ker with  a  big  U.  S.  presence. 
On  Apr.  22,  Tokyo's  Nomura 
named  the  51-year-old  Ujiie  its 
president.  He  replaces  Hideo 
Sakamaki,  Ujiie's  mentor,  who 
resigned  along  with  15  other 
top  executives  in  the  wake  of  a 
scandal  linking  the  firm  to 
Japanese  sokaiya  gangsters. 

Ujiie's  challenge  is  enormous. 
He  must  restore  the  reputa- 
tion of  the  scandal-ridden,  bu- 
reaucratic brokerage  house, 
widen  its  largely  Japanese  fo- 
cus, and  remake  it  into  a  nim- 
ble and  diversified  global  com- 
petitor. But  his  American 
colleagues  say  the  genteel  and  diplo- 
matic Ujiie  is  well-suited  for  the  job. 
They  say  he  has  the  integrity,  intellect, 
and  understanding  of  Western  culture 
and  markets  to  help  Nomura  succeed 
in  Japan's  financial  markets,  which  will 
soon  be  deregulated.  "He  is  a  unique, 
thoughtful,  bright  man.  He  has  the 
background  and  the  skill  set  to  suc- 
ceed," says  Michael  A.  Berman,  chief 
executive  of  NSI. 

right  STUFF.  Ujiie  doesn't  fit  the 
stereotype  of  the  unsophisticated  Japan- 
ese broker  who  drinks  every  night  with 
his  compatriots.  He  is  wealthy  in  his 
own  right,  say  colleagues,  which  gives 
him  a  measure  of  independent  thinking. 
Ujiie  earned  a  PhD  in  economics  under 


Nobel  laureate  Milton  Friedman  at  the 
University  of  Chicago.  By  1989,  he  had 
become  president  of  NSI  and,  in  1992, 
was  made  co-chairman,  with  Max  C. 
Chapman  Jr.  Ujiie,  who  discourages  peo- 
ple from  calling  him  "doctor,"  has  ab- 
sorbed Western  culture.  He  even  came 
prepared  with  all  the  right  outdoor  gear 
for  an  nsi  executive  retreat  at  Chap- 
man's Wyoming  ranch. 

Ujiie  also  deftly  managed  a  delicate 


transfer  of  power  at  nsi.  He  shared  the 
chairman  and  ceo  job  with  Chapman,  a 
powerful,  hard-driving  former  Kidder, 
Peabody  &  Co.  executive.  Ujiie  and 
Chapman  made  an  odd  couple — a 
diminutive,  intellectual,  elegantly  attired 
Japanese  paired  with  an  outspoken 
American  with  a  wrestler's  muscular 
physique.  While  Ujiie  deferred  to  Chap- 
man on  many  matters,  he  made  the  re- 
lationship work  to  Nomura's  advantage. 
To  bring  in  a  new  leader  in  early  1996, 
he  diplomatically  arranged  for  Chapman 
to  relinquish  his  ceo  title  and  his  corner 
office  to  Chapman's  protege,  Berman, 
according  to  Nomura  sources.  Chapman, 
who  declined  comment,  remains  the  non- 
executive chair-man  of  nsi's  holding  com- 


pany and  a  Tokyo  director  of  Nomur: 
During  Ujiie's  tenure,  he  continue 
the  buildup  Chapman  had  started,  whil 
protecting  nsi's  autonomy.  In  fiscal  199 
Ujiie's  last  at  nsi,  it  had  pretax  earning 
of  $360  million,  its  best  year  ever.  Ye 
Ujiie,  who  declined  to  be  interviewee 
may  have  been  ambivalent  about  th 
risks  nsi  was  taking.  Even  though  Uj 
ie  liked  the  big  profits,  which  cam 
largely  from  commercial  real  estate  s< 
curitization  and  mortgage-backed  seci 
rities  trading,  he  was  known  to  say, 
would  rather  have  half  the  profits  wit 
half  the  risks,"  colleagues  recall. 
"NOT  THERE."  That  dilemma  pales  befor 
the  challenge  facing  Ujiie  in  Tokyo.  H 
must  steer  Nomura  through  an  exped 
ed  shakeout  among  Japanese  broker 
ahead  of  deregulation.  Because  of  hug 
deficits  at  a  real  estate  lending  affili 
ate,  Nomura  announced  a  $1.92  billio 
loss  for  the  year  ended  Mar.  31.  Ujiil 


JUNICHI  UJIIE 


BORN  Oct.  12,  1945, 
in  Yamagata,  Japan 


EDUCATION  University  of  Tokyo 
and  University  of  Illinois  at 
Urbana.  PhD  in  economics 
from  University  of  Chicago. 


WORK  HISTORY  Joined  Nomu- 
ra Securities  in  1975.  After 
stints  in  Switzerland  and 
Tokyo,  was  named  president 
of  Nomura's  New  York  unit  in 
1989  and  co-chairman  in 
1992.  Became  head  of  the 
Tokyo  credit  division  in  1995. 
Named  president  in  April. 
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DATA:  NOMURA  SECURITIES  CO 

must  also  rekindle  Nomura's  global  as 
pirations.  Nomura  has  never  evolve' 
into  a  powerhouse  that  can  outmusci 
big  U.  S.  and  European  commercial  an 
investment  banks  for  lucrative  equit; 
underwriting  deals.  "When  it  comes  t 
the  megadeals,  they  are  just  not  there, 
says  a  banker  in  Hong  Kong.  "Nomur 
doesn't  cut  it." 

Yet  Ujiie's  U.  S.  supporters  say  h 
has  a  shot  at  changing  that.  Says  on 
colleague:  "He  understands  it  here.  H 
is  the  best  one  to  push  Nomura  towan 
becoming  a  Morgan  Stanley  or  a  Merri 
Lynch."  Even  so,  Ujiie  will  need  fa 
more  than  their  help  to  succeed. 

By  Leah  Nathans  Spiro  in  New  York 
with  Brian  Bremner  in  Tokyo 
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Imagine  the  perfect  space... 


More 
persona/  space 
to  more  places 
worldwide 
than  any 
other  airline. 


Osaka 


■  Shin  Takamatsu 
Architect 
Kyoto,  Japan 


U nited  States 


Architecture  is  like  calligraphy. 
The  power  isn't  in  the  structure, 
it's  in  the  space  around  it. 

Which  is  why  I  appreciate  the 
space  in  World  Business  Class"5'. 

On  Northwest  Airlines,  space 
has  a  very  simple  and  direct 
relationship  to  the  human  body. 

It  feels  like  it's  spreading 

.  ® 

toward  the  sky. 

Normally  I  can't  sleep  on 
airplanes,  but  in  World  Business 
Class  I  sleep  very  well. 

Architects  earn  a  living  by 
sitting  in  small  chairs  10  hours  at 
a  time.  So  compared  to  working, 
flying  has  become  a  pleasure! 


J  year: 


[doing     ©1997  Northwest  Airlines,  Inc 

A  C  I  F  I  C     Northwest  recycles  enough  paper  products  in  one  year  to  save  over  16.000  trees  O 
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l«800-447«4747  www.nwa.com 


Tenth  Annual  Business  Week  Symposium 
of  Chief  Executive  Officers 
October  6-7,  1997 
Washington,  D.C. 


IREGIST1 


Willi  LUC  Illllicimim"  ±wv7j.»i"ig,r 


it's  no  longer  business  as  usual.  What  new  knowledge  must  the  2 1  st  century 
CEO  acquire  to  stay  competitive?  How  have  the  "rules  of  the  game"  changed? 

The  Tenth  Annual  Business  Week  Symposium  of  Chief  Executive  Officers 
will  address  the  unique  challenges  facing  top  managers  at  this  moment  in 
history.  This  premier  gathering  of  Americas  business  leaders  will  feature  the 
CEOs  of  the  nation's  largest  corporations  as  well  as  some  of  todays  leading 
commentators  and  historians. 

Join  us  for  a  lively  and  interactive  program  that  promises  to  be  a  valuable 


experience  for  all  participants. 


i  REGISTRATION  INFORMATION  ON  CEO  2000:  CREATING  A  NEW  VISION, 

me  call  800.821.1329 
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EXEC  U    FIVE  PROGRAMS 


Beyond  news.  Intelligence. 


Inside  Wall  Street 


BY  GARY  WEISS 


AN  INSURER  EYES 
FOREIGN  POLICIES 

Reinsurance  companies  usually  op- 
erate in  dignified  obscurity,  and 
Transatlantic  Holdings  (trh)  is  no  ex- 
ception. The  company,  based  in  lower 
Manhattan,  boasts  $4  billion  in  assets 
and  is  the  sixth-largest  U.  S.  player 
in  the  field.  The  company  takes  on 
risk  from  other  insurers — ranging 
from  general  liability  to  car  insurance 
to  medical  malpractice.  Despite 
Transatlantic's  growing  earnings  and 
its  strong  position  in  lucrative  mar- 

SO  FAR,  A  LUKEWARM  YEAR 

90 1  1  r  — i 

EARNINGS 
PER  SHARE 

85}--  :     1998  Est. 

$7.71  j 

1997  Est. 

$6.95 

1996 

TRANSATLANTIC  $i ZA  j 

75  HOLDINGS  * 
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$5.75 
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kets  abroad,  the  stock  has  advanced 
only  3%  this  year — lagging  behind  the 
Standard  &  Poor's  500-stock  index  un- 
til very  recently. 

But  the  market's  lack  of  enthusiasm 
may  be  misplaced.  That  is  the  view  of 
insurance-stock  guru  Kenneth  Fein- 
berg,  co-manager  of  the  Davis  Finan- 
cial Fund.  Feinberg  has  been  buying 
Transatlantic  with  the  view  that  the 
company's  Big  Board-traded  shares  are 
undervalued  and  that  powerful  stock 
price  advances  lie  ahead,  particularly  if 
its  price-earnings  ratio  rises. 

One  reason  for  Transatlantic's  tepid 
stock  performance  in  recent  months 
has  been  the  lackluster  reputation  of 
the  whole  field  (page  92).  "There  has 
been  kind  of  a  cloud  over  reinsurance 
stocks,"  notes  Feinberg.  "Prices  have 
been  depressed.  Demand  is  shrinking. 
Insurance  companies  are  keeping  more 
of  their  premiums  and  paying  out  less 
in  reinsurance." 

As  its  name  implies,  Transatlantic- 
is  strong  overseas,  and  that's  its  ace  in 
the  hole.  Feinberg  notes  that  a  grow- 
ing slice  of  the  company's  premiums 
come  from  overseas  operations,  which 


offer  considerably  more  potential  for 
growth — particularly  in  Asia  and  Latin 
America. 

Some  40%  of  the  company's  net  pre- 
miums came  from  abroad  in  1996,  up 
from  31%  in  1995.  Much  of  the  over- 
seas gain  in  1996  came  from  a  newly 
acquired  Swiss  company,  Trans  Re 
Zurich,  and  from  an  office  in  Paris  that 
opened  in  late  1995.  The  company  also 
has  a  big  Latin  presence,  with  an  Ar- 
gentine subsidiary  and  offices  through- 
out the  continent.  Nearly  50%  of 
Transatlantic's  shares  are  owned  by 
the  powerhouse  American  Internation- 
al Group,  which  provides  about  18% 
of  revenues. 

With  foreign  operations  going  full 
blast,  Transatlantic  earnings  are  climb- 
ing. The  company  reported  profits  of 
$155  million,  or  $6.74  a  share,  in  1996— 
a  17%  increase  over  1995's  $132  million 
and  $5.75  a  share.  First-quarter  profits 
advanced  15% — from  $1.58  a  year  ago 
to  $1.81.  Feinberg  feels  that  if  price- 
earnings  ratios  for  the  company  ex- 
pand even  modestly,  the  stock  could 
climb  from  its  recent  82%  to  as  high  as 
110  over  the  next  year  or  so. 


IS  HEILIG-MEYERS 
SITTING  PRETTIER? 

Heilig-Meyers  (hmy),  a  furniture  re- 
tailer in  Richmond,  Va.,  is  among 
the  hundreds  of  stocks  that  have  taken 
a  beating  despite  the  market's  overall 
advance.  In  the  past  year,  its  shares 
have  fallen  26%.  So  far  in  1997,  the 
decline  is  7%.  Now  at  15,  this  Big 
Board  stock  is  approaching  a  52-week 
low.  "The  company  has  been  hit  from 
all  sides — greater  competition,  slower 
growth,  higher  financing  costs,  and 
losses,"  notes  David  Tillson,  a  managing 
director  at  U.  S.  Trust. 

But  Tillson,  who  has  a  big  stake  in 
Heilig-Meyers  shares,  is  buying  more 
stock.  In  his  view,  it's  ripe  for  a  turn- 
around—and soon.  The  company  sells 
furniture,  appliances,  and  consumer  elec- 
tronics through  its  750  outlets  in  26 
states  and  Puerto  Rico.  Heilig-Meyers  fi- 
nances many  of  the  purchases  made  by 
its  mainly  low-income  customers.  So  it's 
"a  finance  company  as  well  as  a  retailer," 
notes  Tillson.  With  competition  brutal, 
necessitating  merciless  price-cutting, 
profits  have  been  on  the  wane  lately. 
In  the  fiscal  year  ended  Feb.  28,  1997, 
sales  climbed  to  $1.6  billion,  up  from 
$1.4  billion  the  year  before.  Meanwhile, 
earnings  were  only  $40  million,  or  80#  a 


share,  down  from  $42  million,  or  84$ 
Tillson  says,  however,  that  the  com 
pany  is  doing  less  price-cutting.  And  i 
has  completed  the  costly  absorption  o 
two  recent  acquisitions.  With  costs  un 
der  control — and  barring  a  recession 
Tillson  sees  profits  rising  to  $1.15 
share  this  year.  And  that,  he  notes 
may  push  the  stock  into  the  mid-20s 


GETTING  BUSINESS 
ALL  SEWN  UP 


Embroidery  is  big  business  nowadays 
You  name  it — baseball  caps,  T-shirts 
women's  clothing — all  are  ripe  target 
for  this  process.  To  embroider,  yoi 
need  a  machine.  And  that's  wher< 
Hirsch  International  (hrsh)  comes  in 
The  Hauppauge  (N.  Y.)  company  is 
leading  distributor  of  such  devices,  par 
ticularly  those  made  by  Tajima  Indus 
tries  and  Brother  Industries.  The  com 
pany  has  had  robust  earnings  growth 
but  its  Class  A  shares  have  sufferec 
lately,  dropping  1.4%  so  far  in  1997 

The  market's  lack  of  enthusiasn 
doesn't  faze  Clifford  Henry,  manage] 
of  the  Worthington  Growth  hedge  func 
and  a  holder  of  Hirsch  stock.  Henrj 
is  adding  to  his  Hirsch  stake,  in  th< 
view  that  its  recent  travails  are  tern 
porary.  He  notes 
that  the  company  A  LITTLE 
is  generating  re-  THREADBARE 
turns  on  equity 
approaching  30%. 
Moreover,  the 
profit  outlook  is 
bright,  and  there 
is  as  yet  little  in- 
stitutional owner- 
ship. All  this 
points  to  a  stock 
rebound. 

Hirsch  distrib- 
utes the  whole 
gamut  of  embroi- 
dery equipment, 
from  single-head 
machines  for  small-garment  outfits  t 
complex,  24-head  behemoths  for  large 
operations.  A  growing  field  for  th€ 
company  is  embroidery  software,  which 
is  being  developed  by  its  Pulse  Micro- 
systems subsidiary.  The  software  brings 
computer-aided-design  technology  tc 
the  embroidery  business 

With  earnings  likely  to  hit  $1.35  tc 
$1.40  a  share  this  year,  and  perhaps 
$1.75  in  1998,  Henry  sees  Hirsch  stock 
rising  from  18  to  as  high  as  30  in  a 
year. 
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Nothing  stacks 
up  to  getting 
Fridays  Free  til 
?  the  year  2000. 

More  and  more  businesses 
are  getting  the  most  out  of 
Fridays  Free. 

Thanks  to  Sprint  Business,  successful  small  businesses 
everywhere  are  reaping  the  benefits  of  free  long  dis- 
tance every  Friday...  from  now  until  the  year  2000. 

That's  156  Fridays  of  free  domestic  long  distance. 
Including  faxing,  calling  card  calls,  and  in-bound 
toll-free  service. 

And  while  making  the  most  of  your  Fridays 
Free,  you're  still  getting  a  great  deal  the  rest  of 
the  week.  In  fact,  you'll  be  paying  Sprint's 
regular  low,  flat  rates. 

What's  more,  even  though  you  can  get  Fridays 
Free  until  the  year  2000,  you  won't  have  to 
sign  a  term  commitment. 

So  don't  let  another  free  Friday  pass  you  by. 


Call  Sprint  Business 

1-800-827-3900 

www. sprint  com/fridays-free 

Sprint. 


We  help  business  do  more  business  ' 


mum  required.  Maximum  ot  $1 ,000  in  free  long  distance  calling  per  month  Domestic  calls  and  commercial  use  only 
y  other  offer  Limited  time  offer  Certain  restrictions  apply  ©1997  Sprint  Communications  Company  L  P 


Science  &  Technology 


TURKLE  TALK 

Sherry  Turkle's  provocative  views 
hold  that  the  Internet  provides  a 
radical  departure  in  how  we 
interact  with  one  another. 

MULTIPLE  SELVES  Communica- 
tion in  cyberspace  lets  people 
explore  their  personalities  by 
creating  new  on-line  personae. 

SOFT  MASTERY  The  Internet  is 
turning  computers  from  computa- 
tional devices  into  tools  for 
collaboration — playing  to  the  way 
women  approach  machines. 

GLOBAL  TO  LOCAL  Ironically, 
the  sweeping,  global  reach  of  the 
Internet  is  leading  people  back  to 
local  communities  and  resources. 

BRICOLAGE  (tinkering)  Those 
able  to  blend  their  virtual  experi- 
ence and  "real  life"  are  improvisa- 
tional  tinkerers — which  includes 
many  computer-using  children. 


THE  INTERNET 


IS  THE  NET 

REDEFINING  OUR  IDENTITY? 

Sociologist  Sherry  Turkle  argues  that  online  encounters  are  reshaping  human  relations 


Lurking  in  the  corners  of  the  In- 
ternet, Sherry  Turkle  has  become 
the  Margaret  Mead  of  cyberspace. 
The  Massachusetts  Institute  of 
Technology  sociologist  and  psychoana- 
lyst is  a  celebrity  in  computer  circles 
for  her  studies  of  seductions,  gender- 
swapping,  democratic  uprisings,  even 
virtual  rape — all  of  it  conducted  online. 
But  she  was  stopped  cold  when  she 
stumbled  across  her  online  double  a 
few  years  ago. 

Turkle  encountered  "Dr.  Sherry,"  a 
self-described  "cyberpsychologist,"  in 
one  of  several  virtual  communities  she 
frequents.  Her  doppelganger  was  pass- 
ing out  electronic  questionnaires  and 
conducting  online  interviews.  "I  told 
myself  that  surely  one's  books,  one's  in- 
tellectual identity,  one's  public  persona 
are  pieces  of  oneself  that  others  may 
use  as  they  please,"  Turkle  recalls.  Yet 


here  was  "a  little  piece  of  my  history 
spinning  out  of  control." 

For  Turkle,  it  was  life  imitating  art — 
or  research.  Her  1995  book,  Life  on  the 
Screen,  argues  that  computers  and  the 
Internet  are  redefining  human  identity, 
as  people  explore  the  boundaries  of 
their  personalities,  adopt  multiple  selves, 
and  form  online  relationships  that  can 
be  more  intense  than  real  ones.  The 
World  Wide  Web  is  "redefining  our 
sense  of  community  and  where  we  find 
our  peers,"  she  says. 
"PEOPLE  SIDE."  Turkle  has  developed  a 
following  beyond  academe.  Consultants 
and  executives  at  Xerox'  Palo  Alto  Re- 
search Center  (parc),  America  Online, 
McKinsey,  and  other  members  of  the 
business  community  have  taken  to  quot- 
ing her  books  and  discussing  her  ideas. 
McKinsey  consultant  John  Hagel  says 
Turkle  is  one  of  the  few  investigators 


"pushing  the  people  side  of  research  c 
virtual  communities,  as  opposed  to  tl 
technology." 

It's  an  important  distinction  for  tr 
corporate  world.  Turkle's  research  c 
children  who  grow  up  with  computer 
for  example,  gives  insights  into  wh? 
type  of  adult  consumers  they  might  b< 
come.  She  finds  that  children  are  di 
veloping  new  patterns  of  thinking  b 
piecing  together  concepts  from  fraj 
ments  they  find  scattered  around  th 
Web.  "Children  from  the  earliest  ag 
have  been  teaching  themselves  how  t 
make  the  most  of  life  on  the  screen 
she  says.  As  a  result,  today's  childre 
will  likely  buy  more,  work  more,  an 
socialize  more  in  the  virtual  world. 

Turkle  gained  widespread  recognitioi 
with  the  publication  of  The  Second  Set 
in  1984.  The  book,  a  hot  seller,  wal 
praised  for  the  way  it  combined  the  too 
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of  psychoanalysis  with  detailed  obser- 
vations of  computer  users.  Since  then, 
popular  attention  has  focused  on  the 
more  sensational  aspects  of  her  work: 
How  people  use  the  Internet  to  engage 
in  online  sex,  or  "tinysex,"  as  she  calls  it, 
and  the  surprisingly  large  number  of 
men  who  adopt  female  personae  online. 

But  all  of  her  work  revolves  around 
the  same  issue — the  ways  in  which  com- 
puter interfaces  are  blurring  the  psy- 
chological boundaries  between  people 
and  machines.  She  is  intrigued,  for  ex- 
ample, by  virtual  communities  known 
as  multi-user  domains  (muds).  There, 
people  interact  through  personae  they 
have  created,  and  they  navigate  through 
virtual  cities.  The  online  site  Habitat,  in 
fact,  started  as  a  mud  but  evolved  into  a 
game  with  multiple  players  using  guns 
and  other  weapons. 

Soon,  she  recounts,  the  "citizens"  of 
Habitat  started  the  same  debate  over 


are  required  for  each  task.  But  rol 
juggling  didn't  start  with  the  PC.  Tl 
telephone  demands  juggling,  too,  as  do 
a  switch  from  the  workplace  to  paren 
ing.  John  Seely  Brown,  research  direct 
at  Xerox  PARC,  recalls  the  thrill  of  usii 
Morse  code  to  communicate  with  peop 
around  the  world  who  had  no  idea  1 
was  only  12.  "There  are  a  lot  of  thinij 
in  cyberspace  that  actually  have  mutj 
longer  historical  roots,"  says  Brown. 
NONTECHIE.  Turkle's  own  roots  are 
psychology,  not  technology.  Her  firj 
book,  published  in  1975,  was  about  % 
role  of  Freud  in  the  French  intellects 
awakening  of  the  1960s.  "It  wasn't 
the  cards,  given  my  training,  that 
would  find  the  computer,"  she  says.  Sot 
after  she  landed  at  MIT  in  1975,  she  b 
came  curious  about  the  relationships  b 
tween  people  and  machines.  When  A 
pie  Computer  Inc.'s  Macintoshes  beg* 
turning  up  at  MIT  in  the  early  1980 


The  sensational  aspects  of  Turkle's 
work:  How  people  use  the  Internet  to  engage  in 
"tinysex,"  as  she  calls  it,  and  the  large  number 
of  men  who  adopt  female  personae  online 


violence  that  obsesses  the  real  world. 
Some  proposed  banning  guns,  but  others 
liked  the  Wild  West  atmosphere.  In  the 
midst  of  the  debate,  a  clergyman  found- 
ed the  "Order  of  the  Walnut"  within 
Habitat,  whose  members  pledged  never 
to  use  weapons.  Eventually,  guns  were 
banned  from  Habitat's  town  but  allowed 
in  the  surrounding  wilds. 
BOUNDARIES.  Turkle  has  also  taken  a 
hard  look  at  how  women  use  comput- 
ers— "more  as  a  harpsichord  than  a 
hammer,"  she  says.  Because  the  culture 
of  technology  has  been  largely  male, 
Turkle  says,  its  values  have  been  hier- 
archy and  control.  With  the  rise  of  the 
Internet,  a  broad  shift  is  under  way  to  a 
culture  that  values  collaboration  and 
community — attributes  more  hospitable 
to  women.  Ted  Leonsis,  president  of 
aol's  content  division,  says  the  num- 
bers prove  Turkle  right:  aol's  female 
membership  has  grown  from  18%  to 
45%  in  the  past  two  years. 

Some  of  Turkle's  ideas  are  old  con- 
cepts dressed  up  in  cyberclothing.  She 
believes  computers  provide  people  with 
the  means  to  explore  the  boundaries  of 
self  by  shifting  from  one  persona  to  an- 
other, even  when  they  jump  from  writ- 
ing a  memo  in  one  window  to  joining  an 
online  chat  in  another:  Different  roles 


she  saw  people  bonding  with  the  mj 
chines,  partly,  she  surmised,  becau: 
the  easy-to-use  interface  allowed  no: 
techies  to  explore  them. 

Her  observations  gave  rise  to  The  & 
ond  Self,  which  was  criticized  by  so: 
for  its  lack  of  hard  data.  Turkle  says  h 
approach  is  designed  only  to  reveal 
range  of  behaviors,  not  assess  their 
quency.  "You  have  to  trust  my  intelle) 
tual  taste,"  she  admits.  Mitchell  Kapi 
founder  of  Lotus  Development  Corp. 
president  of  Kapor  Enterprises  Inc.,  di 
fends  Turkle  as  a  pioneer  in  "investigi 
ing  the  new  psychological  realities — ho] 
people's  experiences  of  themselves 
others  are  different  because  of  the  w; 
they  interact  on  the  Net." 

What  about  the  danger  of  addiction  : 
the  virtual  realm?  Turkle  regards  sue 
fears  as  overblown,  but  some  n 
searchers  disagree.  New  York  psyche 
ogist  Mark  Stafford  is  generally  su] 
portive  of  Turkle's  research  but  saj 
she  is  overly  optimistic  about  the  ben 
ficial  impact  computers  can  have  c 
their  users.  "The  technology  allows  ft 
some  very  perverse  behavior,"  Staffoi 
says.  Perhaps  Turkle's  mysterious  oi 
line  double,  appropriating  her  life  ar 
work,  is  an  example. 

By  Paul  C.  Judge  in  Bosto 
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PHARMACEUTICALS 


A  HEPATITIS  DRUG 
THAT  MAY  CURE  GLAXO 

With  Zantac  going  off  patent,  lamivudine-which  also  fights  AIDS-comes  to  the  rescue 
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To  hear  Glaxo  ceo  Richard  B.  Sykes 
tell  it,  the  discovery  of  3TC  was 
"pure  serendipity."  The  same  might 
be  said  for  Glaxo's  good  fortune  in 
nabbing  marketing  rights  to  the  hugely 
successful  aids  drug  seven  years  ago. 
Now  sold  by  Glaxo  Wellcome  PLC  as 
Epivir,  the  drug  is  part  of  the  combina- 
tion therapy  revolutionizing  aids  treat- 
ment. In  1996,  the  first  full  year  since  its 
launch,  Epivir-  produced  $315  million 
in  revenues.  Analysts  say  sales 
could  reach  $840  million  by  2000. 

Now,  the  same  chemical  com- 
pound, renamed  lamivudine,  could 
be  the  most  effective  treatment  yet 
for  hepatitis  B,  which  affects  350 
million  people  worldwide — killing  2 
million  annually.  On  Apr.  10,  data 
from  a  trial  involving  358  patients  in 
Hong  Kong,  Taiwan,  and  Singapore 
were  presented  at  a  meeting  of  the 
European  Association  for  the  Study 
of  the  Liver.  Ninety-six  percent  of 
patients  receiving  a  100-milligram 
dose  of  the  drug  experienced  dra- 
matic suppression  of  the  hepatitis 
B  virus  (hbv)  with  few  side  effects. 
What's  more,  67%  also  had  reduced 
liver  inflammation — a  sign  of  health- 
ier tissue. 

"GOLD  STANDARD."  Lamivudine 
could  provide  a  much  needed  boost 
to  Glaxo.  The  $13.5  billion  British 
drug  giant  is  struggling  with  the 
imminent  loss  of  patent  protection 
for  its  top-selling  anti-ulcer  drug, 
Zantac.  Nothing  else  in  its  short- 
term  pipeline  looks  as  promising  as 
lamivudine.  And  with  more  than  10  times 
as  many  people  around  the  world  infect- 
ed with  hepatitis  B  as  hiv,  some  analysts 
estimate  that  lamivudine  sales  could 
reach  $1  billion  to  $2  billion  by  2000. 

If  those  revenues  materialize,  lamivu- 
dine, combined  with  Epivir,  would  join 
t  he  ranks  of  the  world's  best-selling  pre- 
scription drugs — reaching  nearly  $3  bil- 
lion in  sales.  "This  is  the  drug  that  re- 
places Zantac  for  Glaxo,"  says  C. 
Anthony  Butler,  a  drug  analyst  for 
Lehman  Brothers  Inc. 


Lamivudine  was  developed  nearly  a 
decade  ago  by  Biochem  Pharma  Inc.  in 
Montreal.  Although  the  company  receives 
royalty  payments  on  its  sales,  its  stock 
remains  haunted  by  short-sellers,  who 
perversely  helped  drive  it  down  even  in 
the  face  of  the  positive  Asian  trial  re- 
sults. The  shorts  are  arguing  that  be- 
cause the  drug  doesn't  "cure"  hepatitis — 
just  16%  of  patients  taking  it  have  no 


funding  from  Biochem,  he  was  lookh 
for  compounds  that  could  disrupt  tl 
activity  of  an  enzyme  called  rever; 
transcriptase.  This  enzyme  is  crucial 
the  aids  virus'  ability  to  replicate.  Li) 
many  other  scientists  at  the  time,  B( 
leau  was  experimenting  with  a  new  cla 
of  such  compounds  called  nucleoside  an 
logues.  What  he  came  up  with  was 
version — dubbed  BCH189 — that  seem< 
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sign  of  virus  in  their  blood — the  drug's 
market  potential  is  being  oversold. 

It's  true  Biochem  has  been  aggres- 
sively upbeat  about  lamivudine.  But  trial 
data  are  strong,  and  nonprofit  groups 
such  as  the  Hepatitis  B  Foundation  share 
some  of  the  enthusiasm.  "Lamivudine 
will  become  the  gold  standard"  in  treat- 
ing the  disease,  says  Timothy  M.  Block, 
the  chief  scientific  adviser  to  the  founda- 
tion, based  near  Philadelphia. 

The  remarkable  drug  was  discovered 
in  1989  by  Bernard  Belleau,  a  chemist  at 
McGill  University  in  Montreal.  With 


to  stop  the  aids  virus  in  its  track 
Long  before  Biochem  published  an 
thing  on  this  discovery,  Glaxo's  resean 
scouts  sniffed  it  out.  So  did  researche 
at  Atlanta's  Emory  University.  In  la 
1989,  Glaxo  began  negotiating  wil 
Biochem  for  licensing  rights  to  BCH189. 
the  same  time,  Biochem  was  also  talkii 
to  five  of  Glaxo's  toughest  rivals,  inclu 
ing  Burroughs  Wellcome,  the  U.  S.  su 
sidiary  of  Britain's  Wellcome  PLC.  B 
cause  it  offered  Biochem  the  mo; 
attractive  terms,  Glaxo  won.  Then,  Glaj 
acquired  Wellcome  in  a  hostile  takeov 
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MILESTONES  IN  THE 
DEVELOPMENT  OF  GLAXO'S 
NEW  HEPATITIS  DRUG 

1989  Bernard  Belleau,  a  McGill 
University  biochemist  with  funding 
from  Biochem  Pharma,  synthesizes 
BCH189,  for  use  against  AIDS. 

1990  Biochem  and  Glaxo  strike  a 
licensing  deal  for  BCH189.  In  ani- 
mal trials,  University  of  Alberta 
professor  Lome  Tyrrell  discovers 
the  drug  works  against  hepatitis  B. 

1991  Glaxo  begins  trials  of  the 
drug  against  AIDS. 

1992  Clinical  studies  of  the  drug's 
efficacy  against  hepatitis  begin. 

1995  Glaxo  seeks  and  receives 
regulatory  approval  to  market  the 
compound,  now  known  as  Epivir  or 
3TC,  for  AIDS. 

JULY,  1996  Emory  University  in 
Atlanta  sues  Biochem  and  Glaxo, 
alleging  patent  infringement  in  the 
development  of  the  drug. 

APRIL,  1997  Positive  results  from 
hepatitis  B  trials  are  presented  in 
Europe.  Glaxo  plans  to  seek  regu- 
latory approval  for  the  drug  in  Asia 
later  this  year. 


95,  a  source  of  lingering  resentment 
ome  ex-Wellcome  insiders,  who  be- 

it  might  have  remained  solo  if  it 
nabbed  marketing  rights  for  BCH189. 

early  1990,  Glaxo  sent  the  mole- 
to  Dr.  Lome  Tyrrell,  now  dean  of 
cine  at  the  University  of  Alberta. 
211  was  testing  compounds  for  Glaxo 
might  be  effective  against  hepatitis 
Intil  BCH189  came  along,  he  hadn't 
much  luck.  But  in  tests  on  Pekin 
s  who  were  infected  with  a  virus 
ar  to  hbv,  Tyrrell  was  startled  to 
he  virus  virtually  disappear  in  about 
)urs.  "These  were  by  far  the  best  re- 

we  had  ever  seen,"  says  Tyrrell, 
oiickly  tested  the  compound  on  in- 
d  chimpanzees  and  got  similarly  dra- 
2  findings.  Better  still,  the  compound 
I  be  taken  orally,  and  it  appeared 
ive  few  side  effects, 
axo  didn't  waste  any  time.  The  first 
in  trials  began  in  1992.  Large-scale, 
lied  phase  III  trials  kicked  off  in 
,  North  America,  South  Africa,  and 
ralia  18  months  later.  With  data  from 
i  still  rolling  in.  the  company  is  now 


ing  up  to  seek  marketing  approval 
he  drug  in  Asia,  ahead  of  U.  S.  and 
ern  European  markets.  To  get  the 
lators'  nod,  it  will  have  to  satisfy 
tions  about  whether  long-term  use  of 
rtidine  causes  hepatitis  B  virus  to 
ite,  making  it  resistant  to  the  drug, 
archers  found  that  10%  of  the  pa- 
s  in  the  trial  developed  resistance 
le  drug — a  relatively  low  percent- 
for  an  antiviral  compound.  Another 
tion  is  whether  the  virus  flares  up 
i  patients  stop  taking  the  drug.  In 
Asian  trial,  patients  coming  off  the 


ding  experienced  a  rebound,  but  the  in- 
fection seemed  no  worse  than  before 
chug  therapy. 

Glaxo  hopes  lamivudine  will  win  swift 
approval.  Not  only  is  the  same  compound 
already  approved  in  many  countries  for 
Hiv  at  a  higher  dose  but  there's  a  press- 
ing need  for  an  effective  treatment 
against  hepatitis.  Although  a  vaccine  is 
available,  more  than  a  million  Americans 
are  chronic  carriers  of  hepatitis  B  virus, 
and  140,000  more  are  infected  each  year. 
Nearly  6,000  die  annually  from  liver  can- 
cer and  cirrhosis  caused  by  the  virus. 


The  only  approved  drug,  alpha  inter- 
feron, helps  some  30%  to  40%  of  North 
American  patients  go  into  remission.  But 
it  requires  injections,  produces  flu-like 
symptoms,  and  most  important,  doesn't 
work  at  all  in  patients  who  acquired  he- 
patitis B  at  birth  or  in  childhood,  as  did 
most  patients  in  Asia.  "Hepatitis  B  is 
right  at  the  top  of  the  list  in  Asia  as  a 
public-health  problem,"  says  Dr.  Mark 
A.  Kane,  a  medical  officer  at  the  World 
Health  Organization  in  Geneva. 

But  huge  public-health  problems  don't 
guarantee  big  sales.  Since  so  many  of 
the  people  suffering  from  hepatitis  B  in- 
fections are  in  developing  countries,  it's 
not  clear  who  would  pay  for  the  drug. 
Indeed,  governments — such  as  China's — 
that  are  reluctant  to  pay  for  a  hepatitis 
vaccine  at  $3  a  shot  aren't  likely  to  ante 
up  for  long-term  treatment  that  could 
cost  $700  per  patient  per  year. 
PATENT  BATTLE.  Because  it  hasn't  even 
won  marketing  approval  for  lamivudine 
yet,  Glaxo  won't  comment  on  its  pricing 
strategy.  But  Tim  Wilson,  an  analyst  at 
ubs  Securities  Inc.,  estimates  that  sales 
of  lamivudine  could  easily  hit  $800  mil- 
lion in  Japan  and  Pacific  Rim  nations, 
where  there's  a  large  middle  class. 
That's  why  Glaxo's  Sykes  believes  the 
drug  will  be  profitable.  "Can  we  get 
money  for  this  drug?  Yes,"  he  insists. 

Glaxo  will  not  have  the  field  to  itself 
for  long.  Even  now,  it  faces  a  patent 
battle.  Emory  researchers — who  also 
pursued  BCH189 — were  granted  a  patent 
for  the  compound  that  they  believe  su- 
persedes Biochem's.  They  filed  a  lawsuit 
in  July,  1996,  seeking  compensation.  And 
because  lamivudine  doesn't  cure  hbv, 
there's  room  for  other  players.  Smith- 
Kline  Beecham  has  a  drug  similar  to 
lamivudine  in  an  earlier  phase  of  clinical 
trials,  and  Protein  Design  Labs  Inc.  in 
Mountain  View,  Calif.,  is  testing  an  anti- 
body-based drug  that  targets  hbv  in  the 
bloodstream.  Gilead  Sciences  Inc.  just 
began  phase  II  trials  of  a  chug  that  shuts 
down  viral  replication  via  a  different 
mechanism.  "There's  an  explosion  of  very 
promising  new  drugs,"  says  Teresa  L. 
Wright,  an  associate  professor  of  medi- 
cine at  the  University  of  California  at 
San  Francisco,  who  is  conducting  trials. 

Still,  lamivudine  is  likely  to  be  the 
first  new  treatment  to  reach  the  market, 
which  gives  it  an  edge.  And  as  with 
aids  treatments,  lamivudine  will  proba- 
bly work  best  when  combined  with  oth- 
er drugs  to  fight  hepatitis.  For  now,  it's 
a  promising  assault  on  one  of  the 
world's  deadliest  public-health  problems. 
For  Glaxo  and  Biochem,  there  might 
be  substantial  profit  to  boot. 

By  Julia  Flynn  in  London  and 
William  C.  Symonds  in  Toronto,  with 
Joan  O'C.  Hamilton  in  San  Francisco 
and  Bruce  Einhorn  in  Hong  Kong 
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>evelopments  to  Watch 


fED  BY  CATHERINE  ARNST 


ENGUIN  POWER' 
(OPELS  THE  NAVY 

GINEERS  HAVE  TRIED 

more  than  a  century 
improve  on  the  simple 
:  inefficient  ship's  pro- 
ler.  The  latest  effort  is 
;ed  on  penguin  flippers, 
.ssachusetts  Institute 
rechnology  researchers 
7e  built  a  propulsion 
;tem  that  utilizes  two 
:illating  blades  that 
)duce  thrust  by  sweep- 
;  back  and  forth  in 
Dosite  directions. 
\  12-foot  scale  model 
the  "penguin  boat"  has 
iwn  promise  in  early 

trials.  The  blades 
deved  about  87%  effi- 
ncy,  compared  with 
7c  in  conventional  ships 
vhich  translates  into 
rer  fuel  consumption. 
1  researchers  calculate 
it  converting  only  3% 
the  U.  S.  shipping  fleet 
a  propulsion  system 
it  increases  efficiency 
just  10%  would  save 
ne  $15  million  per  year. 
Based  on  laboratory  re- 
ts, mit's  penguin  boat  is 
table  of  moving  as  fast 
conventional  propeller- 
ven  craft — and  it  may 
easier  to  maneuver.  All 
3  information  interests 
i  U.  S.  Navy,  which  sup- 
Is  the  project  through 
i  Office  of  Naval  Re- 
irch.        Paul  C.  Judge 


CRITTERS 

ON  A  CHIP  TO  CHECK 
TOXIC  CLEANUPS 

GENETICALLY  ENGINEERED 

microbes  are  good  at  gob- 
bling up  toxic  waste — a 
process  called  bioremediation. 
But  how  do  you  know  if  the 


bugs  are  doing  their 
job?  One  way  to 
find  out  is  to  ask 
other  bugs,  says 
Michael  L.  Simp- 
son, a  research  en- 
gineer at  Oak  Ridge 
National  Laboratory  in 
Oak  Ridge,  Tenn.  Simp- 
son and  Gary  Sayler,  who 
I    heads  the  University  of 
Tennessee's   Center  for 
Environmental  Biotechnol- 
ogy, recently  fixed  live  bac- 
teria onto  silicon  chips  and 
used  the  hybrid  devices  as 
pollution  sensors. 

The  scientists  harnessed  a 
common  microorganism  that 
had  been  genetically  altered 
to  emit  a  bluish  glow  when 
exposed  to  even  faint  traces 
of  naphthalene — a  component 
in  jet  fuels.  They  placed  the 
microbes  in  a  porous  polymer 


matrix  on  the  surface  of  a 
chip  containing  a  photo  de- 
tector. When  the  target 
chemical  is  present,  the  bugs 
begin  to  glow,  and  the  chip 
sounds  an  electrical  alarm. 

Right  now,  Simpson's  "crit- 
ters on  a  chip"  are  hardwired 
to  a  circuit  board  connected 
to  a  PC.  But  ultimately,  the 
researcher  hopes  to  integrate 
the  photocells  and  microbes 
on  a  radio  chip.  Packaged 
with  compact  hearing-aid  bat- 
teries, such  biochips  could  be 
scattered  by  the  dozen  across 
any  polluted  site.  Using  bugs 
tailored  to  detect  different 
pollutants,  the  chips  could 
send  back  wireless  progress 
reports  for  a  fraction  of  the 
cost  of  optic-fiber  sensors  and 
bulky  electronic  converters 
deployed  to  monitor  polluted 
sites  today.  Neil  Gross 


A  FLAT-PROOF  TIRE 


MICHELIN  IS  EN  ROUTE  TO  A  SOLUTION  TO  THE 

dreaded  flat  tire:  Its  new  Vertically  Anchored 
Tire,  or  vat,  contains  an  internal  backup  tire 
that  keeps  rolling  after  the  outer  tire  loses 
pressure,  so  the  driver  will  not  lose  control  of 
the  car.  The  backup  can  keep  going  for  up  to 
125  miles  at  speeds  of  50  mph,  more  than 
enough  to  avoid  unwanted  or  dangerous  stops 
in  the  rain  or  in  the  middle  of  a  highway.  It  also 
does  away  with  the  need  for  a  bulky  spare. 

The  vat  is  designed  with  a  vertical  anchoring  technology  meant  to  keep  the  tire  from 
separating  from  the  wheel  rim,  even  when  the  air  pressure  drops  to  zero.  Michelin  says 
that  company  employees  who  have  tested  the  product  claim  they  can't  even  tell  the  dif- 
ference when  they  are  driving  on  a  flat  tire,  which  creates  its  own  set  of  problems:  Dri- 
vers may  never  notice  that  they  have  a  flat  until  the  inner  tire  fails.  Michelin  is  still 
working  on  a  system  that  detects  a  sudden  loss  in  tire  pressure.  The  other  problem:  A 
single  vat  currently  costs  more  than  $1,600.  Mia  Trine  phi 


INNOVATIONS 


e  human  heart  contracts 
;  than  3  billion  times 
a  life  span.  Researchers 
Dhns  Hopkins  School  of 
icine  have  found  that  a 
kdown  in  the  mechanism 
controls  these  life-giving 
ractions  may  be  the 
e  of  several  types  of 
t  disease. 

iople  with  high  blood 


pressure  have  heart  cells  that 
grow  larger  to  compensate 
for  the  increased  pressure. 
But  these  enlarged  cardiac 
cells  can't  contract  well. 
David  Yue  and  his  team  re- 
port that  the  defect  in  the 
contraction  mechanism  of  en- 
larged heart  cells  resembles  a 
similar  contraction  defect  in 
failing  hearts,  indicating  that 
a  common  flaw  may  be  the 
underlying  cause  of  various 


forms  of  cardiac  dysfunction. 
■  Using  an  innovative  dna- 
based  vaccine,  a  team  led  by 
University  of  Pennsylvania 
scientists  has  protected  chim- 
panzees against  massive  dos- 
es of  hiv,  the  virus  that  caus- 
es aids.  The  vaccine  uses  hiv 
genes  rather  than  proteins 
produced  by  the  virus,  as  is 
the  case  with  most  virus  vac- 
cines. Two  immunized  chimps 
and  a  control  chimp  were  ex- 


posed to  250  times  the 
amount  of  virus  sufficient  for 
infection,  using  an  Hiv  strain 
different  from  the  one  used 
to  prepare  the  vaccine.  The 
control  chimp  contracted  the 
disease,  but  the  scientists  did 
not  detect  the  virus  in  the 
two  immunized  chimps  over 
48  weeks.  The  researchers 
say  the  vaccine's  effectiveness 
is  unprecedented  in  a  piimate 
species. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwmay@businessweek.com 
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Sports  Business 


NEW  VENTURES 


DO  YOU  LOVE  THE  ORIOLES 
AND  LIVE  IN  L.A.? 

Play-by-play  broadcasts  of  faraway  games  are  all  over  the  Web 


When  radio  broadcasts  of  San 
Francisco  Giants  games  hit  the 
airwaves  this  season,  it  wasn't 
only  fans  in  the  City  by  the  Bay  who 
were  tuning  in.  For  the  first  time,  live 
play-by-play  could  be  heard  in  Senegal 
almost  as  easily  as  in  Sausalito. 
By  offering  games  on  the  Net, 
more  and  more  teams  are 
connecting  with  fans  in  far- 
away places.  And  there  may 
even  be  money  to  be  made. 

Most  of  the  big  leagues 
are  testing  the  waters, 
and  approaches  vary.  In 
April,  the  National  Hockey 
League  added  access  to  live 
radio  calls  of  regular-sea- 
son and  playoff  games 
through  its  Web  site. 
That  puts  the  nhl 
months  behind  the 
National  Basketball 
Assn.,  which  has 
been  packaging  its 
games  since  the 
start  of  the  season 
on  espn  SportsZone, 
a  heavily  traveled  Web  site. 
Each  week,  the  league  offers  a  few 
radio  games  without  charge,  including  a 
freebie  Thursday  evenings.  But  to  get 
the  full  slate  of  games,  you  have  to  sub- 
scribe to  SportsZone's  $4.95-a-month 
premium  service,  which  includes  the  ra- 
dio broadcasts. 

The  National  Football  League  and  Ma- 
jor League  Baseball  are  foot-draggers. 
No  regular-season  nfl  games  were  avail- 
able on  the  Web,  and  baseball  can't  de- 
cide what  it's  doing.  Radio  broadcasts 
aren't  offered  on  mlb's  official  Web  site, 
and  the  league  wants  teams  that  carry 
play-by-play  on  their  own  sites  to  pull 
the  plug  until  a  comprehensive  policy 
has  been  hammered  out.  A  number  of 
clubs  are  refusing  to  obey.  The  Giants 
and  Baltimore  Orioles,  among  others, 
continue  to  make  available  every  one  of 
their  games.  "The  Giants . . .  have  fans 
all  over  the  country,  especially  New 
York.  Outside  our  radio  signal,  fans  yearn 
to  hear  our  broadcasts,"  says  Laurence 
Baer,  Giants  executive  vice-president. 


Baltimore's  wbal-am,  the  flagship  sta- 
tion of  the  Orioles,  was  one  of  the  first 
to  offer  play-by-play  on  its  Web  site, 
going  online  with  all  162  of  the  birds' 
games  last  season.  Says  station  manag- 


er Jeff  Beauchamp:  "We  have  gotten 
E-mail  from  servicemen  listening  to 
games  overseas.  We've  heard  from 
transplants  to  other  parts  of  the  country 
who  write  how  wonderful  it  is  to  follow 
the  team  you  grew  up  with." 
A  RECORD.  Until  recently,  few  dreamed 
they'd  be  cozying  up  to  a  PC  in  Santa 
Fe  and  listening  to  a  Knicks  game  from 
Manhattan.  Dallas-based  AudioNet  Inc. 
helped  change  that  in  September,  1995, 
with  a  Web  site  featuring  a  menu  of 
sports  programs  that  now  includes  play- 
by-play  of  130  college  and  pro  teams. 
Somebody  out  there  is  listening.  In  Jan- 
uary, AudioNet's  Super  Bowl  coverage, 
including  play-by-play  in  three  lan- 
guages, drew  500,000  listeners,  a  record 
for  the  Web,  the  company  claims. 

AudioNet  doesn't  charge  for  its  game 
feeds,  and  company  President  Mark 
Cuban  says  there  are  no  plans  to  do  so. 
One  reason  is  the  uncertain  sound  qual- 


ity of  broadcasts.  Though  most  are  cle: 
heavy  traffic  at  times  can  jumble  trail 
mission.  "I  can't  guarantee  the  quali 
of  reception,  so  I  don't,"  says  Cuba 
AudioNet's  sports  service,  he  note 
brings  in  some  revenue  from  advertise] 
An  audio  commercial  clicks  on  befo 
access  begins.  But  mostly  Cuban  se 
the  service  as  an  attraction  to  A 
dioNet's  Web  site,  which  carries  feeds 
meetings,  trade  shows,  and  other  bus 
ness  events  paid  for  by  such  corpora 
clients  as  gm,  Intel,  and  Microsoft. 

NBA  and  espn  officials  won't  say  ho 
many  fans  are  tuning  in  to  their  fled 
ling  venture,  but  Patrick  Keane  of  I 
ternet  consultants  Jupiter  Communic 
tions  estimates  that  as  many  as  60,0i 
have  signed  up.  Ed  Desser,  NBA  pres 
dent  for  TV  and  new  media,  says  tl 
league  always  intended  to  start  sma 
So  small,  in  fact,  that  the  syste 


ON  DECK 


You 

can't  watch 
live  games  on 
your  PC  yet,  but 
it's  coming.  In 
April,  baseball 
demonstrated  th( 
first  live  video  relay 


used  to  transmit  the  games  can  hand 
only  5,000  listeners  at  a  time.  Th; 
means  a  subscriber  could  get  tempora 
ily  shut  out  of  a  broadcast,  though  i 
complaints  have  been  received.  "Th 
could  develop  into  a  nice,  ancillary  bus 
ness.  There's  definitely  revenue  pote 
tial,"  Desser  says. 

You  can't  watch  a  live  game  on  yoi 
PC.  Not  yet,  anyway.  But  that,  too, 
coming.  In  April,  Washington-based  Pr 
gressive  Networks  Inc.  and  Maj< 
League  Baseball  demonstrated  the  fir 
video  broadcast  of  a  ballgame  over  tl 
Internet  at  the  National  Association 
Broadcasters  convention  in  Las  Vega 
Movements  can  be  jerky,  so  the  tecl 
nology  isn't  yet  ready  for  prime  tim 
And  there's  no  telling  what  will  be  nex 
How  long  will  it  be  until  fans  sitting  ;! 
their  pes  can  experience  the  simple  pie 
sures  of  a  day  at  the  ballpark — fro: 
trying  to  shag  a  virtual  foul  ball  to  ha] 
ing  a  virtual  beer  spilled  in  their  lap? 
By  Mark  Hyman  in  Baltim&i 
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"When  You  Think  Of  This  Fund, 
Think  Long-Term  Track  Record." 


■  The  dedicated  search  for  undervalued  and 
overlooked  securities  are  the  hallmarks  of  the 
Michael  Price  investment  approach.  The 
Mutual  Beacon  Fund  is  designed  to 
provide  capital  growth  by  investing 
primarily  in  common  and  preferred 
stocks,  as  well  as  debt  securities  and 
securities  convertible  into  common 
stock.1 


5 -Star 
Morningstar  Rating" 


■  The  fund  received  a  5 -star  overall  rating  by 
Morningstar,   Inc.,   against  a 
universe  of  1,919,  1,076  and 
601  domestic  equity  funds 
for  the  three-,  five-  and 
ten-year  periods  ended  3/3  1/97. n 
■  Call  Franklin  or  your  investment  repre 
sentative  today  for  more  information. 


Michael  F.  Price,  President 
Franklin  Mutual  Series  Funds  Inc. 


This  fund  may  invest  in  mergers,  consolidations,  liquidations  and  reorganiza- 
tions as  well  as  in  lower-rated  corporate  bonds.  Foreign  issues  may  incur  spe- 
cial risks  including  currency  fluctuation  and  political  uncertainty.  Investors 
should  carefully  assess  the  risks  to  principal  and  income  associated  with  these 
types  of  securities  discussed  in  the  fund's  prospectus. 
nThe  Morningstar  rating  is  based  upon 
performance  when  the  fund  had  no  sales 
charges  or  Rule  1 2b- 1  fees.  Class  I  and  Class 
II  snares,  which  were  initially  offered  on 
November  1,  1996,  have  not  been  rated. 
Morningstar  proprietary  ratings  reflect 
historical  risk-adjusted  performance. The  rat- 
ings are  subject  to  change  every  month.  Past 
performance  is  no  guarantee  of  future  results. 
Morningstar  ratings  are  calculated  from  the  fund's  three-,  five-  and  ten-year 
average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appro- 
priate sales  charge  adjustments,  and  a  risk  factor  that  reflects  fund 
performance  below  90-day  T-bill  returns.  The  one-year  rating  is  calculated 
using  the  same  methodology,  but  is  not  a  component  of  the  overall  rating. 
Ten  percent  of  the  funds  in  an  investment  category  receive  five  stars  and 
22.5%  receive  four  stars.  Morningstar  ratings  for  other  periods  ended 
3/31/97  are:  5  stars  for  the  three-year,  5  stars  for  the  five-year  and  5  stars 


1,076  and  601  domestic  equity 
-star  rating  for  the  one-year  period 


Cumulative  Total  Returns'" 

274.4% 

10-Year 

1  29.3% 

5-Year 

Average  Annual  Total  Returns'" 

1  4. 1  % 

10-Year 

18.1%  11.5% 

5-Year                  1 -Year 

lor  the  ten-year  period  among  1,919, 
funds,  respectively  The  fund  received  a  4- 
umong  3,048  domestic  equity  funds. 
"'Performance  figures  shown  pertain  only  to  Class  I  shares  of  the  fund. 
The  fund  offers  other  share  classes,  which  are  subject  to  different  fees  and 
expenses  which  will  affect  their  perfor- 
mance. Please  see  the  prospectus  for  more 
information. 

Cumulative  total  returns  show  the  percent 
change  in  value  of  an  investment  and  average 
annual  total  returns  represent  the  average 
annual  increase  in  value  of  an  investment  over 
the  indicated  periods,  ended  3/31/97.  All 
calculations  have  been  restated  to  reflect  the 
current,  maximum  4. 5%  initial  sales  charge  and  assume  reinvestment  of  div- 
idends and  capital  gains  at  net  asset  value.  Returns  have  not  been  restated  to 
reflect  Rule  12b-l  fees  which  are  included  only  from  the  date  of  the  plan's 
implementation  on  November  I,  1996.  Such  fees  will  affect  subsequent  per- 
formance. Investment  return  and  principal  value  will  fluctuate  with  market 
conditions,  and  you  may  have  a  gain  or  loss  when  you  sell  your  shares.  Past 
performance  does  not  guarantee  future  results. 
Franklin  Templeton  Distributors,  Inc. 


BWKS/97 
P298 


Call   1  -888-FRANKLIN  Ext.  P298 


ES!  I  would  like  a  free  prospectus  containing  more  complete  information  on  the 
lutual  Beacon  Fund,  including  sales  charges,  expenses  and  risks.  I  will  read  it  carefully 
'efore  I  invest  or  send  money. 

]  I  am  currently  a  Franklin  Templeton  shareholder.    □  I  am  currently  a  Mutual  Series  shareholder. 

Jame 
Lddress 


F  R(  A\  Nj  K  j  |  Nf 

Mutual  Series  Funds 

777  Mariners  Island  Boulevard 

  San  Mateo,  CA  94404-1  585 

\  Member  of  the  Franklin  Templeton  Group,  Serving  Investors  for  Over  50  Years 


ity/State/Zip 


)aytime  Phone 


Legal  Affairs 


COMMENTARY 


By  Mike  France  &  John  Carey 


TOBACCO:  DON'T  JUMP  AT  THIS  DEAL 


0 


America  now  has  an  unprecedented  opportunity  to  save 
millions  of  lives.  With  public  outrage  at  Big  Tobacco  hit 
ting  all-time  highs,  and  the  industiy's  power  sinking  to 
new  lows,  it  appears  to  be  politically  feasible — for  the  first 
time  ever — to  impose  a  powerful  regulatory  regime  on  ciga- 
rettes, one  of  the  world's  deadliest  consumer  products. 

But  there's  a  risk  that  as*— musgff  t  ^■HBHHHM 
the  country  will  blow  this 
historic  opportunity.  Well- 
publicized  peace  talks  are 
now  under  way  over  the 
future  of  tobacco.  Unfortu- 
nately, these  negotiations — 
and  the  public  debate — are 
dominated  by  three  groups 
that  do  not  necessarily 
have  society's  best  inter- 
ests at  heart:  the  industry, 
plaintiffs'  lawyers,  and  at- 
torneys general  from  24 
states  that  have  sued  man- 
ufacturers. Rather  than  fo- 
cusing on  the  regulation  of 
tobacco,  these  players  have 
put  the  bulk  of  their  ener- 
gy into  developing  a  $250 
billion  to  $300  billion  fund 
that  would  compensate  the 
industry's  alleged  victims. 
It's  clear  what  they  find 
appealing  about  such  a 
deal:  Plaintiffs'  lawyers 
stand  to  make  hundreds  of 
millions;  the  industry 
wants  to  limit  its  liability 
and  stabilize  its  stock  valu- 
ations; and  the  state  AGs 
will  be  able  to  crow  about 
the  billions  they  have  won 
for  their  states. 
TEMPTATION.  But  these 
peace  talks  are  worrisome. 
While  it's  tempting  to  grab 
the  industry's  billions  now, 
the  price  for  such  a  mam- 
moth compensation  fund  will  be  far  too  high.  In  exchange  for 
a  share  of  tobacco's  profits,  the  powerful  lawyers  at  the  bar- 
gaining table  may  have  to  trade  off  the  right  to  fully  regu- 
late everything  from  tobacco  advertising  to  nicotine  content. 
While  the  attorneys  would  obtain  tougher  limits  than  those 
that  currently  exist,  there  are  already  signs  that  they  would 
fall  far  short  of  what  is  needed  to  seriously  slash  tobacco 
use.  Then  America's  hands  would  be  tied,  since  the  negotia- 


tors want  to  cement  their  deal  in  congressional  legisl;  | 
Says  former  Food  &  Ding  Administration  Commissio 
David  A.  Kessler:  'We  can't  afford  to  buy  into  a  syst  id 
looks  good  today  but  may  turn  out  not  to  be  effective  I 
Kessler  is  right.  While  there  may  come  a  time  whe  I 
tlement  talks  are  appropriate,  now  isn't  it.  The  public  u 

community,  unprej  feme 
for  the  speed  with 
Big  Tobacco's  polit 
power  has  crumble  m 
has  to  do  some  sei  \t& 
thinking  about  the 
way  to  cut  tobaccc  Mt 
Moreover,  the  wro  rer= 
ties  are  at  the  tab  '& 
industry,  the  AGs, 
plaintiffs'  lawyers 
strong  financial  inti  ? 
striking  a  deal  tha  : 
es  on  compensatin 
Tobacco's  victims 
than  regulating  it 
future.  While  payiij. 
ey  to  smokers  and 
that  have  shoulder  fc 
Medicaid  bills  may 
day  be  desirable,  i 
the  top  priority. 

Instead,  it  is  far 
important  to  take 
ate  steps  to  raise  <  r  : 
rette  taxes,  curb  t< 
advertising,  and  ac  | 
the  campaign  to  bs 
smoking  in  public  ;  I 
Only  after  these  gi 
have  been  achieve* 
the  issue  of  a  com] 
tion  fund  be  addre 
"If  there  is  only  a 
amount  of  money  : 
able,  it's  always  be 
use  that  money  to 
vent  future  loss  th 
compensate  peopl 
past  loss — as  cruel  as  that  choice  may  seem  to  be,"  s£ 
frey  O'Connell,  a  professor  at  the  University  of  Virgil 
school  and  expert  in  injury-compensation  plans. 

Taking  tougher  steps  to  prevent  future  smoking  is 
right  now — without  conceding  anything  to  the  industr 
enormous  legal  hurdle  to  regulation  fell  on  Apr.  25,  w 
North  Carolina  federal  judge  declared  that  the  fda  h 
diction  over  tobacco.  If  the  decision  is  upheld  on  appe 
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al  experts  expect,  the  fda  could  accelerate  its  at- 
;enage  smoking — and  begin  thinking  about  such 
future  steps  as  requiring  reductions  in  the  amount 
b  in  cigarettes.  Before  striking  an  irreversible  deal 
industry,  let's  see  what  the  fda  can  do  first, 
specifically,  should  be  done?  Looking  forward,  policy- 
lould  be  guided  by  some  fundamental  principles.  Uni- 
Michigan  tobacco  policy  expert  Kenneth  E.  Warner, 
se,  advocates  four  key  rights:  All  Americans  have  the 
reathe  air  not  tainted  with  tobacco  smoke  at  work 
jlic  places;  addicted  smokers  deserve  more  help  to 
ren  and  teenagers  have  the  right  to  an  environment 
3  and  other  inducements  to  use  tobacco;  adults  who 
lformed  about  all 
should  have  the 
se  tobacco, 
aid  add  to  Warn- 
lother  important 
r  to  the  hearts  of 
s:  the  right  to  sue 
irers  of  danger- 
cts. 

We  must,  of 
!  careful  to  re- 
dom  of  choice, 
rished  American 
•estrictions  are 
people's  smokes, 
nder,  what  will  be 
fore  I  jump  on 
;o  bandwagon,  I 
now  why  aren't 
hocolate,  sugar 
too,"  grumbles 

W.  Schonbrun,  a 
(Calif.)  attorney 
>  excessive  class- 
yers'  fees. 
*  all  these  prinei- 
nd,  here  are  some 
th  taking.  For 
he  most  effective 
event  smoking  is 
le  tax  on  ciga- 
10%  rise  in  the 
>acco  sends  sales 
-and  among 
e  drop  is  higher, 
3  much  as  12%. 
sensitive  to  price, 
isk,"  explains 
nomist  Willard  G. 
)f  the  University  of  Minnesota  (table,  page  112).  We 
;d  the  recommendation  of  smoking  foes  for  a  major 
3  tax  increase — about  $2  per  pack,  to  roughly  $4.50. 
n  international  perspective,  that's  still  not  very 
ick  costs  $4.80  in  Britain.  But  it  would  be  enough 
age  children  and  push  millions  of  adults  to  cut  back 
dmittedly,  new  taxes  are  a  hard  sell  in  Congress, 
show  that  Big  Tobacco  is  a  pariah  to  a  majority  of 


Americans,  so  cigarette  taxes  may  be  a  breed  apart.  Some 
key  Republicans  have  signed  onto  a  bill  that  would  modestly 
raise  cigarette  levies,  and  a  record  number  of  states  are  con- 
sidering boosts.  The  billions  of  dollars  raised  could  be  used  to 
fund  education  programs  and  hard-hitting  antismoking  cam- 
paigns. Such  revenues  might  eventually  fall  as  consumption 
does,  but  that's  the  point,  after  all. 

Another  effective  tool:  strict  curbs  on  ads  and  promotions 
aimed  at  kids.  Right  now,  America's  youth  are  bombarded 
with  merchandise  offers,  clever  ads  in  magazines  and  on  bill- 
boards, and  alluring  store  displays — a  barely  regulated  free- 
for-all.  That's  just  what  the  fda  was  trying  to  curb  when  it 
announced  new  ad  restrictions  last  fall.  U.  S.  District  Judge 

William  L.  Osteen  blocked 
the  fda's  ad  limits  in  his 
recent  ruling,  but  the  U.  S. 
Supreme  Court  on  Apr.  28 
endorsed  the  government's 
right  to  regulate  commer- 
cial speech  for  the  public 
good — a  sign  that  some 
restrictions  on  tobacco 
marketing  are  likely  to  be 
tolerated. 

That's  welcome  news. 
More  than  90%  of  current 
smokers  begin  puffing  be- 
fore the  age  of  18,  and  in 
recent  years  such  entice- 
ments as  cartoon  charac- 
ters and  free  merchandise 
have  helped  boost  smok- 
ing by  kids.  Typically, 
they're  well  aware  of  the 
hazards  of  smoking,  and 
they  never  intend  to 
make  it  a  lifelong  habit. 
But  before  they  reach 
adulthood,  they're  hooked. 
"The  big  problem  is  that 
kids  underestimate  the 
addictive  power  of  nico- 
tine," explains  Neal 
Benowitz,  an  addiction  ex- 
pert at  the  University  of 
California  at  San  Francis- 
co Medical  School. 

The  message  that 
smoking  is  cool  also 
comes  from  secondary- 
source  promotion  through 
the  mass  media,  such  as 
Hollywood  movies.  There  is  a  deliberate  industry-funded  ef- 
fort to  get  cigarettes  placed  in  movies  and  tv  shows.  "We're 
getting  killed  in  the  entertainment  media,"  laments  Gregory 
Connolly,  director  of  the  tobacco-control  project  at  Massachu- 
setts' Public  Health  Dept.  It's  a  tough  problem  to  solve,  giv- 
en the  First  Amendment.  But  it's  worth  trying  to  jawbone 
Hollywood  into  deglamorizing  smoking. 

We  also  need  to  push  companies  and  local  government  to 


>ast,  rather  than  on  preventing  future  smokers 
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WHAT  WE  SHOULD  DO  ABOUT  TOBACCO 

POSTPONE  THE  SETTLEMENT  TALKS  Current  negotiations  amount  to  a 
backroom  deal  by  lawyers  and  would  give  away  too  much  to  industry  and 
hobble  our  ability  to  regulate  in  the  future. 

BAN  ADVERTISING  AND  PROMOTION  AIMED  AT  KIDS  Without  trampling 
the  First  Amendment,  we  need  to  keep  the  industry  from  hooking  smokers  early. 

RAISE  TAXES  Boost  the  price  of  cigarettes— by  as  much  as  $2  a  pack — to 
dramatically  cut  sales,  especially  to  kids. 

EXPAND  SMOKE-FREE  WORKPLACES  AND  PUBLIC  AREAS  Studies  show 
that  when  a  company  bans  indoor  smoking,  nearly  25%  of  its  smokers  quit 
and 


when  a  company  bans  indoor  smoking,  nearly  2b%  of  its  smokers  quit  ^^^^fJ'fp^ 
others  cut  back.  More  states  need  to  sign  on.  ^**ffi$^&J^f  '0* 


DISCLOSE  ALL  INGREDIENTS  Adults  could  make  more  reasoned  decisions. 
Now  many  smokers  think  "lite"  cigarettes  are  safer  than  nicotine  patches. 

KEEP  FDA  ON  THE  CASE  Current  rules  barring  tobacco  sales  to  kids  are  only 
a  start.  We  need  a  strong  regulatory  hand  that  could  impose  further  restrictions. 


i 


make  everything  from  offices  to  sections  of  restaurants 
smoke-free.  "It's  the  most  effective  single  intervention," 
says  Stanton  A.  Glantz,  a  prominent  antitobacco  activist. 
When  a  company  bans  smoking,  about  one-quarter  of 
smokers  quit,  and  the  rest  cut  back  20%.  But  we  have  a 
long  way  to  go.  A  new  Massachusetts  survey  shows  that 
in  1995,  35%  of  companies  in  the  state  still  didn't  have 
such  a  ban — and  Massachusetts  is  one  of  the  more  en- 
lightened states  on  this  issue. 

Individuals  should  be  free  to  smoke,  of  course.  But  full 
disclosure  of  all  the  ingredients  in  tobacco — and  their  ef- 
fects— is  crucial  if  people  are  to  make  more  rational 
choices.  Massachusetts  officials,  using  recent  focus 
groups,  discovered  that  a  majority  of  smokers  believe 
"lite"  cigarettes  offered  a  safer  way  to  quit  than  nicotine 
patches  did.  That's  because  the  patches  come  with  an  ex- 
tensive list  of  warnings  about  their  dangers,  while  ciga- 
rettes, despite  containing  a  bevy  of  more  toxic  ingredi- 
ents, say  next  to  nothing  about  their  dangers. 
HOOKED.  We  may  also  want  to  consider  the  controversial 
idea  of  reducing  the  level  of  nicotine  in  cigarettes.  That 
could  conceivably  allow  teenagers  to  experiment  with  to- 
bacco without  getting  hooked.  It  would  also  take  away 
the  most  compelling  reason  for  adult  smoking.  "We've 
largely  won  the  public-health  battle  if  we  take  the  nico- 
tine out  of  cigarettes,"  says  a  former  FDA  lawyer. 

True,  there's  the  problem  of  48  mil- 
lion Americans  still  addicted  to  the 
drug.  Heavy  smokers  would  have  to 
smoke  more  to  get  their  daily  nico- 
tine fixes.  And  it  might  encourage 
bootlegging  of  stronger  foreign 
brands.  But  patches,  gum,  or  other 
delivery  systems  could  be  just  as  ef- 
fective in  satisfying  the  craving,  with- 
out many  of  the  health  risks. 

Naturally,  any  course  of  action 
needs  flexibility,  fine-tuning,  and  plen- 


THE  POWER  OF  TAXES 

A  recent  study  shows  the  strong 
correlation  between  high  cigarette 
taxes  and  reduced  consumption, 
especially  among  young  people: 


ber  that  in  the  case  of  even  the  most 
well-meaning  regulations,  the  indus- 
try has  a  history  of  turning  the  laws 
to  its  advantage.  After  the  1971  ban 
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on  radio  and  TV  tobacco  ads,  for  example,  companies  re- 
bounded with  a  series  of  strategies — from  merchandise 
giveaways  to  sports  sponsorships — that  reached  impres- 
sionable youth. 

Once  a  strong  regulatory  scheme  is  in  place,  then  it 
may  be  time  to  move  on  to  the  issue  of  compensating 
Big  Tobacco's  victims.  But  beforehand,  society  needs  to 
reach  a  consensus  on  how  much  money  smokers  really 
deserve.  After  all,  the  vast  majority  knew  of  the  risks  of 
cigarettes  and  therefore  contributed  to  their  own  in- 
juries. So  is  it  fair  to  force  the  industry  to  pay  for  their 
full  medical  expenses? 

There's  also  reason  to  believe  that  any  compensation 
scheme  for  tobacco  victims  would  be  a  mess.  The  crux  of 
the  problem:  Smoking  causes  a  wide  variety  of  health  ail- 
ments, but  it  is  not  the  sole  cause  of  any  of  them.  If  a 
compensation  scheme  tries  too  hard  to  separate  legiti- 
mate claimants  from  illegitimate  ones — weighing  factors 
such  as  how  long  they  smoked — it  will  bum  up  every 
penny  in  the  fund.  But  without  some  guidelines,  millions 
of  people  could  be  eligible  for  money — reducing  the  aver- 
age payout  to  a  fraction  of  most  victims'  medical  expens- 
es and  lost  wages. 

Given  these  flaws,  it  may  never  be  worth  handing 
the  industry  blanket  immunity  from  liability  solely  in 
exchange  for  a  compensation  fund.  There's  no  reason  to 
deprive  people  of  their  day  in  court, 
especially  since  the  fda's  recent 
triumph  in  court  has  reduced  the 
need  to  provide  the  tobacco  industry 
legal  protection  in  exchange  for 
cooperation. 

America  is  at  a  crucial  crossroads. 
The  tobacco  industry  is  on  the  run, 
and  there  is  a  unique  opportunity  to 
shape  the  future.  Let's  not  rush  into 
a  lawyer-driven  deal  that  sacrifices 
this  once-in-a-lifetime  chance  to  kick 
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Mike  France  covers  legal  affairs 
from  New  York,  and  John  Carey  re- 
ports on  health  from  Washington. 
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ARS,  BEER, 

ND  WEB  BROWSERS 

ti-tech  TV  ads  are  everywhere.  What's  behind  the  blitz? 


o  you  Yahoo!?  Over  the  past 
year,  the  Internet  startup 
has  plastered  the  TV  air- 
waves with  this  slogan  in 
-called  pond  commercial — the 
'here  an  old  fisherman  is  hav- 
)  luck  at  his  little  pond.  So  he 
i  home  and  hops  on  the  Net 
>e  in  the  word  'bait."  Thanks 
e  Yahoo!  search  engine  for 
ing  the  Web,  he's  soon  back 
?  pond  reeling  in  250-pound 
n  tunas  while  his  ecstatic  dog 
-long  like  a  hyena.  Fade  to 
and  up  come  the  words:  "Do 
fahoo!?"  The  an- 

Since  that 
lercial  has 
running,  five 
as  many  peo- 
). 

,  the  power 
advertising, 
idays,  if  you 
m  the  remote 
ol,  you  can't 
e  a  high-tech 
lercial.  Click. 
;dian  Dennis 
f  pokes  fun  at  the  Net  for  Lotus. 
,  Astronaut  Sally  Ride  wants  you 
meet  with  U.  S.  Robotics  modems. 
.  Packard  Bell  NEC  Inc.  would 
r  you  were  at  home  using  your 
lick.  Isn't  that  Steve  Case  again, 
ining  why  you  can't  log  on  to 
■ica  Online?  Click,  click,  click.  For 
son  Avenue,  the  mci  Communica- 
Corp.  ad  may  sum  it  up  best:  "Is 
i  great  time  to  be  alive  or  what?" 
DS.  Technology  companies  are 
ling  like  never  before.  Last  year, 
ponied  up  an  estimated  $492  million 
l  ah-  time.  While  that's  only  a  frac- 
»f  the  $5  billion  that  car  companies 
into  commercials  each  year,  it's  a 
jump  over  what  tech  companies 
.  the  year  before  and  more  than 
le  the  $208  million  tab  just  two 
earlier.  And  the  ad  spending  is  not 
to  let  up  this  year-.  Such  companies 
n  Microsystems  Inc.  and  Lycos  Inc. 


Companies  need  to 
build  image  fast, 
before  they're  history 


SUCCESS  ENGINE: 

Yahool's  hair- 
raising  campaign 

recently  launched 
their  first-ever  TV 
ad  campaigns,  and 
Dell  Computer  Corp.  is  rumored  to  be 
starting  one  later  this  year. 

What's  up?  Why  are  technology  com- 
panies, longtime  advertisers  in  maga- 
zines ($3  billion  last  year)  and  newspa- 
pers, suddenly  taking  their  message  to 
the  tube?  The  biggest  motivator  is  that 
high-tech  products  are  becoming  com- 
modities. Personal  computers  and  print- 
ers, for  example,  have  become  all  but  in- 
distinguishable, except  for  the  name  on 
the  box.  Internet  service  providers  offer 
the  same  access,  for  the  same  price. 
And  the  barriers  to  entry  in  cyberspace 
are  so  low  that  Web  companies  are 
scrambling  to  build  a  brand  name  faster 


than  their  competitors  so  they  won't  be 
cyberhistory.  "It's  just  like  beer,  or 
cars,"  says  Karen  Edwards,  Yahoo! 
Inc.'s  director  of  brand  management. 
"The  products  are  similar  enough  that 
image  has  a  lot  to  do  with  why  people 
buy  one  instead  of  the  other." 

Think  of  it  as  the  branding  of  high 
tech.  From  modems  to  PCs  to  Internet 
search  software  to  the  rarified  world  of 
groupware,  technology  companies  are  try- 
ing to  plant  an  image  in  the  minds  of 
consumers.  Software  giant  Microsoft 
Corp.  has  been  making  the  most  of 
branding  since  it  began  a  TV  blitz 
in  1995.  Now,  Microsoft  is  spending 
$61  million  on  TV  ads,  in  part  to 
make  sure  the  answer  to  the  ques- 
tion of  'WTiere  do  you  want  to  go 
today?"  is  the  Microsoft  Network — 
not  aol  and  certainly  not  Netscape 
Communications  Corp.  "I've  yet  to 
be  in  an  industry  where  the  No.  1 
brand  isn't  also  the  No.  1  company," 
says  Robert  W.  Pittman,  president 
and  ceo  of  America  Online  Net- 
works, the  flagship  subsidiary  of 
America  Online  Inc.,  which  is  spend- 
ing about  $66  million  on  TV  ads  to 
outsell  Microsoft. 

There's  another  cat- 
alyst behind  all  these 
digital-future  commer- 
cials. High-tech  adver- 
tisers are  also  count- 
ing on  TV  to  expand 
their  markets.  Consid- 
er home  PCs.  Already, 
40%  of  homes  now 
have  a  computer,  but 
growth  in  that  mar- 
ket is  slowing  this 
year  to  about  13%, 
down  from  the  heady 
20%-to-30%  clip  of  the 
past  few  years.  Ex- 
perts say  the  pool  of 
tech-hungry  buyers 
may  be  drying  up,  so 
PC  makers  are  hoping 
a  new  wave  of  ads  extolling  the  joys — 
and  ease — of  computing  can  help  pene- 
trate the  broad  consumer  market. 
"Every  company  is  seeing  the  same 
thing  we  are,"  Pittman  says.  "The  group 
of  early  adopters  is  100%  penetrated, 
so  everyone  is  now  going  after  the  mass 
market.  To  do  that,  they  have  to  use  TV, 
the  mass-market  tool." 

Fine.  But  is  it  working?  There  is  one 
promising  sign:  Market  researcher  In- 
ternational Data  Corp.  says  U.  S.  PC 
shipments  in  the  first  quarter  of  this 
year  rose  20%,  up  from  14%  for  the 
same  period  a  year  earlier. 

But  for  the  most  part,  it  is  devilishly 
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difficult  to  measure  the  results  of  TV 
advertising.  That's  because  brand  ad- 
vertising isn't  aimed  at  triggering  an 
immediate  action.  When  you  see  a  Miller 
beer  commercial  on  TV,  for  example, 
you  don't  flip  off  the  TV  and  get  in  your 
car  to  go  buy  a  six-pack,  tv  advertising 
is  designed  to  hammer  home  the  prod- 
uct name  with  so  many  impressions 
over  time  that  during  the  next  visit  to 
the  store,  you  think  of  Miller  first.  Ad- 
vertisers try  to  keep  track  of  such  mea- 
sures as  brand 
awareness,  likability, 
and  intent  to  pur- 
chase, but  any  pay- 
off to  the  bottom  line 
is  measured  in  years. 

Take  Packard  Bell 
NEC.  Its  dramatic  TV 
spots  paint  a  dark 
and  sinister  view  of 
the  drudgery  of 
everyday  life.  A 
young  woman,  for 
example,  ages  into 
near  dust  as  she 
waits  in  line  to  do  her  banking — before 
the  camera  sweeps  the  viewer  off  to  a 
Technicolor  cartoon  world  with  a  cheer- 
ful house  and  computer.  The  tag  line: 
"Wouldn't  you  rather  be  at  home?" 
Packard  Bell  spent  $13  million  on  the 
campaign  in  the  last  quarter  of  1996, 
and  it's  continuing  this  year. 

The  results?  Packard  Bell  hired  a 
market-research  company  to  do  pre- 
and  post-ad  studies  to  measure  brand 
awareness,  usually  determined  by  an 
open-ended  question  such  as:  "What 
computer  companies'  ads  have  you 
seen?"  Before  the  campaign  started, 
18%  named  Packard  Bell.  After  just  five 
months,  the  number  rose  to  29%.  The 
other  score  the  company  looked  at  was 
"next  intended  purchase,"  asked  of  those 
respondents  who  said  they  planned  to 
buy  a  PC  in  the  next  six  months.  In  the 
pretracking  study,  13%  named  Packard 
Bell.  After  the  campaign,  24%  did.  Still, 
there's  no  sign  that 
the  company's  10.1% 
market  share  has 
rebounded  to  the 
14.1%  it  had  a  year 
ago. 

For  Internet  com- 
panies, the  results 
show  up  much 
faster.  Witness  Auto- 
By-Tel  Corp.,  a  $5 
million  company  that 
brokers  cars  on  its 
Web  site.  It 
launched  its  first  TV 
campaign  in  January 


with  a  30-second  Super  Bowl  spot.  "We 
knew  instantly  that  it  was  successful," 
says  Betsy  Isroelit,  senior  vice-presi- 
dent at  Los  Angeles-based  rbi  Commu- 
nications Inc.,  the  company's  ad  agency. 
"We  had  a  huge  spike  during  halftime; 
and  it  hasn't  stopped  since."  In  the  five 
days  following  the  Super  Bowl,  pur- 
chase requests  were  up  66%  over  the 
first  25  days  of  January.  Auto-By-Tel 
has  continued  its  network-TV  campaign, 
and  it's  still  seeing  50%  more  requests 


than  the  40,000  a  month  it  was 
getting  before. 

Still,  much  of  the  evidence  is  ~ 
anecdotal.  Excite  Inc.,  an  Internet 
search-engine  company,  last  October 
launched  an  edgy,  $10  million  campaign 
featuring  Jimi  Hendrix  singing  Are  You 
Experienced?  Excite  wasn't  prepared 
for  the  overload  on  its  computers.  "The 
first  night  we  were  on  the  air  it  was 
breathtaking,"  says  Scott  Epstein,  di- 
rector of  marketing.  The  next  day,  Ex- 
cite saw  a  30%  increase  in  traffic  over 
its  daily  average. 

Yahoo!  says  it,  too,  knows  its  cam- 
paign is  working.  While  the  "search" 
button  on  Netscape's  Web  browser  calls 
up  four  different  search  engines,  "people 
choose  us  more  than  the  other  guys," 
Edwards  explains.  "It  makes  sense  to 
make  sure  you  have  the  name  brand 
so  people  try  you  first."  The  power  of 
tv  is  so  important,  she  says,  that  the 


company  does  no  print  advertising,  ir 
on  May  11  it  will  start  running  anot 
tv  spot  called  "Hairstyle." 

How  powerful  is  tv?  Look  at  I 
Corp.  Unlike  most  tech  advertis 
the  chip  giant  doesn't  even  hav 
product  to  sell  to  consumers.  But 
"Intel  Inside"  TV  advertising  has 
vinced  computer  buyers  that  if  t" 
PC  doesn't  have  the  "Intel  Inside"  st 
er  on  it,  then  it's  a  clunker.  To  coun 
competitor  Advanced  Micro  Devi 
Inc.  launched  a 
campaign  with 
April  introductio 
its  K6  compu 
chip,  a  proces 
aimed  directly  at 
tel's  Pentium. 

For  Intel, 
have  worked  so 
that  it  popped  fo 
pair  of  $1.2  mill 
30-second  slots  d 
ing  the  Super  B 
to  launch  its  r 
Pentium  multime 
computer  chi 
Workers  in  brigh 
colored  "bun 
away  to  Play 

sp 


INTEL  pays  for  half  its 
customers'  TV  ads 


HIGH  TECH  IS  SPENDING 
MORE  ON  TV  ADS... 


.AND  THESE  TECHIES 
SPEND  THE  MOST 
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MICROSOFT 

INTEL 

AT&T*  i 
APPLE  COMPUTER 
HEWLETT  PACKARD 
GATEWAY  2000 
COMPAQ  COMPUTER 
PACKARD  BELL  NEC 
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►  MILLIONS  OF  DOLLARS 
'THE  AT&T  FIGURE  DOES  NOT  INCLUDE  AOS  FOR  LONG-DISTANCE  SERVICE 


suits"  jitterbug 
Funky  Music.  The  Super  Bow' 
helped  spur  such  brisk  sales  of  PCs 
Intel  can't  make  enough  of  the  ch 
to  keep  up  with  demand 

Intel's  not  the  only  one  benefiting  ft 
its  program.  Madison  Avenue  may  o 
the  chip  giant  thanks  for  the  huge  sv 
of  high-tech  ads.  Ever  wonder  w 
every  PC  ad  on  TV  ends  with  Intel's 
nature  four-note  audio  "bong,"  as 
called?  Starting  last  year,  Intel  bej 
paying  for  half  of  its  customers'  bro; 
cast  ads  if  they  included  a  mentionB 
"Intel  Inside"  and  the  bong.  These  s 
sidies  will  cost  Intel  an  estimated  $' 
million  in  1997.  That  eased  the  move 
tv  for  such  companies  as  Packard  B 
Acer  America,  and  Gateway  2000.  Anc 
brought  such  leading  PC  companies 
Compaq  Compu 
Corp.  and  ibm,  w] 
once  refused  to 
vertise  that  th 
computers  had  "I 
Inside,"  back  into 
fold.  Both  ranked 
the  top  10  list  of 
advertisers  last  y 
You  can  aim 
hear  Madison 
enue  shouting  yah 
By  Larry  A: 
strong  in  Los  A, 
les,  with  bure 
reports 
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Connect  with  the  Future 


CHANGING  THE  WAV  IKE  WORLD  COMMUNICATES 


EXPLORE  THE  WHOLE  WORLD  Of  COMMUNICATE 


SUPERCOMM  '97: 
Connect  with  the  Future 


Imagine  a  world  where  the  entire 
spectrum  of  communications  media  is  at 
the  service  of  your  every  whim.  No 
longer  is  information  simply  pushed  at 
you  by  news  media  or  Internet  program- 
mers. Each  day  you  have  the  ability  to 
pull  exactly  what  you  need  to  know 
from  available  resources.  Whether  it's  a 
sports  score  for  your  favorite  team,  a 
specific  stock  quote,  or  political  happen- 
ings 5,000  miles  away,  you  have  your 
data  immediately. 

Vanished,  too,  is  any  distinction 
between  local  and  long  distance  tele- 
phone service.  You  can  call  Australia  as 
easily  and  as  cheaply  as  buzzing  your 
next-door  neighbor.  Your  television  has 
become  totally  menu-driven.  You  call  up 
programs  at  will,  doing  your  own 
'instant  replays."  In  your  hands  or,  per- 
haps, on  your  watch,  is  a  Personal 
Communicator  combining  what  once 
were  wireless  telephones,  notebook 
computers,  portable  fax  machines,  and 
pocket  organizers.  You  can  surf  the  Net 
from  the  beach,  telecommute  from  a 
mountain  hideaway,  and  videoconfer- 
ence  with  your  family  while  on  global 
business  tnps.  Throughout,  your  num- 
ber at  home,  office,  car,  and  airport 
remains  the  same. 

These  are  just  a  few  glimpses  of  the 
world  some  40,000  communications 
and  IT  professionals  from  90  countries 
will  see  next  month  in  New  Orleans.  The 
occasion  is  SUPERCOMM  '97.  The 
largest  annual  meeting  of  its  kind  in  the 
industry,  SUPERCOMM  has  become  a 
window  into  the  ways  we  will  commu- 
nicate in  the  years  ahead. 

New  Legislation  for  a  New  World 

February  1996  saw  the  passage  of 
the  most  extensive  legislation  in  com- 
munications since  the  regulatory 
crusades  of  the  New  Deal.  The  1984 


divestiture  of  AT&T,  once  considered 
the  most  significant  business  event  of 
our  time,  pales  in  comparison  to 
present  deregulation  activities.  The  for- 
mer opened  up  only  the  realm  of  long 
distance.  The  new  Telecommunications 
Act  has  created  unprecedented  compe- 
tition in  every  sector 

Until  recently,  telephone, 
computer,  and  teleuision 
each  maintained  their  own 
channel  into  our  hues. 


Local  phone  companies,  long 
distance  carriers,  cable  TV  providers, 
and  utility  companies  will  all  be  vying 
for  control  of  the  convergence  of 
information,  communications,  and 
entertainment  into  your  home.  Will 
you  answer  your  television,  watch  your 
telephone,  or  simply  get  everything 
over  the  Web?  Who  will  dominate  the 
future  ol  the  office  desktop,  or  will 
there  be  a  need  for  an  office  at  all?  Will 
one  "super  telecom  company"  eventually 
be  your  one-stop,  one-bill,  end-to-end 
shop  for  every  call,  local  or  long 
distance,  wire  or  wireless?  And  how 
soon  will  it  all  happen? 

For  business  users,  the  new  law,  as 
it  accelerates  choice,  poses  an  unfamiliar 
dilemma.  At  a  time  when  managerial 
trends  emphasize  streamlining,  telecom 
managers  face  an  onrush  of  vendors, 
each  offering  solutions  for  business  net- 
works. The  adoption  of  multiple  ven- 
dors with  different  types  of  equipment 
inevitably  requires  additional  staff  and 
consequent  overhead.  How,  then,  can  a 
company  take  advantage  of  increased 
options  without  overextending  resources? 


Woody  Randall,  chairman 
the  International  Communicati 
Association  (ICA),  whose  mission  i: 
protect  the  interests  of  business  e 
users,  warns  corporate  telec 
mangers  to  "look  at  the  big  picture 
get  away  from  tunnel  vision  "  S 
Randall,  "For  the  buyer,  the  new  ar 
of  competition  can  be  overwhelmi 
Once  you've  looked  at  the  range 
offerings  and  the  multitude  of  vend 
you  must  begin  pairing  down  the  al 
natives.  But  first  you  need  a  comr. 
hensive  view  of  the  possibilities." 

Such  an  overview  begins  with 
understanding  of  the  impetus  for 
1996  Act:  the  technological  innovatii 
that  are  changing  the  way  the  wc 
communicates  and  does  business. 

Convergence  and  Bandwidth 

Until  recently,  telephone,  compu 
and  television  each  maintained  tl 
own  channel  into  our  lives.  But 
onward  march  of  digital  technolog) 
steadily  reducing  the  fonns  of  hun 
interaction  into  combinations  of  "zei 
and  "ones."  So  while  analog  media  c 
tated  that  telephone  calls  and  cable 
programs  take  different  paths  into  y 
residence,  digital  technology  proclai 
the  advent  of  convergence. 

The  ultimate  driver  behind  t 
unprecedented  convergence  of  servi 
will  be  you  -  a  process  that  Bell  Atlai 
CEO  Ray  Smith  calls  the  "consumeri 
tion"  of  the  information  age.  On 
supply  side,  national  and  internatio 
legislation  has  created  a  new  competit 
environment  in  which  local  telephc 
and  cable  TV  companies,  long  distal 
providers,  and  even  electneal  utilij 
will  compete  to  win  your  busine 
Thanks  to  the  Telecommunications 
of  1996,  all  of  these  suppliers  are  rac\ 
to  provide  bandwidth 


new 


M  ere  h  an  d  i  s 
daily* 


2  patents  every  24  hours. 

Working  round  the  clock  to  bring  you  fresh  Bell  Labs  innovations 
Just  in:  New  Internet  Telephony  Servers.  Enable  calls  over  Net  using 
ordinary  phones/faxes  (elemedia™  adds  great  sound). 
Plus,  56  Kbps  modem  chip  sets.  Can  make  accessing  Net  over  regular 
phone  lines  2  x  faster.  Also  in  stock:  better-sounding  wireless  systems: 
new  longer-range  cordless  phone.  More  breakthroughs  on  the  way. 
(Tomorrow,  the  day  after,  etc.) 


Lucent  Technologies 

Be"  Lafas  '"novation, 

600  Mountain  Avenue 

ZTNJ  07974-°^ 

httP-"mvW.Iucen,.C01n 

l-S8S-4-Lucent 


We  make  the  things  that  make  communications  work." 


Lucent  Technologies 
Makes  Increased 
Reuenues  Possible 
Ouer  the  internet 

On  March  31,  1997,  Lucent 
Technologies  introduced  a  new,  high 
quality  telephony-over-the-lnternet 
solution  for  communication  service 
providers.  The  new  platform  lets  con- 
sumers and  businesses  make  calls  over 
the  Internet  using  ordinary  phones  and 
fax  machines. 

MCI  Communications  Corp.  and 
France  Telecom  each  plans  to  trial 
Lucent's  new  platform  while  GTE 
Telephone  Operations  will  conduct  a 
laboratory  evaluation. 

The  Lucent  Internet  Telephony 
Server  SP  (Service  Provider)  is  one  ele- 
ment in  Lucent's  portfolio  of  Internet- 
ready  products  and  services.  It  can 
work  in  any  public  switched  network  to 
route  telephone  calls  over  data  net- 
works such  as  the  Internet. 

To  enable  a  customer  with  an  ordi- 
nary phone  or  fax  machine  to  place  or 
receive  calls  over  the  Internet,  the  service 
provider  initially  needs  one  Internet 
Telephony  Server  SP  near  the  central 
office  where  the  call  originates  and 
another  near  the  termination  point. 

With  this  technology,  service 
providers  -  including  local  and  inter- 
exchange  carriers,  Internet  service 
providers  (ISPs),  cable  companies,  or 
competitive  access  providers  -  can  offer 
a  cost-effective  alternative  to  traditional 
long  distance  calling,  or  they  can 
enhance  their  data  offenngs  by  adding 
voice,  creating  a  new  revenue-generating 
or  revenue-protecting  opportunity. 

"We  are  enabling  service  providers 
to  tap  an  entirely  new  market  in  what 
could  be  a  billion  dollar  arena,"  says 
Gerald  Butters,  Lucent's  president  of 
Network  Systems  for  North  America. 

"Lucent's  Internet  Telephony  Server 
SP  raises  the  stakes  substantially  in  the 
Internet  telephony/fax  gateway  mar- 
kets," says  Hillary  Mine,  senior  vice 
president  of  Probe  Research.  "With  its 
non-proprietary  architecture,  Lucent  has 
addressed  the  critical  barriers  to  deploy- 
ment, saving  service  providers  from 
being  locked  into  one  particular  vendor, 
and  moving  Internet  telephony  into 
the  mainstream." 


:iAL  ADVERTISING  SECTION 
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10 -Year  Anniversary 


Bandwidth,  literally  the  range  of 
electronic  frequencies  within  which  you 
can  transmit  an  undistorted  signal, 
determines  the  quantity  of  digital  infor- 
mation -  voice,  data,  Web  sites,  video, 
etc.  -  that  a  "pipe"  can  transmit  during  a 
given  time. 

That  pipe  can  be  an  ordinary 
telephone  line  enhanced  for  digital 
transmission,  a  coaxial  cable  that  can 
handle  four  times  the  traffic  of  a  copper 
wire  phone  line,  or  a  fiber  optic  line 
with  much  greater  capacity  than  both. 

Copper  Wire  Enhancers 

Manufacturers  and  service 
providers  have  found  innovative  solu- 
tions that  expand  twisted  coppers 
capabilities  beyond  standard  phone 
service:  Integrated  Services  Digital 
Network  (ISDN)  -  transmits  data  at 
128,000  bus  per  second  as  it  carries 
voice,  video,  and  data  by  allowing 
separate  channels  to  be  operated 
simultaneously.  According  to  United 
States  Telephone  Association  (USTA) 
President  and  CEO  Roy  Neel,  "ISDN 
did  not  make  the  initial  impact  eagerly 


In  the  end,  regardless 
of  mho  controls  the  pipes, 
consumers  and  businesses 
will  both  be  big  winners 
thanks  to  this 
uigorous  competition. 

expected  due  in  part  to  delays  in 
rolling  out  the  service  and  lack 
of  standards.  Now,  national  ISDN 
seems  to  have  been  reborn  with  the 
proliferation  of  applications  and 
services."  Asynchronous  Digital 
Subscriber  Line  (ADSL)  -  originally 
inu  nded  to  provide  video  over  the 
network,  compresses  signals,  tipping 
the  transmission  rate  to  eight  million 


lorn 


bits  per  second  to  the  user  and 
million  bits  in  return.  Says  Neel,  ' 
is  one  of  the  fastest  Internet  techn 
gies  compared  with  the  flounde 
test  markets  of  cable  modems  [pres 
ly  high-priced  modems  linking  u 
to  cable  TV  providers  via  coa 
cable]."  Asynchronous  Transfer  IV 
(ATM)  -   a  switching  technology 
allocates  packets  or  "cells"  on 
as-needed  basis.  Well-suited  to  c 
voice,  data,  and  video  in  full  multi 
dia  or  as  separate  services,  AT 
virtual  circuits  make  enhanced  serv 
accessible  to  subscribers  equipped  c 

with  modems. 

Dive  vi 

Fiber  Optics 

Transmitting  at  a  rate  of  1.7  bil 
bits  per  second  (enough  to  c 
25,000  voice  channels),  fiber  optic 
clearly  the  victor  for  tomorrc 
services  explosion.  Putting  in  the  f 
infrastructure  is  expensive.  Howe  - 
USTAs  Neel  notes,  "Despite  the  1 
costs,  USTA  members  are  rolling 
miles  of  fiber,  getting  closer  to  the  c 
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cept  of  bringing  fiber  into  the  home  pied 

The  Possibility  of  One  Pipe 

One  of  todays  central  issues  is 
possibility  of  one  pipe  carrying  mult 
services  into  the  residence.  The  gi  rtoi 
news  is  that  for  consumers,  singi 
access  would  provide  consolids 
billing,  maintenance,  and  new  sen 
purchasing;  tor  the  chosen  provide 
means  a  swell  of  additional  revenue 
market  dominance. 

Matthew  Flanigan,  president 
the  Telecommunications  Indus 
Association  (TIA),  however,  isn't  s 
that  convergence  necessarily  diet; 
"one  pipe." 

According  to  Flanigan,  "For  rr 
tiple  services,  consumers  may 
mately  decide  they  want  more 
'pick  and  choose'  option.  Servl 
selection  will  come  down  to  a  ma 
of  features  and  pricing." 

TIAs  members  (communicatii||,j 
equipment  manufacturers  and  supplii 


1NNECT  WITH 
NEW  ERA  IN  COMMUNIS 


ow  will  the  future  of  communications 
)logy  shape  your  world?  You  won't 

0  wait  long  to  find  the  answers.  See  the 
t  of  tomorrows  technologies  today  at 
1COMM  '97.  It's  the  only  event  where 

in  explore  the  whole  world  of 
unications  under  one  roof. 
JPERCOMM  '97  will  be  the  largest 

1  communications  event  with  more  than 
hibiting  companies  and  200  world-class 
tional  programs,  seminars,  tutorials, 
lops  and  forums  led  by  industry  experts. 
ier  event  delivers  the  insights  you  need  to 
Dive  your  most  critical  business  problems. 

Sow  to  Attend  the  Most  Important 
lunications  Event  of  1997! 

JPERCOMM  '97  is  a  "must  attend"  for 
vho  need  to  gain  the  competitive  edge  in: 
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•  Networking 

•  Public  &  Private  Networks 

•  Satellite  Communications 

•  Software 

•  Wireless  &  PCS 

■  And  much  more! 


RCOMM  Educational  Programs 
oped  and  Presented  by: 

amputer  Society  -  Internet  Computing  Conference  ( IC  '97) 

tional  Communications  Association 

Vnnual  SuperConference 

tional  Engineering  Consortium 

Communications  Forum 

SUPERCOMM  Executive  Program 

edia  Telecommunications  Association 

\nnual  Business  Solutions  Conference 

COMM/Phillips  Business  Information 

31obal  Telecom  Market  Forum 

mmitteeTl  -Wireless  Standards  Semina- 


JRt  THE  WHOLE  W3RL0  01  CUMMUN1 


For  registration  information,  use  the  form  below 

or  call  1-800-2-SUPFJRC.  Outside  the  U.S.,  1-312-559-3327. 

Or  FAX  form  to  1-312-559-4111. 

To  exhibit,  call  1-800-COMM-NOW.  Outside  the  U.S., 
1-703  W7-7480.  Or  FAX  form  to  1-703-907-7746. 
Exh?  it  space  is  over  90%  sold  out! 


For  up-to-the-minute  information  about  the 
SUPERCOMM  '97  exhibition  and  conferences, 
visit  www.super-comm.com! 


Orleans 


Fill  Out  and  Mail  Today!  SUPERCOMM  '97 

549  W.  Randolph,  Suite  600,  Chicago,  IL  60661-2208  USA 

Name  

Title  


ADV 


Organization. 

Address  

City  


State 


Zip/Postal  Code. 

Phone  

E-Mail  


_Country_ 
Fax  


Interest:   Attending  Exhibition   ICA   IEEE   SUPERCOMM/Phil 

 Exhibit  Space   [EC   MMTA   TIA/Committee  Tl 
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offer  the  products  and  technology  that 
each  of  the  service  providers  will  have  to 
rely  on  to  bring  voice,  data,  and  video  to 
the  home  and  olfice. 

Says  Flanigan,  "The  chief  players 
already  have  a  line  to  many  homes.  Each 
offers  different  advantages  and  is 
currently  at  different  stages  of  being  able 
to  implement  multiple  services." 


SUPERCOMM  '97  mill  offer 
a  timely  uantage  point 
for  witnessing  the 
competition  and 
cooperation  that  will  be 
eueryday  communications 
in  the  21  st  century. 

"The  members  of  USTA  are  no 
strangers  to  competition,"  says  Neel. 
"They  have  faced  vibrant  competition  in 
lucrative  business  markets  in  many  U.S. 
cities,  in  some  cases  experiencing  losses 
in  high  capacity  business  service  of  more 
than  30%." 

He  adds,  however,  "Telephone  com- 
panies have  begun  a  difficult  transition, 
moving  from  a  highly-regulated  industry 
defined  by  the  FCC  into  an  industry 
driven  by  innovation  and  customer 
demand.  As  competition  heats  up  in  the 
local  market,  our  members  will  clearly 
differentiate  themselves  and  their  history 
of  service  to  the  community." 

In  the  end,  regardless  of  who  con- 
trols the  pipes,  consumers  and  businesses 
will  both  be  big  winners  thanks  to  this 
vigorous  competition. 

"Competition  among  these 
providers,"  says  Flanigan,  "will  bring 
advanced  services,  new  products,  and 
competitive  pricing.  The  advantages  of 
competition  will  help  companies  reach 
their  goals,  whether  by  contacting  more 
customers,  expanding  internationally,  or 


deploying  more  efficient  internal  com- 
munications as  telecommunications 
becomes  a  strategic  business  asset." 

SUPERCOMM  '97  will  offer  a 
timely  vantage  point  for  witnessing  the 
competition  and  cooperation  that  will 
be  everyday  communications  in  the 
21st  century.  All  participating  players 
and  technologies  represented  in  plenary 
sessions,  educational  programs,  and 
exhibits,  mapping  out  the  future  -  a 
future  whose  distance  from  us  contin- 
ues to  shrink  by  quantum  measures. 

The  sponsors  of  SUPERCOMM  "97 
are  TIA  and  UTSA.  USTA  member 
companies  oversee  more  than  95% 
ol  the  nations  telephone  lines,  and 
TIAs  members  represent  virtually 
all  of  the  products  and  solutions 
supported  through  the  modern  commu- 
nications network. 

Integrating  Computer 
and  Telephone 

A  physician  uses  a  telemedicine 
application  to  receive  image  transfers 
for  diagnosing  a  remote  case.  A 
student  at  a  Midwest  community 
college  uses  distance  learning  to  take  a 
course  from  an  east  coast  university.  A 
company's  geographically  diverse  sales 
force  uses  a  "whiteboard"  to  coordinate 
strategies  for  a  new  product  introduc- 
tion A  unified  messaging  system 
combines  voice  mail  and  e-mail  so  that 
everyone  in  a  multi-national  corpora- 
tion can  stay  in  touch.  Each  of  these 
examples  represents  innovative  uses 
of  Computer  Telephony  Integration 
(CTI)  combined  with  multimedia 
technologies. 

CT1  began  several  decades  ago  as 
companies  used  their  mainframes  and 
Private  Branch  Exchanges  (PBXs)  to  set 
up  formal  call  centers,  enabling  cus- 
tomer service  reps  to  identify  callers  by 
their  name  and  credit  or  payment  histo- 
ry. Intelligent  routing,  a  further  develop- 
ment, expedited  customer  800  number 
calls  by  forwarding  callers  and  accompa- 
nying background  information  to  appro- 
priate departments.  Today  CTI  has  gone 


far   beyond    help    desks,  custon 
service,  and  telemarketing.  Throul 
low-cost  desktop  solutions  and  servq 
you  can  now  take  advantage  of  CTI 
any  type  of  business. 

According  to  MultiMedia  Telecom 
unications  Association  (MM 
Chairman  and  President  of  Versati 
Inc.  Ron  Charnock,  "Today  most  C 
applications  can  be  implemented  w 
off-the-shelf  software  packages,  empo 
ering  employees  with  immediate  aces 
to  the  information  they  need  to  ma 
informed  decisions  and  become  mc 
productive."  In  fact,  PC-telephony  app 
cations  allow  "intelligence  to  folk 
phone  calls"  throughout  the  enterpnst 

Whither  the  Wireless  Revolutior 

Digital  technology  is  not  or 
changing  the  nature  of  mobile  comm 
nications,  it  is  offering  service  providf 
the  opportunity  to  bypass  a  wireli 
infrastructure 

For  mobile  service,  the  digi 
Personal  Communications  Service  (PC 
is  eclipsing  cellular  as  the  route  to  futt 
products  and  services.  PCS  a: 
improved,  secure  transmission  systei 
anticipate  the  arrival  of  a  sin 
all-purpose  telephone  number  that  w 
follow  you  from  home  to  auto  to  offio 


LUireless  networks  will 
help  populations  leapfrog 
ouer  traditional  wireline 
technologies  in  obtaining 

basic  telephone  seruice. 


Research  by  QUALCOMM  Inc 
the  San  Diego,  Calif.  "Sorrento  Valle 
mobile  communications  firm  -  h 
found  that  today's  wireless  subscribe 
do  not  keep  their  phones  on 
all  times.  Nor  do  they  take  the 
phones  everywhere 


Preparing  for  the  Call  of  Tomorrow 

USTA  CHARTS  A  NEW  COURSE  FOR  THE 
FUTURE  OF  TELECOMMUNICATIONS. 

C?or  more  i/ian  100  years,  Q/cSdO?  Aas  supported  t£e  telecommunications  industry. 
DCow  we're  c/iartiny  a  new  course  into  t/le  future  for  our  members.  C/?s  our  industry  moves 
into  t£e  next  century,  evolution  is  once  ayain  underway  at  Q/SC7C%. 
We  remain  committed  to  Zielpiny  our  memBers  prepare  for  t/ie  call  ^f^^^^ 
of  tomorrow.  C?or  more  information,  call 1 ' -800-646-^U^)'~J[A,  e~maif  If  f  ^m 
us  at mem6er@ usta.  ory  or  find  us  on  t/ie  Jll)e6  at  www.  usta.  ory. 


I 


USTA 


1 897-1 997 


JOCIATIOH 


According  to  QUALCOMM  Public 
Relations  Manager  Joanne  Coleman, 
"For  extended  use,  phones  must  provide 
not  only  exceptional  voice  quality  and 
enhanced  security,  but  also  greatly 
extended  talk  and  standby  times,  allow- 
ing subscribers  to  keep  their  phones  on 
to  send  and  receive  more  calls." 

The  Wireless  Infrastructure 

In  technologically  advanced  coun- 
tries, a  wireless  architecture  may  enable 
telephone  company  competitors  to 
bring  broadband  services  to  the  home 
without  the  heavy  expense  of  wiring. 
Similarly,  in  developing  nations,  wireless 
networks  will  help  populations  leapfrog 
over  traditional  wireline  technologies  in 
obtaining  basic  telephone  service. 

Wireless  and  Personal  Security 

A  principal  consumer  use  of 
wireless  has  been  for  personal  safety  and 
security  Calls  to  911  Public  Service 


Answering  Points  (PSAP),  or  emergency 
dispatchers,  have  grown  with  the 
explosion  of  new  wireless  services  and 
equipment.  Callers  on  the  road  fre- 
quently report  accidents,  fires,  or  crimi- 
nal activity  like  drunk  driving.  Between 
1985  and  1994,  the  number  of  reported 
wireless  911  and  distress  calls  increased 
from  193,332  to  over  17.9  million. 

According  to  Dan  Bart,  vice-presi- 
dent, standards  and  technology,  TIA, 
E-911  will  eventually  enable  cellular 
phone  users  to  be  located  within  a  125 
meter  radius  (67%  of  the  time)  using  cell 
site  sector  information  to  identify  the 
location.  This  capability  will  also  aid  law 
enforcement  officials  in  pursuing  autho- 
rized wireless  "wiretapping." 

The  Internet  Becomes  an 
International  Marketplace 

The  International  Data  Corporation 
projects  that  Web-based  transactions 


will  reach  $150  to  $200  billion 
2000. 

At  SUPERCOMM,  the  IE 
Computer  Society's  Internet  Compul 
Conference  will  brief  the  business  cc 
munity  on  this  commercial  potentia 
the  Net. 

Program  Chair  Dr.  Andrew  Schw 
executive  vice  president  of  Tri 
Services,  whose  mission  is  to  help  b 
nesses  capitalize  on  Internet  technc 
gies,  notes  that  the  Web  offers 
opportunities  for  "customer-focu 
marketing."  The  interactivity  of  the  \ 
naturally  leads  to  personalized  one- 
one  selling  situations,  and  Schwab 
the  horizons  of  electronic  commf 
broadening.  The  global  nature  of 
network  is  opening  international  n 
keting  opportunities,  and  the  swel 
number  of  Net  users  is  rapidly  inert 
ing  the  customer  pool. 


Fuel  Your 

Profits  With  NTFC 


You  know  that 
giving  customers 
what  they  want 
when  they  want 
it  is  the  key  to 
being  successful. 

Whether  it 
is  a  long  term 
or  short  term 
project,  we 
are  available 
to  help  you 
deliver  results. 


We  Are  Experts  In  Many  Different  Areas. 

•  (  atalog  s.ilcs,  service  and  fulfillment 

•  Selling  or  promoting  specific  products  or  events 

•  (  old  <  ailing,  If, id  generation  and  lead  follow-up 

•  A(  count  management  on  an  on-going  basis 

•  Handling  overflow  and  after-hours  service 

•  (  omplete  order  taking  and  fulfillment,  including 

<  redit  c  ard  pro(  essing,  pat  king  and  shipping  products 

We're  Capable  Of  Handling  Large-Scale  Projects. 

•  We  have  the  <  apacity  to  fill  500  workstations  and  480  lines 

•  We  employ  approximately  70  inbound  and  20  outbound, 
plus  a  ( lew  of  part-time  CSRs 

•  Our  average  weekly  (  all  volume  is  25,01)0 

•  We  pro*  ess  approximately  8500  credit  <  ard  orders  per  month 

•  We  have  lour  fulfillment  warehouses  across  the  nation 

Our  Telemarketers  Are  Trained  To  Close  The  Sale. 

•  Response  time  standards  .ire  at  5-8  seconds 

•  Abandon  rates  are  under  57,, 

•  (  )ur  (  SRs  work  in  a  positive  atmosphere  and  are  rewarded 
for  good  work 

•  ( )n-going  inbound  and  outbound  training  is  given,  along 
with  sales  tec  hnique  and  <  ommunk  ations  skills 


w  e've  been  in  the  telemarketing 
business  for  over  1 5  years.  Our 
Midwestern  work  ethic  has  proven 
to  be  an  outstanding  asset  for 
companies  like  Gateway 2000  and 
Citibank  (SD).  And  we  can  put  that 
ethic  to  work  for  you. 

o  ur  list  of  satisfied  clients  include! 
Fortune  500  companies  like  HBO, 
RCA,  Whirlpool,  SHOWTIME  and 
accomplished  regiona!  companies 
such  as  Entertainment  Direct  and 
Builder's  Express.  We've  customized 
our  services  to  fit  their  needs 
perfectly,  and  we're  ready  to  do 
the  same  for  you! 


National  Telemarketing 
Fulfillment  Center 

A  Division  Of  Warren  CompaniesI 
300  East  50th  Street  North! 
Sioux  Falls,  SD  571041 


Call  1-800-811-895 

email:  sheri@pchsat.co 


Vour  connection  to  [lie  new  world  of  communications. 

As  a  full-service  trade  organization  serving  Together,  we  are  promoting  improved  commu- 
more  than  625  members,  TIA  represents  nications  technologies  to  help  connect  the 
providers  of  communications  and  telecommunications  world.  For  more  information,  please 
information  technology  products  used  in  ■  g  JJ^M  call  us  at  (703)  907-7700  or  visit  us  on 
the  modern  communications  network.  INDUSTRY  ASSOCIATION    the  Web  at  www.tiaonline.org. 

Representing  the  telecommunications  industry  in  association  with  the  Electronic  Industries  Association 


CIENA:  A  Breakthrough 
for  Bandwidth 

On  February  7,  1997,  CIENA 
Corporation  of  Linthicum,  Md.,  went 
public,  achieving  a  $3.44  billion  market 
valuation  in  one  day  -  what  The  New 
York  Times  called  "the  largest  stock 
offering  by  a  start-up  company  in  histo- 
ry." The  company  manufactures 
Wavelength  Division  Multiplexing 
(WDM)  systems  that  alleviate  band- 
width constraints  in  high-traffic  fiber 
optic  routes  without  requiring  the 
installation  of  new  fiber.  Spnnt,  CIENAs 
first  customer,  has  expanded  fiber  trans- 
mission rates  1600%  from  2.5  billion 
bits  per  second  to  40  billion  bits  per 
second.  Compared  to  laying  new  fiber, 
installation  of  the  company's  MultiWave 
1600  has  proven  to  be  far  less  expen- 
sive. Below,  CIENA  CEO  Dr.  Patnck 
Nettles  discusses  the  capacity  crunch 
and  solutions. 

How  critical  is  America's  demand 
for  bandwidth? 

The  demand  for  bandwidth  is 
probably  as  dimly  understood  now  as 
prospects  for  disc  storage  and  memory 
were  in  the  early  '80s.  What  is  clear  is 
that  you  can  sell  as  much  bandwidth  as 
you  can  supply.  More  bandwidth  will 
open  the  door  for  exciting  new  types  of 
services  in  the  future. 

How  well  is  America  positioned  to  deliver 
on  this  demand? 

The  well-developed  entrepreneun- 
al  infrastructure  in  the  U.S.  gives  us  a 
unique  opportunity  to  build  and 
accomplish  things  that  other  countnes 
aren't  able  to  do.  Venture  capital 
enabled  us  to  develop  a  new  "dislocat- 
ing" technology  that  changes  the  eco- 
nomics of  a  fundamental  commodity. 
This  kind  of  creative  collaboration  will 
continue  to  provide  new  capabilities. 

What  is  the  most  economical  solution  to  the 
bandwidth  crisis  here  and  abroad? 

Getting  more  from  the  existing 
facilities  is  key.  Wavelength  Division 
Multiplexing  is  one  example  of  a  tech- 
nology that  allows  substantial  increase 
in  existing  fiber-plant.  Such  technolo- 
gies will  create  new  opportunities  for 
services  and  for  entrepreneurs  to  do 
things  that  just  aren't  conceivable. 


10 -Year  Anniversary 


While  Schwab  acknowledges  that 
"fraud  will  always  be  a  concern  in  any 
business  medium,"  he  notes  that  inno- 
vative technologies  will  provide  the 
"necessary  security  infrastructure." 
Within  a  year  or  two,  "smart  cards''  - 
which  calculate  a  new  password  lor 
each  use  -  and  "digital  certificates"  - 
which  work  like  a  safety  deposit  box 
in  which  both  consumer  and  bank 
keys  are  necessary  for  opening  - 
should  be  commonplace. 

Says  Schwab,  "These  new  tech- 
nologies will  enable  more  secure  trans- 
actions that  will  minimize  fraud." 


The  Reinvention  of 
the  Local  Loop 

Within  the  telecommunications 
industry,  "Local  Loop"  refers  to  the  part 
of  the  Public  Switched  Telephone 
Network  (PSTN)  between  your  local 
telephone  exchange  and  your  home  or 
office  telephones.  In  the  transition  to 
digital  technology,  this  so-called  "last 
mile"  has  posed  problems  for  the  influx 
of  higher-speed  Internet  access,  multi- 
media, and  video. 

As  a  result  of  Internet  activity,  data 
traffic  now  occupies  one-hall  of  the 
bandwidth  on  the  network.  The  largely 
copper-based  facilities  connecting  sub- 
senbers  to  central  office  facilities  have 
become  bottlenecks  for  the  new  infor- 
mation services. 

The  International  Engineering 
Consortium's  (IEC)  Communications 
Forum  at  SUPERCOMM  as  well  as 
numerous  exhibitors  will  tackle  the 
choices  telephone  companies  and  their 
new  competitors  face  in  reinventing 
themselves  for  tomorrow. 

"The  Local  Loop  has  emerged  as 
the  key  venue  for  revolutionary  com- 
munications change,"  says  Bob 
Janowiak,  IEC  executive  director.  "As  if 
this  were  not  enough,  the  rules  for  con- 
ducting business  have  changed  as  well. 
Coping  with  this  situation  requires  new 
strategies,  processes,  support,  and 
software  systems." 


Dallas  based  DSC  Communicatu  ;HH 
will  be  one  of  the  companies  offer  ICoi 
solutions.  The  company's  Integral 
Multi-Rate  Transport  Node  (IMT 
offers  service  as  an  "intelligent"  way 
manage  bandwidth.  Allen  Adams,  D 
senior  vice-president  for  IMTN  systei  ;•■  - 
says  that  the  new  Intelligent  Netwo 
(INs)  take  a  page  out  of  computer  n 
workings  client/server  model. 

Says  Adams,  "When  this  power 
IN  technology  is  coupled  with  erne 
ing  broadband  access  technologi  L 
today's  PSTN  can  be  transitioned  n 
tomorrow's  Integrated  Servii 
Multimedia  Network." 

MetaSolv  Software  Inc.,  anotl 
Dallas  based  company,  is  helping  serv 
providers  implement  software  solutk 
that  accelerate  the  deployment  of  n  - 
technologies  and  service  offerings.      ,  ; 


"Telecommunications, 
now  uieujed  as  a  critical 

infrastructure  for 
growth  and  prosperity, 
is  increasingly  being 
taken  away  from  the 
inefficient  management 
of  gouernment  and 
turned  ouer  to  the 
priuate  sector." 
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"Emerging   providers  are 
aggressive  steps  by  implementing  integi 
ed  services  from  the  start-up  phase,"  s 
MetaSolv  President  and  Chief  Technok  aP 
Officer  Jim  Janicki.  "Incumbent  provid 
are  implementing  responsive  client/ser  l( 
systems  in  new  markets." 
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>ing  the  Way  the 
I  Communicates 

ie  growth  potential  of  the  interna- 
telecommunications  market  is 
jus.  Consider  that  two-thirds  of 
jrld's  population  doesn't  have 
to  basic  telephone  service.  China 
)lans  to  install  100  million  digital 
/  the  end  of  the  decade  -  equiva- 
one  network  the  size  of  a  region- 
operating  company  per  year 
300. 

ie  global  telecom  services  market 
xitly  appraised  at  $600  billion  per 
Overall,  TIA  estimates  that  the 
tional  telecom  market  has  been 
g  at  approximately  20%  annually, 
ng  in  recent  worldwide  trade 
zations,  the  market  for  telecom 
lent  and  services  may  soon 
ch  $  1  trillion  per  year. 
S.  telecom  providers  of  equip- 
nd  services  who  have  honed  their 
cies  through  years  of  rigorous 
;ition  are  poised  to  take  advantage 
global  markets.  For  instance,  in  a 
TLA.  survey,  more  than  90%  of 
dent  member  companies  mdicat- 
they  are  currently  involved  in  or 
ig  international  sales  activity. 
A  President  Matthew  Flanigan 
lat  it  is  not  only  large  companies 
I  to  the  global  market,  but  out  of 
>  TLA  member  companies,  544,  or 
re  small-size  companies, 
ys  Flanigan,  "A  major  thrust  of 
sociations  efforts  this  past  year 
en  to  assist  member  access  to 


international  opportunities,  whether 
through  trade  shows,  trade  missions, 
or  the  promotion  of  pro-competitive 
principles." 

Trade  Agreements  and 
a  Paradigm  Shift 

This  year  the  World  Trade 
Organization  has  presided  over  two  his- 
toric agreements  for  the  communications 
industry.  The  first  eliminates  all  import 
duties  on  information  technology  prod- 
ucts in  the  worlds  major  markets.  The 
second  breaks  the  gnp  of  the  Postal 
Telephone  and  Telegraphs  or  PTTs,  the 
state-run  monopolies,  and  opens  service 
markets  to  worldwide  competition. 

According  to  Eric  Nelson,  chair  of 
SUPERCOMMs  Global  Telecom  Market 
Forum,  these  agreements  are  only  an 
international  recognition  of  a  "paradigm 
shift  in  the  role  of  telecommunications 
in  the  global  economy." 

Explains  Nelson,  "Telecommun- 
ications, now  viewed  as  a  critical  infras- 
tructure for  growth  and  prosperity,  is 
increasingly  being  taken  away  from  the 
inefficient  management  of  government 
and  turned  over  to  the  private  sector." 

At  SUPERCOMMs  Global  Telecom 
Market  Forum,  experts  will  address 
what  this  means  to  telecommunications 
companies  as  they  develop  their  interna- 
tional marketing  plans. 

And  the  SUPERCOMM  events  in 
New  Orleans  will  help  forge  your  own 
role  over  the  next  few  years  in  this 
emerging  universal  bazaar. 


NTFC:  Capitalizing  on 
the  Outsourcing  of 
Telemarketing 

According  to  the  American 
Telemarketing  Association,  call  centers 
constitute  a  $650  billion  industry, 
employing  four  million  people.  In 
1995,  some  81  million  Americans 
purchased  a  product  or  service  over 
the  phone.  Not  surprisingly,  the  out- 
sourcing of  telemarketing  by  catalog 
and  mail  order  businesses  (25%  of 
whom  now  offer  24-hour  a  day  order 
lines)  as  well  as  other  companies, 
continues  to  grow. 

One  firm  capitalizing  on  this 
trend  is  the  National  Telemarketing 
Fulfillment  Center  (NTFC),  a  division 
of  Sioux  Falls,  SD  distributor  Warren 
Companies,  and  recently  recognized 
as  number  one  among  national  call 
centers  serving  HBO  customers.  With 
a  capacity  to  fill  300  workstations  and 
480  lines,  NTFC  has  a  weekly  call 
volume  of  25,000,  resulting  in  8,500 
credit  card  orders  per  month.  NTFC 
began  in  1987  as  a  pioneer  distributor 
of  direct  satellite  dishes.  Today,  the 
company  provides  inbound,  out- 
bound, and  fulfillment  services. 

"We're  constantly  upgrading  our 
equipment  to  meet  demand,"  says  NTFC 
General  Manager  Shen  Swartzbaugh. 
"In  the  future,  the  industry  will  turn  to 
innovative  software  to  process  millions 
of  calls  per  month." 


>me  explore  the  whole 
)rld  of  communications 
SUPERCOMM  97,  June  1-5  at  the 
nest  N.  Morial  Convention  Center 
New  Orleans, 
ir  registration  information, 
11  1-800-2-SUPERC  (1-800-278  7372). 
u  can  find  SUPERCOMM  on  the 
eb  at  www.super-comm.com. 
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SURE  AIN'T 
IE  LADIES'  AUXILIARY 

Committee  of  200  quietly  gives  a  big  hand  to  women  execs 

arcia  Radosevich  was 
just  looking  for  money. 
She  approached  Boston 
ire  capitalist  Jacqueline 
y  in  1990,  hoping  to  win 
cing  for  hpr  Inc.,  her 
ling  health-care  software 
;.  Morby  didn't  come 
igh  with  cash.  What  she 
ately  did  offer,  though, 
id  far  more  valuable. 
ro  years  after  their  first 
ing,  Morby  nominated 
sevich  for  the  Emerging 
epreneur  of  the  Year 
*d,  given  by  a  group 
I  the  Committee  of  200 
)).  As  the  winner,  Rado- 
h  received  a  one-year 
aership  and  unlimited  ac- 
to  the  committee's  ros- 
f  startlingly  accomplished 
en  executives.  "It  was 
i  tutorial  in  how  to  take 
npany  public,"  Radose- 
says.  Members  advised  ~ 
in  innovative  financing  techniques 
vhat  to  expect  at  hpr's  first  road 
;  one  woman  who  ran  a  similar 
lology  company  offered  her  home 
?  number,  to  be  dialed  day  or  night, 
nlossomed,  and  Radosevich  herself 
:1  C200  as  a  full-fledged  member. 
:  activism.  The  Committee  of  200  is 
ips  the  most  high-powered  organi- 
1  you've  never  heard  of,  a  15-year- 
>rority  of  women  entrepreneurs  and 
rate  executives  ranging  in  age  from 
87.  Valerie  B.  Salembier,  publisher 
quire,  and  Wanda  Ferragamo,  pres- 
of  Italian  shoe  company  Salvatore 
igamo,  are  members;  so  are  Wall 
t  legend  Muriel  Siebert  and  Christie 


SORORITY 

fledgling  e 


MEMBERS:  Morby  (right)  steered 
ntrepreneur  Radosevich  into  the  club 


Hefner,  the  ceo  of  Playboy  Enteiprises. 

In  1982,  while  raising  money  for  the 
National  Association  of  Women  Business 
Owners  (nawbo),  bank  Vice-President 
Susan  Davis  targeted  many  of  the  na- 
tions' most  successful  female  business 
leaders.  Intrigued  by  the  breadth  of  their 
achievements,  she  recruited  some  to  form 
a  national  network,  where  members 
would  share  ideas  and  business  opportu- 
nities. To  qualify,  executives  had  either  to 
run  their  own  companies  with  revenues 
of  at  least  $5  million — since  raised  to 
$10  million — or  head  a  corporate  divi- 
sion with  $50  million  or  more  in  sales. 

Davis  and  other  founders  thought  it 
would  be  years  before  they  discovered 


Star  Power  on  the  Committee  of  200 


ANN  FUDGE 

raft  Foods  executive 
ce-president  and 
"esident  of  Maxwell 
ouse  Coffee 


ELLEN  GORDON 

President  of  Tootsie 
Roll  Industries,  the 
largest  lollipop 
maker  in  the  world 


ELAINE  LA  ROCHE 

Morgan  Stanley's  first 
woman  managing 
director;  oversees 
corporate  services 


200  women  who  met  the  criteria.  In  fact, 
the  group  reached  that  plateau  in  1984. 
Today,  membership  is  close  to  400,  re- 
flecting a  boom  in  entrepreneurship  that, 
nawbo  estimates,  each  day  sees  1,600 
women  starting  a  new  business.  As  its 
numbers  have  swelled,  the  committee 
has  evolved  from  an  inward-looking  sup- 
port organization  to  something  far  more 
activist.  Now,  these  leaders  seek  to  iden- 
tify and  nurture  more  women  like  them- 
selves— entrepreneurial  risk-takers  who 
go  on  to  found  successful  startups  or 
thrive  among  the  corporate  brass. 
TRAVELING  INSTITUTE.  In  1989,  the  com- 
mittee created  a  foundation,  funded  from 
member  donations,  devoted  to  outreach 
efforts,  including  four  talks  a  year  at 
leading  business  schools  and  an  annual 
scholarship  awarded  to  two  women  mbas. 
In  1998,  C200  will  launch  a  traveling  en- 
trepreneurial institute,  where  members 
will  offer  not-for-credit  seminars  to  sup- 
plement traditional  mba  curriculums. 

It's  an  impressive  agenda  for  a  group 
so  low-profile  that  many  members  only 
learn  of  it  when  they're  invited  to  join 
(yearly  dues:  $1,200).  But  this  hardly  is 
the  local  ladies'  auxiliary.  At  regional 
and  national  meetings,  members  com- 
pare capital-raising  strategies  or  talk 
about  coping  with  cancer  or  the  loss  of  a 
child.  More  than  that,  "we  really  pro- 
mote each  other  in  this  group — you 
could  say  it's  the  good  ol'  girls  network," 
says  Nancy  Peterson,  ceo  of  Peterson 
Tool  Co.  When  Camilla  Dietz  Bergeron, 
co-founder  of  the  investment  bank  now 
known  as  Furman  Selz,  left  to  start  an 
antique  jewelry  business,  it  was  a  sup- 
plier referral  from  a  C200  member  that 
"put  the  business  on  the  map."  Harriet 
Mouchly-Weiss,  former  president  of 
Grey  Advertising's  GCI  International 
unit,  credits  C200  with  providing  key 
financial  guidance  and  contacts  when 
she  launched  her  own  firm. 

Indeed,  many  C200  members  "have 
been  stimulated  to  do  new  things  with 
their  lives,"  says  venture  capitalist  Pa- 
tricia M.  Cloherty,  president  and  gener- 
al partner  of  Patricof  &  Co.  That's  the 
ideal  committee  members  want  to 
spread  to  B-school  campuses.  Often, 
their  meetings  with  mbas  lead  to  offers 
of  jobs  and  internships. 
The  object,  though,  is 
higher-minded  than 
that.  Money,  as  Rado- 
sevich learned,  isn't 
everything.  Rather,  ex- 
posure to  experience, 
contacts,  and  ideas  all 
help  breed  success. 

By  Kerry  Capell  in 
Ne  w  York 


NINA  McLEMORE 

Turned  Kayser  Roth 
Accessories  into  a 
$165  million  unit  for 
Liz  Claiborne 
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CORPORATE  AMERICA'S 
ENERGIZER  BUNNY 

Profits  just  won't  quit,  as  consumer  spending  helps  fuel  a  21%  jump  in  the  first  quarter 
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■  t's  deja  vu  all  over  again — again. 
I  Despite  warnings  by  naysayers  that 
I  Corporate  America's  profits  machine 
I  was  running  out  of  gas  over  the  past 
year,  it  fired  up  yet  another  cylinder. 
In  the  first  quarter  of  1997,  earnings 
for  the  900  companies  on  business 
week's  Corporate  Scoreboard  rose  21%, 
to  $86.9  billion,  on  a  sales  increase  of 
9%,  to  $1.3  trillion.  "The  bottom  line  is 
pretty  simple:  The  economy  is  growing 


fast,"  says  Chris  Varvares,  president  of 
Macroeconomic  Advisers  LLC  in  St. 
Louis.  "That,  combined  with  relatively 
stable  interest  rates  and  well-behaved 
wages,  makes  an  outstanding  near- term 
environment  for  profits." 

At  the  wheel  was  the  consumer.  In 
the  first  two  months  of  1997,  consumer 
spending  rose  at  a  4.9%  annual  rate, 
and  April's  consumer-confidence  num- 
bers remain  close  to  March's  eight-year 


high.  While  capital  spending  growth  has 
begun  to  slow  (page  130),  it  hasn't  gone 
away.  That's  good  news,  say  economists, 
since  the  rising  dollar  may  hold  export 
growth  to  6%  to  8% — less  than  half 
1996's  levels. 

With  price  increases  still  hard  to  push 
through,  many  companies  boosted  earn- 
ings by  eking  out  efficiencies.  Cost-cut- 
ting and  still-low  benefits  helped  first- 
quarter  margins  widen  to  6.7%,  up  from 
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PERCENTAGE  CHANGE  FROM 
1 996'S  FIRST  QUARTER 

PUBLISHING/BROADCASTING  345% 

BUILDING  MATERIALS  327 

STEEL  301 

TEXTILES  112 

COMPUTERS/PERIPHERALS  104 

MACHINE  &  HAND  TOOLS  103 

PETROLEUM  SERVICES  76 

CARS  &  TRUCKS  74 

SEMICONDUCTORS  65 

TRANSPORTATION  SERVICES  62 

RETAILING  52 

BANKS-EAST  51 

MISCELLANEOUS  SERVICES  47 

COMPUTER  SOFTWARE  44 

APPAREL  41 

ALL-INDUSTRY 


PERCENTAGE  CHANGE  FROM 
1996'S  FIRST  QUARTER 


MILLIONS  OF 
DOLLARS 


MILLIONS  OF 
DOLLARS 


PAPER  CONTAINERS 

LOSS 

EXXON 

$2,175 

QUAKER  OATS 

$1,110 

FOOD  PROCESSING 

-64% 

INTEL 

1,983 

APPLE* 

-708 

MISCELLANEOUS  LEISURE 

-47 

GENERAL  MOTORS 

1,796 

MATTEL 

-205 

PAPER 

-43 

PHILIP  MORRIS 

1,773 

BAXTER  INTERNATIONAL 

-203 

ALUMINUM 

-24 

GENERAL  ELECTRIC 

1,677 

WESTINGH0USE 

-151 

HEALTH-CARE  SERVICES 

-22 

FORD  MOTOR 

1,469 

BAKER  (J.)*** 

-115 

FOREST  PRODUCTS 

-15 

IBM 

1,195 

AST  RESEARCH 

-110 

ELECTRONICS 

-12 

AT&T 

1,122 

SERVICE  MERCHANDISE 

-107 

INDUSTRIAL  DISTRIBUTION 

-9 

WAL-MART  *** 

1,095 

STONE  CONTAINER 

-97 

ELECTRIC  UTILITIES 

-8 

MICROSOFT** 

1,042 

EDISON  BROTHERS  STORES 

***-89 

TELECOMMUNICATIONS 

-7 

CHRYSLER 

1,029 

HAYES  WHEELS  INTL.*** 

-67 

MEDICAL  PRODUCTS 

-7 

MERCK 

1,020 

TENET  HEALTHCARE** 

-66 

SPECIAL  MACHINERY 

-6 

DUP0NT 

1,020 

BRADLEES*** 

-59 

TELEPHONE  COMPANIES 

-2 

CITICORP 

995 

CIRRUS  LOGIC*** 

-52 

FOOD  RETAILERS 

-2 

COCA-COLA 

987 

CALIBER  SYSTEMS 

-49 

> 


AVERAGE:  +21% 

DATA:  STANDARD  A  POOR'S  C0MPUSTAT, 


*  FISCAL  SECOND  QUARTER  **  FISCAL  THIRD  QUARTER 

A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 


FISCAL  FOURTH  QUARTER 
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h  a  year  earlier,  while  return  on  equity 
t  17.4%.  Sound  impressive?  You  bet: 
)th  numbei-s  are  the  highest  since  busi- 
css  week  started  collecting  the  data 
1973.  "We  have  underestimated  the 
lility  to  continue  getting  productivity 
ins,"  says  John  Ryding,  senior  econo- 
ist  at  Bear,  Stearns  &  Co.  He  thinks 
■ofits  will  rise  8%  to  10%  in  1997— be- 
w  1996's  14%  gain,  but  still  healthy. 
Still,  rumblings  of  trouble  lurk  below 
e  surface.  The  expansion's  surprising 
rength  may  cause  the  Federal  Re- 
rve  to  hike  short-term  interest  rates 
;ain  on  May  20.  That  could  hurt  rate- 
nsitive  industries.  Already,  sales  of 
;w  homes  fell  nearly  3%  in  March 
Dm  February,  business  week  econo- 
ists  think  the  hike  could  slow  gross- 
imestic-product  growth  in  the  second 
Of  of  1997  to  about  2.5%— down  from 
1%  in  1996,  and  a  projected  3.5%  for 
'97's  first  half. 

IS  UP.  Labor  costs,  too,  are  on  the 
se.  First-quarter  employment  costs  rose 
Wo  from  the  first  quarter  of  '96.  "It's 
it  going  to  get  any  better  on  the  labor- 
st  front,"  says  Rosanne  M.  Cahn,  chief 
onomist  in  the  equity  department  of 
"edit  Suisse  First  Boston  Corp. 
Topping  business  week's  list  of  first- 
larter  earners  was  Exxon  Corp. 
rong  crude  oil  and  natural  gas  prices 
ted  the  company's  profits  15%,  to  a 
cord  $2.2  billion,  on  an  8%  sales  gain 
$30  billion.  The  same  winds  also  lift- 
[  Chevron's  earnings  35%,  to  $831  mil- 
m.  Now,  though,  falling  energy  prices 
ake  a  repeat  performance  unlikely. 
Optimistic  consumers  and  deep  cost 
ts  helped  auto  makers  win  big  last 
larter.  Leading  the  profit  parade  was 
?neral  Motors  Corp.,  whose  profits 
mped  125%,  to  $1.8  billion,  on  an  8% 
les  rise.  Popular  new  models  like  its 
designed  minivans  gave  gm's  North 
merican  auto  operations  their  best 
irnings  in  more  than  a  decade,  gm 
as  also  aided  by  an  easy  comparison: 
strike  in  the  first  quarter  of  1996 
t  earnings  by  $900  million.  And  hack- 
million  out  of  costs  in  the  first 


quarter  helped  Ford  Motor  Co.'s  profits 
surge  125%,  to  $1.5  billion,  on  a  3% 
revenue  rise.  As  for  Chrysler  Corp., 
its  record  $1  billion  in  profits  was 
fueled  by  sales  of  minivans  and  sport- 
utility  vehicles. 

Not  surprisingly,  many  in  the  com- 
puter industry  continued  to  chum  out 
big  gains.  IBM's  earnings  leaped  54%  to 
$1.2  billion,  on  a  sales  increase  of  5%  to 
$17.3  billion.  Strong  personal-computer 
sales  shored  up  sluggish  mainframe 
sales  at  Big  Blue,  while  a  $435  million 
research-related  charge  in  1996's  first 
quarter  hurt  the  previous  period's  num- 
bers. Software  dynamo  Microsoft  Corp.'s 
earnings  climbed  85%,  to  $1  billion,  with 
revenues  up  45%,  to  $3.2  billion,  from 
brisk  sales  of  its  Windows  95  and  Office 
97  systems.  And  at  Intel  Corp.,  the 
shift  to  pricier  Pentium  mmx  micro- 
processors lifted  earnings  122%,  to  $2 


billion,  as  sales  rose  39%,  to  $6.4  billion. 

Retailers  made  a  comeback  in  the 
latest  quarter,  thanks  to  freer-spending 
consumers  and  improved  inventory  man- 
agement. Fewer  markdowns  helped 
boost  industry  margins  1%,  to  3.6%.  The 
biggest  improvement:  Kmart,  where 
cost  cutting  helped  it  earn  $235  million, 
on  sales  down  2%,  after  a  $118  million 
loss  for  the  same  period  last  year.  And 
strong  Star  Wars  toy  sales  lifted  Toys 
'R'  Us'  profits  312%,  to  $382.9  million. 

The  banking  industry  also  performed 
well.  Chase  Manhattan  Corp.  earned 
$927  million  as  revenues  rose  4%,  to 
$7.2  billion.  That  compared  with  an  $89 
million  loss  a  year  ago,  after  a  $1  billion 
merger-related  write-off.  Overall,  low 
interest  rates,  cost  control,  and  growing 
fee  income  helped  the  industry.  Citi- 
corp's profits  climbed  9%,  to  $995  mil- 
lion, while  revenues  rose  6%  to  $8.4  bil- 


A  Spotlight  on  First-Quarter  Profits 


AFTERTAX  PROFITS 
QUARTER  BY  QUARTER 

PERCENT  CHANGE  FROM 
SAME  PERIOD  OF  PRECEOING 
on     YEAR,  ALL  INDUSTRIES 


I  II  III  IV  I 

96  '97 


BREAKING  DOWN 
THE  LATEST  QUARTER 

-20  -    AS  REPORTED;  +21% 

WITHOUT  CARS 

&  TRUCKS:  +19% 


INDUSTRIES  WITH  THE 
DOLLAR  CHANGE  IN  THE 

How  hot  was  this  quarter?  The 
gross  profit  margin  of  6.7%  and 
the  return  on  equity  of  17.4%  are 
the  highest  values  since  1973. 
And  some  of  1997's  first-quarter 
profits  look  like  a  mirror  image 
of  last  year's.  Losers  then,  like 
GM  and  Ford,  both  posted  triple- 
digit  earnings  increases,  while 
IBM  turned  last  year's  write-off- 
induced  40%  drop  into  a  54% 
gain.  But  new  losers  include 
Quaker  Oats;  its  $1.4  billion 
charge  to  divest  Snapple  pulled 
down  the  entire  food-processing 
industry.  Still,  some  perennials 
continued  strong:  Profits  at 
Microsoft  jumped  85%  this 
quarter  after  gaining  42% 
the  year  earlier. 

-l.o 


BIGGEST 
QUARTER 

CARS  &  TRUCKS 


DATA:  STANDARD  &  POOR'S  C0MPUSTAT.  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 
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A  shadow  on  the  horizon:  Labor  costs  are  on  the 
rise-up  2.9%  from  the  same  period  in  '96 


lion,  as  strong'  corporate  banking  re- 
sults counteracted  credit-card  losses. 
"Credit  deterioration  was  pretty  strict- 
ly limited  to  cards,"  says  Salomon 
Brothers  Inc.  analyst  Diane  Glossman. 

While  price  hikes  were  hard  to  find, 
one  exception  was  the  airline  industry, 
where  strong  passenger  traffic  boosted 
ticket  prices — and  profits.  UAL  Corp.'s 
earnings  rocketed  to  $105  million,  up 
from  $6  million  in  the  year-ago  period, 
with  sales  up  10%,  to  $4.1  billion.  With  a 
healthy  economy  and  modest  seat-ca- 
pacity increases,  analysts  think  the  good 
times  should  continue. 

Still,  not  every  industry  scored  big. 
Quaker  Oats  Co.'s  sale  of  its  Snapple 
brand  to  Triarc  Cos.  for  $300  million — 
$1.4  billion  less  than  it  paid  in  1994 — 


dragged  down  the  entire  food-processing 
industry.  And  while  financial-service 
companies'  overall  profits  grew  12%,  re- 
sults were  mixed.  Heavy  trading  and 
investment  banking  activity  helped 
bring  record  earnings  at  Merrill  Lynch 
&  Co.  and  Morgan  Stanley  &  Co.;  they 


rose  13%,  to  $465  million,  and  16%, 
$316  million,  respectively.  But  Salomoi 
profits  fell  44%,  to  $173  million,  on  slo 
ing  bond  and  commodity  trading  resul 
Telecommunications  companies  al 
posted  lower  results,  at&t's  profits  plu 
meted  24%,  to  $1.1  billion,  on  a  2%  sal 
gain,  to  $13  billion,  because  of  tou 
competition  and  spending  to  enter 
cal  phone  markets.  Analysts  say  tho 
factors  will  dilute  results  for  years.  B( 
South  Corp.'s  earnings  fell  29%,  to 
million,  but  the  comparison  was  skew 
by  a  one-time  gain  in  1996's  first  qu; 
ter.  Still,  such  poor  results  were  the 
ception  as  profits  hit  overdrive — all  ov 
again. 

By  Lori  Bongiorno  in  New  York 
bureau,  reports 
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CAPITAL  SPENDING  TAPS  THE  BRAKE 
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Putt,  putt,  sputter. . .  .One  key  en- 
gine of  the  U.  S.  economy's  phe- 
nomenal six-year  expansion  is 
slowing  a  bit.  Capital  spending, 
which  has  powered  economic  growth 
and  corporate  profitability  through 
bouts  of  anemic  consumer  activity,  is 
likely  to  increase  only  6%  this  year, 
according  to  DRi/McGraw-Hill  (chart). 
That's  down  from  a  14.1%  hike  in 
1994,  and  the  smallest  increase  since 
capital  spending  fell  in  the  last  reces- 
sion, in  1990-91. 

Of  course,  6%  growth  is  nothing  to 
sneeze  at.  But  it  does  mean  that  cap- 
ital spending  won't  save  the  day  if 
the  trade  deficit  widens  and  predict- 
ed drops  in  consumer  spending  and 
housing  occur,  says  Merrill  Lynch  se- 
nior economist  Cheryl  R.  Katz. 
TECH  TREND.  The  Federal  Reserve  is 
partly  to  blame  for  the  slowdown  in 
capital-spending  growth.  Rising  in- 
terest rates  are  likely  to  crimp  com- 
panies that  finance  capital-goods  pur- 
chases through  borrowing.  But  the 
leveling  off  also  is  a  result  of  the 
length  of  this  economic  cycle.  Corpo- 
rate America  invested  so  heavily  in 
new  capital  equipment  in  anticipation 
of  future  demand  in  the  mid-1990s 
that  many  companies  have  now  met 
their  needs.  Today,  many  appear 
more  woiried  about  overcapacity 


than  about  their  ability  to  fill  orders 
should  demand  remain  strong.  On 
Apr.  29,  for  example,  the  Commerce 
Dept.  reported  that  seasonally  ad- 
justed orders  for  durable  goods  in 
the  capital-goods  industries  fell  5.7% 
in  March. 

Computers  and  communications 
equipment  have  mushroomed  into 
the  biggest  area  of 
capital  spending, 
with  a  35%  share.  A 
much-debated  ques- 
tion is  what  will 
happen  to  that  sec- 
tor if  the  economy 
slows.  Morgan  Stan- 
ley &  Co.  chief 
economist  Stephen 
S.  Roach  argues 
that  companies 
won't  dare  scale 
way  back  on  tech- 
nology investment, 
as  they  would  with 
more  traditional  capital  spending, 
such  as  machine  tools.  Others  think 
tech  spending  is  discretionary,  and  a 
slowdown  could  take  the  economy 
down  with  it  (BW— Mar.  31).  For 
now,  growth  is  clearly  slowing:  After 
rising  20%  in  1996,  DRi/McGraw-Hill 
says,  computer  spending  will  rise 
only  9%  in  1997  and  1998. 


CAPITAL  SPENDING 
GROWTH  SLOWS 


GROWTH  OF  SPENDING 

ON  PRODUCERS' 
DURABLE  EQUIPMENT* 


'92  '93 
A  PERCENT 


Capital  spending's  impact  on  cor- 
porate profits  will  be  mixed.  Clearly, 
the  slowdown  will  make  it  hard  for 
producers  of  capital  goods,  which 
range  from  industrial  machinery  to 
trucks,  to  enjoy  the  solid  gains  they 
saw  in  1997's  first  quarter.  Yet  some 
capital-goods  consumers  could 
actually  improve  cash  flow  and  prof- 
its by  trimming 
spending. 

On  balance,  the  dip 
in  capital-spending 
growth  should  lower 
corporate  profits  a 
little  by  lowering  to- 
tal demand.  Merrill 
Lynch  predicts  that 
earnings  per  share 
reported  by  the 
Standard  &  Poor's 
500-stock  index — in- 
fluenced by  capital 
spending  and  higher 
interest  rates,  as 
well  as  other  factors — will  increase 
7.7%  this  year,  then  fall  1.7%  in 
1998. 

Capital  spending  has  helped  sus- 
tain economic  growth,  and  Corporate 
America's  profits  streak,  for  years 
now.  But  every  engine  sputters  once 
in  a  while. 

By  Peter  Coy  in  New  York 


'94      '95      '96    '97  EST. 
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First  Quarter  1997 

CORPORATE  SCOREROARD 


>sary 

5:  Includes  all  sales  and 
operating  revenues.  For 
|  includes  all  operating 
ues. 

ITS:  Net  income  before 
irdinary  items.  For  banks, 
5  are  net  income  after 
ity  gains  or  losses. 
INS:  Net  income  from 
luing  operations  before 
irdinary  items  as  percent 
es. 


RETURN  ON  INVESTED  CAPITAL: 

Ratio  of  net  income  before 
extraordinary  items  and  discon- 
tinued operations,  plus  minority 
interest  and  interest  expenses 
adjusted  by  tax  rate  (all  for 
most  recent  12  months),  to  lat- 
est available  total  funds  invest- 
ed in  company. 
RETURN  ON  COMMON  EQUITY: 
Ratio  of  net  income  available 
for  common  stockholders  (most 
recent  12  months)  to  latest 
available  common  equity, 


which  includes  common  stock, 
capital  surplus,  and  retained 
earnings. 

PRICE-EARNINGS  RATIO:  Based 
on  Apr.  18,  1997,  common- 
stock  price  and  corporate  earn- 
ings from  continuing  operations 
before  extraordinary  items  for 
most  recent  12-month  period. 
GROWTH  IN  COMMON  EQUITY: 
Annual  percentage  growth  in 
common  equity  for  latest  five- 
year  period. 


GROWTH  IN  EARNINGS  PER 
SHARE:  Annual  percentage 
growth  in  earnings  per  share, 
including  all  common-stock 
equivalents,  for  latest  five-year 
period. 

MARKET  VALUE:  Latest  avail- 
able shares  outstanding  times 
stock  price  on  Apr.  18,  1997. 
EARNINGS  PER  SHARE:  For 

most  recent  12-month  period. 
Includes  all  common-stock 
equivalents. 


1PANY  SALES  PROFITS  RETURN 


MARGINS  5- YEAR  GROWTH  VALUE 


1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

MONTHS' 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

EARNINGS 

1997 

1996 

1997 

1996 

1997 

1996 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-18 

PER 

$  MIL 

% 

$  MIL 

% 

% 

% 

% 

% 

4-18 

% 

% 

$  MIL 

SHARE 

.-INDUSTRY  COMPOSITE 

1306909.4 

9 

86917.7 

21 

6.7 

6.0 

11.8 

17.4 

19 

8 

17 

6006484 

2.48 

EROSPACE  &  DEFENSE 

JSTRY  COMPOSITE 

27259.5 

27 

1254.7 

36 

4.6 

4.3 

12.3 

17.6 

19 

3 

5 

95426 

3.92 

NG 

7318.0 

70 

313.0 

163 

4.3 

2.8 

9.7 

11.8 

27 

7 

-17 

34606 

3.71 

HAL  DYNAMICS 

941.0 

5 

71.0 

9 

7.5 

7.3 

14.8 

16.1 

16 

-3 

0 

4362 

4.38 

STREAM  AEROSPACE 

375.6 

75 

40.0 

556 

10.7 

2.8 

51.7 

NM 

24 

NA 

NA 

1110 

1.03 

HEED  MARTIN 

6674.0 

31 

290.0 

7 

4.3 

5.3 

11.2 

22.2 

12 

NA 

NA 

16309 

6.94 

9NNELL  DOUGLAS 

3224.0 

2 

181.0 

-9 

5.6 

6.3 

15.9 

25.4 

17 

-3 

15 

12524 

3.61 

rHROP  GRUMMAN 

1964.0 

23 

75.0 

23 

3.8 

3.8 

8.3 

11.4 

18 

10 

-1 

4641 

4.50 

1(5) 

213.3 

18 

4.9 

NM 

2.3 

0.1 

5.0 

3.4 

34 

-16 

-19 

392 

0.45 

(STRAND 

389.0 

6 

35.0 

35 

9.0 

7.1 

19.1 

23.7 

23 

-5 

4 

2829 

2.03 

KOL (6) 

226.6 

-1 

20.8 

118 

9.2 

4.2 

14.1 

15.0 

15 

5 

1 

1043 

3.86 

ED  TECHNOLOGIES 

5934.0" 

10 

224.0 

37 

3.8 

3.0 

18.4 

22.1 

20 

3 

26 

17610 

3.68 

AUTOMOTIVE 

JSTRY  COMPOSITE 

107995.5 

5 

4731.5 

64 

4.4 

2.8 

13.2 

21.5 

8 

10 

14 

130137 

4.46 

:  ARS &  TRUCKS 

UP  COMPOSITE 

95313.0 

5 

4309.0 

74 

4.5 

2.7 

13.7 

23.7 

7 

10 

16 

104903 

5.33 

rSLER 

15566.0 

7 

1029.0 

2 

6.6 

6.9 

20.6 

31.8 

6 

15 

44 

20895 

5.16 

MOTOR 

36202.0 

3 

1469.0 

125 

4.1 

1.9 

11.4 

19.4 

8 

8 

12 

40723 

4.39 

.HAL  MOTORS 

42260.0** 

8 

1796.0 

125 

4.3 

2.0 

15.6 

25.1 

8 

13 

29 

42560 

7.44 

STAR  INTERNATIONAL  (2) 

1285.0 

-9 

15.0 

-32 

1.2 

1.6 

5.5 

4.3 

25 

31 

NA 

725 

0.39 

PARTS  &  EQUIPMENT 

UP  COMPOSITE 

9069.9 

8 

226.9 

-1 

2.5 

2.7 

9.2 

11.3 

20 

15 

79 

15406 

1.53 

N  INDUSTRIES 

564.0 

10 

13.0 

120 

2.3 

1.2 

11.1 

12.5 

10 

1 

8 

550 

2.40 

MINS  ENGINE 

1304.0 

-1 

41.0 

-16 

3.1 

3.7 

10.2 

11.6 

14 

28 

19 

2128 

3.86 

2251.2 

11 

92.6 

18 

4.1 

3.9 

15.8 

20.9 

10 

11 

79 

3232 

3.13 

W.DS0N  (5) 

196.8 

8 

11.0 

19 

5.6 

5.1 

19.7 

19.7 

19 

11 

15 

844 

1.81 

-IN  (4) 

842.2 

14 

23.6 

0 

2.8 

3.2 

9.0 

14.0 

14 

9 

27 

2060 

2.38 

iL  INDUSTRIES 

251.2 

67 

6.3 

29 

2.5 

3.2 

9.5 

13.6 

10 

25 

107 

201 

1.92 

RAL-MOGUL 

485.6 

-7 

13.9 

31 

2.9 

2.0 

NM 

NM 

NM 

10 

NA 

905 

-6.16 

:0RP  (1) 

328.0 

-11 

11.1 

NM 

3.4 

NM 

22.6 

115.9 

10 

-31 

7 

632 

1.90 

ES  WHEELS  INTERNATIONAL  (11) 

222.3 

56 

-66.8 

NM 

NM 

3.4 

NA 

NM 

NM 

34 

56 

518 

-2.36 

t 

1724.0 

23 

41.9 

62 

2.4 

1.8 

11.1 

16.2 

14 

189 

NA 

2303 

2.57 

COTECH 

233.4 

-38 

32.7 

204 

14.0 

2.9 

8.4 

31.7 

19 

-11 

-1 

745 

1.05 

rH  (A.O.) 

196.2 

1 

7.1 

23 

3.6 

3.0 

3.5 

6.7 

27 

15 

177 

728 

1.28 

<DARD  MOTOR  PRODUCTS 

189.0 

8 

-0.9 

NM 

NM 

2.5 

6.2 

4.2 

19 

8 

19 

182 

0.72 

JDARD  PRODUCTS  (6) 

281  8 

2 

0.5 

-93 

0.2 

2.6 

7.8 

9.1 

16 

18 

-19 

378 

1.42 

rst  quarter  ended  Feb.  28.  (2)  First  quarter  ended  Jan.  31.  (3)  Second  quarter  ended  Mar.  31  (4)  Second  quarter  ended  Feb.  28.  (5)  Second  quarter  ended  Jan.  31.  (6)  Third  quarter  ended  Mar.  31.  (7)  Third  quarter 
I  Feb.  28.  (8)  Third  quarter  ended  Jan.  31  (9)  Fourth  quarter  ended  Mar.  31.  (10)  Fourth  quarter  ended  Feb.  28.  (11)  Fourth  quarter  ended  Jan.  31.  'Sales  include  excise  taxes.  "Sales  include  other  income.  "'Sales 
le  excise  taxes  and  other  income.  tRevenues  from  some  major  subsidiaries  are  not  included  in  consolidated  sales;  parent's  share  of  earnings  is  included  in  profits.  NA  =  not  available.  NM  =  not  meaningful.  Earnings  per 
are  for  latest  12  months,  not  necessarily  for  end  of  most  recent  fiscal  year;  they  include  all  common-stock  equivalents  but  exclude  extraordinary  items. 

DATA:  STANDARD  &  POOR'S  COMPUSTAT,  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 
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CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


RETURN 


MARGINS 


5-YEAR  GROWTH 


1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

VHLUL 

SHARES 

Ml  If 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

EARf 

1997 

1996 

1997 

1996 

1997 

1996 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-18 

PI 

$  MIL 

% 

SMIL. 

% 

% 

% 

% 

% 

4-18 

% 

% 

$  MIL. 

SH, 

(C)  TIRE  &  RUBBER 

GROUP  COMPOSITE 

3612.7 

0 

195.6 

12 

5.4 

4.8 

6.5' 

5.6 

43 

9 

5 

9828 

0.! 

COOPER  TIRE  &  RUBBER 

379.5 

0 

25.2 

9 

6.6 

6.1 

10.8 

14.6 

16 

14 

5 

1678 

1. 

GOODYEAR  TIRE  &  RUBBER 

3233.2 

0 

170.4 

12 

5.3 

4.7 

5.6 

3.6 

68 

8 

5 

8150 

0. 

3  BANKS 

INDUSTRY  COMPOSITE 

73055.5 

8 

10039.8 

31 

13.7 

11.3 

16.2 

16.5 

14 

19 

21 

503922 

4.; 

(A)  BANKS  -  EAST 

GROUP  COMPOSITE 

32874.3 

7 

4142.2 

51 

12.6 

8.9 

18.5 

17.7 

13 

19 

30 

196023 

4.i 

BANK  OF  BOSTON 

1604.7** 

5 

206.8 

34 

12.9 

10.2 

NA 

15.9 

15 

24 

22 

10090 

4. 

BANK  OF  NEW  YORK 

1297.0** 

1 

265.0 

9 

20.4 

18.8 

17.6 

20.6 

14 

16 

44 

13768 

2. 

BANKERS  TRUST  NEW  YORK 

2072.0** 

6 

169.0 

22 

8.2 

7.1 

19.9 

13.4 

11 

8 

-15 

6062 

7. 

CHASE  MANHATTAN 

7224.0** 

4 

927.0 

NM 

12.8 

NM 

NA 

NA 

12 

27 

79 

37696 

7. 

CITICORP 

8420.0** 

6 

995.0 

9 

11.8 

11.5 

16.5 

19.9 

13 

23 

50 

47827 

7. 

FLEET  FINANCIAL  GROUP 

1963.0** 

8 

311.0 

18 

15.8 

14.5 

NA 

17.1 

14 

26 

28 

15228 

4. 

MBNA 

1047.9** 

46 

123.9 

34 

11.8 

12.8 

12.1 

29.0 

21 

24 

25 

9940 

1. 

MELLON  BANK 

1203.0** 

2 

191.0 

7 

15.9 

15.2 

NA 

20.3 

15 

17 

7 

9938 

5. 

MORGAN  (J.  P.) 

4275.0** 

10 

424.0 

-3 

9.9 

11.3 

24.5 

14.2 

13 

14 

3 

17914 

7. 

PNC  BANK 

1650.8** 

5 

266.3 

12 

16.1 

15.1 

NA 

17.2 

13 

13 

-1 

12600 

3. 

REPUBLIC  NEW  YORK 

873.9** 

13 

110.2 

11 

12.6 

12.9 

10.9 

14.5 

12 

12 

9 

4669 

7. 

STATE  STREET 

772.0** 

18 

86.4 

24 

11.2 

10.7 

25.9 

17.4 

20 

17 

14 

6026 

3. 

SUMMIT  BANCORP. 

471.0*' 

6 

66.5 

NM 

14.1 

NM 

14.6 

15.3 

14 

18 

41 

4264 

3. 

(B)  BANKS  -  MIDWEST 

GROUP  COMPOSITE 


15531.7 


2361.9 


14 


15.2  13.6 


16.3 


17.6  14 


19 


14  125310 


BANC  ONE 
COMERICA 

FIFTH  THIRD  BANCORP 
FIRST  BANK  SYSTEM 


2709.6* 
756.6* 
461.3* 
882.0* 


9 
-4 
13 
-15 


371.0 
123.8 
94.5 
1_7_L8_ 

380.0 
79.4 
71.8 
66.5 


7 
6 
19 

-3 


13.7 
16.4 
20.5 
_1_9_5_ 

15.7 
15.1 
15.9 
_14.2_ 

14.0 
13.9 
14.5 
16.5 


13.9 
14.7 
19.5 
17.0 

13.0 
11.4 
8.3 
14.4 


16.0 
16.7 
19.1 
17.3 


17.0 
17.4 
16.3 
23.9 

16.9 
15.5 
16.8 
17.6 


12 
15 
22 
14 

12 
14 
15 
15 


18 
16 
19 

20 

33 
14 
13 
13 


10 
11 
16 
28 

14 
5 
8 

13 


17678 
5955 
7638 
9711 


FIRST  CHICAGO  NBD 
FIRST  OF  AMERICA  BANK 
FIRSTAR 

HUNTINGTON  BANCSHARES 


2413.0* 
525.6* 
450.9* 
469.0* 


12 
33 
93 
6 


15.1 
15.9 
17.6 
NA 


16732 
3731 
4247 
3957 


KEYCORP  1514.0* 

MARSHALL  &  ILSLEY  395.5* 

MERCANTILE  BANCORPORATION  415.5* 

NATIONAL  CITY  1189.3* 


2 
14 


212.0 
54.8 
60.3 

196.1 


2 
19 
NM 
11 


14.0 
13.3 
1.2 
15.1 


NA 
17.3 
15.1 
15.1 


16.0 
16.5 
15.1 
17.0 


15 
17 
14 
14 


NA 
15 
26 
16 


NA 

4 
6 
13 


11173 
3345 
3434 

10435 


3 
2 
4 

3-fM 


NORTHERN  TRUST 
NORWEST 

OLD  KENT  FINANCIAL 
STAR  BANC 


508.7* 
2298.0* 
305.1* 
237.6* 


11 
10 
9 


71.7 
321.9 
41.0 
45.3 


17 
19 
5 
19 


14.1 
14.0 
13.4 
19.1 


13.0 
13.1 
14.1 
17.5 


22.9 
NA 
18.9 
18.3 


18.6 
20.2 
16.1 
19.4 


18 
15 
14 
21 


15 
21 
9 
10 


14 
18 
9 
19 


4436 
17145 
2202 
3492 


(C)  BANKS  -  SOUTH  &  SOUTHEAST 


GROUP  COMPOSITE 

14590.9 

11 

2124.6 

32 

14.6 

12.3 

NA 

16.8 

14 

19 

24 

107330 

3.; 

HMti 

BANPONCE 

378.3" 

11 

49.5 

10 

13.1 

13.2 

NA 

15.8 

17 

12 

18 

2288 

2.1 

1 

BARNETT  BANKS 

961.7" 

-1 

145.7 

-2 

15.2 

15.3 

NA 

16.7 

16 

13 

30 

8701 

2.! 

1 

CRESTAR  FINANCIAL 

492.3** 

4 

71.8 

10 

14.6 

13.8 

NA 

13.2 

18 

15 

29 

3955 

2.1 

imu 

FIRST  AMERICAN 

243.1** 

20 

34.0 

14 

14.0 

14.7 

NA 

NA 

15 

17 

34 

1914 

4.: 

FIRST  TENNESSEE  NATIONAL 

361.4** 

2 

38.6 

3 

10.7 

10.6 

NA 

19.0 

16 

18 

15 

2879 

2.' 

COKS 

FIRST  UNION 

3141.0** 

11 

471.0 

94 

15.0 

8.6 

16.5 

17.2 

13 

28 

14 

22204 

6. 

pti 

NATIONSBANK 

5042.0** 

16 

709.0 

38 

14.1 

11.8 

NA 

18.8 

13 

17 

46 

31972 

4.: 

REGIONS  FINANCIAL 

435.9** 

13 

68.7 

30 

15.8 

13.7 

15.2 

15.4 

14 

22 

12 

3524 

3.1 

SOUTHERN  NATIONAL 

500.5** 

9 

83.1 

16 

16.6 

15.6 

NA 

17.1 

14 

52 

9 

3962 

1' 

SOUTHTRUST 

572.6** 

22 

70.9 

23 

12.4 

12.3 

10.8 

15.5 

13 

20 

13 

3491 

SUNTRUST  BANKS 

1088.9** 

10 

161.1 

7 

14.8 

15.1 

13.8 

12.9 

17 

14 

14 

10472 

2.i 

UNION  PLANTERS 

348.4** 

1 

58.2 

23 

16.7 

13.7 

10.5 

11.6 

21 

42 

3 

2873 

2. 

WACHOVIA 

1024.9** 

6 

163.1 

9 

15.9 

15.5 

15.2 

17.5 

14 

9 

20 

9093 

3.' 

(D)  BANKS  -  WEST  &  SOUTHWEST 


GROUP  COMPOSITE 

10058.7 

17 

1411.1 

13 

14.0 

14.4 

NA 

12.5 

16 

20 

15 

75259 

6. 

BANCORP  HAWAII 

297.5** 

11 

35.5 

8 

11.9 

12.2 

15.8 

12.7 

13 

8 

3 

1668 

3. 

BANKAMERICA 

5625.0** 

5 

780.0 

8 

13.9 

13.4 

NA 

15.0 

14 

19 

10 

37303 

7. 

FIRST  SECURITY 

338.9** 

13 

48.0 

32 

14.2 

12.1 

NA 

16.6 

14 

15 

11 

2565 

2. 

U.  S.  BANCORP 

783.0" 

5 

121.5 

8 

15.5 

15.2 

NA 

18.6 

17 

14 

5 

7875 

3. 

UNIONBANCAL 

601.2** 

2 

87.1 

9 

14.5 

13.5 

NA 

10.6 

13 

9 

12 

2957 

4. 

WELLS  FARGO 

2413.0" 

77 

339.0 

28 

14.0 

19.4 

6.7 

8.0 

24 

26 

162 

22891 

10. 

4  CHEMICALS 


INDUSTRY  COMPOSITE 

37560.4 

3 

3087.5 

0 

8.2 

8.5 

15.1 

22.4 

17 

0 

26 

186108 

2. 

AIR  PRODUCTS  &  CHEMICALS  (3) 

1153.1 

14 

106.0 

-21 

9.2 

13.3 

9.3 

15.4 

20 

6 

11 

8402 

3. 

ALBEMARLE 

198.4 

-27 

20.2 

-83 

10.2 

42.8 

9.5 

12.0 

14 

NA 

48 

991 

1. 

ARCO  CHEMICAL 

1029.0 

5 

48.0 

-55 

4.7 

10.3 

10.2 

14.4 

14 

4 

19 

4064 

3. 

CABOT  (3) 

432.0 

-12 

29.4 

-32 

6.8 

8.7 

18.2 

22.0 

11 

12 

44 

1736 

2. 

CYTEC  INDUSTRIES 

306.5 

1 

26.9 

19 

8.8 

7.4 

31.3 

31.4 

17 

130 

NA 

1656 

2. 

DOW  CHEMICAL 

4992.0** 

0 

454.0 

-5 

9.1 

9.6 

15.5 

23.6 

10 

-3 

34 

19412 

7. 

DUPONT 

11211.0"* 

4 

1020.0 

16 

9.1 

8.2 

22.5 

36.0 

16 

-9 

38 

59102 

6. 

EASTMAN  CHEMICAL 

1171.0 

-7 

72.0 

-36 

6.1 

8.9 

11.4 

20.7 

12 

-8 

NA 

4017 

4. 
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RPORATE  SCOREBOARD 


1PANY  SALES  PROFITS  RETURN 


MARGINS  5- YEAR  GROWTH  7ALjE' 


1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

MONTHS' 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

EARNINGS 

1997 

1996 

1997 

1996 

1997 

1996 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-18 

PER 

$  MIL 

% 

$  MIL 

% 

% 

% 

% 

% 

4-18 

% 

% 

$  MIL 

SHARE 

IHARD 

884.2** 

14 

37.6 

16 

4.3 

4.2 

15.7 

18.6 

19 

3 

19 

2949 

1.08 

1 

265.7 

10 

20.6 

8 

7.8 

7.9 

13.3 

21.5 

1 1 

-24 

-20 

1066 

0.79 

0 

342.2 

-2 

15.2 

16 

4.4 

3.8 

12.3 

15.7 

1 5 

3 

63 

788 

2.02 

PORT-McMORAN 

211.9 

-18 

2.0 

-91 

0.9 

8.3 

21.0 

48.5 

35 

-24 

-23 

720 

0.86 

ER  (H.B.)d) 

304.1 

0 

5.8 

118 

1.9 

0.9 

11.7 

14.5 

16 

8 

7 

767 

3.44 

1 

301.0 

23 

2.3 

NM 

0.8 

NM 

6.8 

9.0 

26 

—7 

21 

501 

0.82 

GIA  GULF 

239.2 

1 5 

12.1 

-24 

5.0 

7.6 

17.1 

365.5 

12 

NA 

18 

810 

1.91 

(RICH  (B.  F.) 

589.9 

1 1 

25.5 

4.3 

4.5 

9.5 

10.6 

18 

I 

137 

2036 

2.07 

:e  (w.  r.) 

789.8** 

-9 

46.4 

6 

5.9 

5.0 

1 5.0 

34.5 

22 

-17 

2 

3757 

2.18 

T  LAKES  CHEMICAL 

493.5 

-8 

52.9 

-20 

10.7 

12.3 

13.4 

15.9 

12 

10 

12 

2703 

3.78 

MA  (MA.) 

527.6 

6 

15.2 

14 

2.9 

2.7 

10.1 

12.0 

16 

6 

24 

1 07 1 

1.34 

iULES 

495.2 

_1 

108.0 

42 

21.8 

15.2 

27.9 

40.3 

12 

-14 

35 

4005 

3.39 

GLOBAL  (6) 

664.8 

-7 

39.1 

NM 

5.9 

NM 

13.9 

14.3 

19 

1 1 

-3 

353 1 

1.93 

RNATIONAL  FLAVORS  &  FRAGRANCES  382.8 

0 

63.2 

-4 

16.5 

17.3 

17.1 

17.4 

25 

3 

6 

4591 

1 .69 

FfNATIONAL  SPECIALTY  PRODUCTS 

191.2 

3 

23.2 

1 7 

12.1 

10.7 

9.0 

12.0 

14 

8 

9 

1 169 

0.87 

SANTO 

2574  0 

12 

274.0 

5 

10.6 

11.3 

9.9 

10.8 

61 

2 

12 

23375 

0.66 

TON  INTERNATIONAL  (6) 

1033.8** 

3 

109.3 

1 

10.6 

10.7 

17.0 

18.8 

18 

9 

22 

5977 

2.32 

0  CHEMICAL 

334.6 

11 

35.8 

19 

10.7 

9.9 

16.9 

22.3 

17 

2 

0 

2379 

2.08 

IDUSTRIES 

239.5 

0 

-35.7 

NM 

NM 

5.6 

-1.0 

NM 

NM 

NA 

NA 

498 

-0.75 

591.2 

-15 

41.8 

-18 

7.1 

7.3 

24.9 

29.4 

7 

7 

48 

2039 

5.34 

LAIR 

1158.0 

6 

102.0 

500 

8.8 

1.6 

13.2 

19.1 

20 

36 

29 

7067 

2.28 

l/l  &  HAAS 

986.0 

-1 

104.0 

4 

10.5 

10.1 

16.2 

22.5 

13 

6 

20 

4712 

5.59 

JLMAN  (A.)  (4) 

241.1 

3 

9.7 

28 

4.0 

3.3 

10.2 

11.0 

16 

12 

2 

746 

1.27 

TS  (3) 

346.2 

38 

27.9 

162 

8.1 

4.2 

4.0 

3.4 

NM 

5 

NA 

462 

0.15 

LING  CHEMICALS  HOLDINGS  (3) 

239.7 

26 

-7.8 

NM 

NM 

3.4 

-0.1 

NM 

NA 

9 

34 

NA 

-1.17 

A  INDUSTRIES 

433.7** 

10 

3.9 

-79 

0.9 

4.7 

15.7 

19.7 

9 

30 

67 

994 

1.54 

N  CARBIDE 

1638.0 

9 

157.0 

0 

9.6 

10.5 

16.9 

27.5 

11 

4 

70 

5990 

4.31 

0 

568.5 

-4 

19.9 

-22 

3.5 

4.3 

NM 

-40.3 

NM 

5 

NA 

2022 

-4.44 

CONGLOMERATES 

JSTRY  COMPOSITE 

38089.2 

10 

2559.0 

9 

6.7 

6.8 

9.5 

20.6 

22 

7 

16 

244297 

3.37 

GHENY  TELEDYNE 

957.9 

-6 

63.4 

-22 

6.6 

8.0 

17.2 

22.2 

24 

9 

35 

4905 

1.19 

■DSIGNAL 

3327.0 

-12 

259.0 

15 

7.8 

6.0 

19.2 

25.2 

19 

10 

17 

20045 

3.74 

RAL  ELECTRIC 

20157.0" 

18 

1677.0 

11 

8.3 

8.9 

8.9 

23.9 

23 

7 

13 

172266 

4.51 

;OURT  GENERAL  (2) 

768.7** 

10 

14.7 

-12 

1.9 

2.4 

9.9 

18.6 

17 

12 

14 

3156 

2.60 

OFFICE  SOLUTIONS  (3) 

1277.9 

26 

14.6 

-64 

1.1 

4.0 

5.5 

11.4 

24 

19 

4 

3139 

0.97 

NDUSTRIES 

2166.6 

-2 

44.3 

11 

2.0 

1.8 

22.0 

28.4 

12 

NA 

NA 

2768 

1.88 

(5) 

234.0 

-2 

27.7 

-14 

11.8 

13.4 

16.6 

18.0 

20 

8 

12 

2940 

1.19 

WAY 

301.2 

17 

12.3 

-63 

4.1 

12.9 

NA 

11.2 

22 

-4 

31 

1140 

2.49 

/I ARK  INTERNATIONAL 

545.6 

3 

20.8 

76 

3.8 

2.2 

7.5 

7.5 

24 

4 

18 

1505 

0.99 

(WELL  INTERNATIONAL  (3) 

1899.0 

6 

155.0 

28 

8.2 

6.7 

10.0 

9.9 

23 

3 

4 

13870 

2.78 

RON 

2551.0** 

15 

125.0 

15 

4.9 

4.9 

7.5 

15.7 

18 

NA 

12 

8798 

5.81 

2659.6 

6 

119.2 

16 

4.5 

4.1 

7.6 

8.4 

32 

8 

5 

5856 

1.55 

569.7 

7 

10.5 

24 

1.8 

1.6 

11.2 

16.5 

21 

-7 

45 

1535 

0.77 

'MAN 

674.1 

2 

15.5 

-3 

2.3 

2.4 

11.3 

21.6 

18 

8 

12 

2372 

1.31 

CONSUMER  PRODUCTS 

JSTRY  COMPOSITE 

65496.9 

5 

5786.7 

18 

8.8 

7.8 

16.5 

27.0 

25 

5 

11 

534304 

2.20 

VPPAREL 

UP  COMPOSITE 

7263.6 

19 

451.9 

41 

6.2 

5.2 

17.3 

21.7 

18 

9 

4 

30262 

2.48 

(VN  GROUP  (11) 

358.9 

3 

1.4 

-64 

0.4 

1.1 

NA 

8.5 

15 

-8 

-9 

301 

1.15 

S  APPAREL  GROUP 

318.0 

22 

29.5 

45 

9.3 

7.8 

23.6 

23.9 

23 

34 

16 

1969 

1.68 

WOOD  (8) 

315.8 

9 

2.0 

NM 

0.6 

NM 

9.2 

9.7 

16 

9 

2 

529 

1.54 

LAIBORNE 

596.6 

7 

42.1 

17 

7.1 

6.4 

15.3 

15.9 

20 

2 

-7 

3266 

2.25 

(7) 

2423.6 

53 

237.1 

77 

9.8 

8.5 

25.0 

26.4 

19 

17 

12 

15050 

2.69 

UPS-VAN  HEUSEN  (11) 

380.9 

-1 

7.9 

92 

2.1 

1.1 

NA 

6.6 

17 

37 

-39 

324 

0.69 

OK  INTERNATIONAL 

930.0 

3 

40.2 

-17 

4.3 

5.4 

13.6 

34.3 

19 

-10 

2 

2241 

2.06 

SELL 

258.2 

0 

11.3 

-3 

4.4 

4.5 

9.9 

11.9 

13 

6 

4 

1037 

2.11 

1262.8 

9 

70.2 

25 

5.6 

4.8 

13.7 

15.7 

14 

16 

4 

4330 

4.86 

TPOINT  STEVENS 

418.8 

9 

10.1 

27 

2.4 

2.1 

15.9 

NM 

21 

NA 

NA 

1215 

1.88 

APPLIANCES  &  HOME  FURNISHINGS 

UP  COMPOSITE 

12829.6 

2 

372.0 

34 

2.9 

2.2 

5.6 

6.1 

44 

6 

15 

28193 

0.70 

STRONG  WORLD  INDUSTRIES 

518.3 

3 

45.5 

25 

8.8 

7.2 

14.9 

21.5 

15 

2 

35 

2619 

4.17 

BATH  &  BEYOND  (10) 

245.2 

39 

18.3 

43 

7.5 

7.3 

25.7 

25.7 

35 

47 

19 

1875 

0.78 

'BUY  (10) 

2347.5 

-9 

8.5 

-57 

0.4 

0.8 

3.7 

0.4 

NM 

46 

48 

552 

0.04 

UITCITY  STORES  (10) 

2417.6 

7 

68.3 

-17 

2.8 

3.6 

7.5 

8.4 

27 

24 

25 

3748 

1.38 

)  GUYS  (3) 

205.1 

-3 

-3.3 

NM 

NM 

0.1 

NM 

-11.4 

NM 

10 

NA 

91 

-1.07 

G-MEYERS  (10) 

478.2** 

41 

10.6 

257 

2.2 

0.9 

5.7 

6.3 

20 

23 

13 

766 

0.80 

IALL  INTERNATIONAL  (6) 

243.3 

9 

14.5 

46 

6.0 

4.5 

13.8 

13.8 

13 

6 

7 

750 

2.75 

-BOY  (8) 

244.6 

8 

9.8 

26 

4.0 

3.4 

11.3 

12.6 

13 

9 

11 

555 

2.39 

ETT  &  PLATT 

673.2 

14 

48.4 

28 

7.2 

6.4 

13.1 

17.4 

20 

22 

25 

3201 

1.76 

TAG 

792.5 

8 

38.5 

139 

4.9 

2.2 

16.5 

27.9 

14 

-7 

17 

2145 

1.60 

1  IMPORTS  (10) 

285.2** 

17 

17.9 

43 

6.3 

5.1 

NA 

15.8 

18 

8 

2 

898 

1.10 

BEAM 

253.5 

10 

20.6 

207 

8.1 

2.9 

NM 

-4-4.2 

NM 

5 

NA 

2697 

-2.18 

CORPORATE  SCOREBOARD 
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RETURN 
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QUARTER 

1997 
$  MIL 


CHANGE  1ST 

EROM  QUARTER 
1996  1997 
%  $  MIL 


CHANGE 
FROM 
1996 

% 


 MARGINS 

1ST  1ST 

QUARTER  QUARTER 

1997  1996 

%  % 


ON  ON 

INVESTED  COMMON 

CAPITAL  EQUITY 

%  % 


5-YEAR  GROWTH 


COMMON 
EQUITY 

% 


MARKET 
VALUE 

EARNINGS        SHARES  MONTH 

PER        OUTSTANDING  EARNIN 

SHARE           4-18  PER 

%             $  MIL  SHARI 


TANDY 

1291.7 

-11 

25.6 

77 

2.0 

1.0 

NM 

'  -7.2 

NM 

-6 

NA 

2811 

-1.4 

i  unu  \£. ) 

?!  IQ  ("l 

1 

—  1 

7  l 
—  /  1 

I.e. 

1  A  R 

14. U 

14 

8 

33 

419 

2  4 

WHIRLPOOL 

2038.0** 

-1 

46.0 

21 

2.3 

1.8 

7.8 

8.5 

21 

5 

-4 

3498 

2.2 

WILLIAMS-SONOMA  (1 1) 

327.7 

26 

25.5 

247 

7.8 

2.8 

10.9 

15.6 

36 

11 

4 

792 

0.8 

ZENITH  ELECTRONICS 

259.1 

9 

-25.2 

NM 

NM 

NM 

NM 

-76.2 

NM 

_5 

NA 

777 

-2.5 

(C) BEVERAGES 

r*Dr\i  id  pnniiDnciTC 

one  i 

o 

O  1 

^  1 

1  "5  "7 

1  O  f\ 

IZ.U 

ZZ  I 

41.8 

35 

3 

14 

1  DAI O E 

1.6 

ANHEUSER-BUSCH 

2462.9 

4 

257.7 

-6 

10.5 

11.6 

15.0 

28.3 

19 

-2 

7 

21511 

2.2 

BROWN-FORMAN  (8) 

393.2 

2 

41.6 

9 

10.6 

9.9 

18.0 

24.2 

21 

-5 

6 

3441 

2.3 

pnrn  rni  a 

4 1 38.0 

-2 

987 .0 

38 

23.9 

16.9 

52.5 

61.2 

39 

8 

18 

147929 

1.5 

2141.0 

34 

-33.0 

N  M 

NM 

0.4 

3.2 

4.7 

NM 

1 

NA 

7354 

0.5 

(D)  PERSONAL  CARE 

GROUP  COMPOSITE 

16650.2 

4 

1485.7 

17 

8.9 

8.0 

19.1 

27.8 

29 

9 

15 

164380 

3.2 

ALBERTO-CULVER  (3) 

439.6 

11 

17.8 

23 

4.0 

3.7 

14.0 

17.2 

20 

11 

15 

1540 

1.4 

AVON  PRODUCTS 

1087.6 

7 

41.3 

10 

3.8 

3.7 

82.3 

133.0 

24 

-6 

13 

7753 

2.4 

CLOROX  (6) 

649.2 

16 

65.6 

10 

10.1 

10.6 

13.0 

23.5 

25 

4 

30 

6134 

4.6 

COLGATE-PALMOLIVE 

2147.1 

5 

169.6 

18 

7.9 

7.0 

15.4 

31.8 

25 

-3 

17 

15835 

4.3 

DIAL 

316.2 

-10 

18.3 

-7 

5.8 

5.6 

8.1 

20.3 

NA 

NA 

NA 

1517 

N 

ECOLAB 

373.8 

\2 

26.2 

33 

7.0 

5.9 

19.7 

23.0 

22 

12 

13 

2608 

1.8 

GILLETTE 

2180.0 

6 

283.7 

14 

13.0 

12.1 

16.3 

22.1 

44 

28 

14 

43166 

1.7 

NCH  (8) 

193.3 

-1 

7.7 

6 

4.0 

3.7 

12.9 

12.9 

13 

4 

-3 

445 

4.9 

PROCTER  &  GAMBLE  (6) 

8771.0 

2 

881.0 

16 

10.0 

8.9 

21.3 

26.9 

26 

8 

20 

83579 

4.7 

REVLON 

492.5 

6 

-25.5 

NM 

NM 

NM 

11.5 

NM 

56 

NA 

NA 

1802 

0.6 

(E)  TOBACCO 


GROUP  COMPOSITE 

19618.4 

2 

2223.8 

12 

11.3 

10.3 

15.4 

29.4 

17 

2 

9 

131234 

2.5 

AMERICAN  BRANDS 

1405.9 

5 

136.6 

10 

9.7 

9.3 

11.5 

13.8 

18 

-2 

-7 

9147 

2.9 

PHILIP  MORRIS 

14093.0 

3 

1773.0 

13 

12.6 

11.4 

23.0 

47.1 

17 

3 

11 

107891 

2.6 

RJR  NABISCO  HOLDINGS 

3779.0 

-3 

213.0 

8 

5.6 

5.1 

4.6 

6.1 

19 

4 

2 

9187 

1.8 

UST 

340.5' 

4 

101.2 

-5 

29.7 

32.6 

121.2 

162.5 

11 

-12 

15 

5010 

2.4 

7  CONTAINERS  &  PACKAGING 


INDUSTRY  COMPOSITE 

8990.8 

6 

79.6 

-77 

0.9 

4.1 

5.3 

6.9 

35 

7 

12 

25215 

0.90 

(A)  GLASS,  METAL  &  PLASTIC 

GROUP  COMPOSITE 

3473.4 

19 

100.6 

32 

2.9 

2.6 

7.4 

11.2 

23 

14 

3 

11044 

1.73 

BALL 

479.8 

4 

7.0 

27 

1.5 

1.2 

3.3 

2.0 

75 

1 

-30 

805 

0.35 

CROWN  CORK  &  SEAL 

1937.3 

25 

39.0 

25 

2.0 

2.0 

6.3 

8.8 

26 

19 

-2 

7063 

2.1C 

OWENS-ILLINOIS 

1056.3 

17 

54.6 

38 

5.2 

4.4 

10.3 

28.9 

16 

15 

20 

3177 

1.69 

(B)  PAPER 

GROUP  COMPOSITE 

5517.4 

0 

-21.0 

NM 

NM 

4.9 

3.9 

3.9 

58 

3 

27 

14170 

0.46 

BEMIS 

475.5 

23 

19.9 

-8 

4.2 

5.6 

11.1 

16.7 

21 

12 

14 

2078 

1.86 

JEFFERSON  SMURFIT 

778.0 

-15 

-7.0 

NM 

NM 

5.8 

8.7 

NM 

27 

NA 

NA 

1512 

0.51 

MAIL-WELL 

212.0 

9 

6  0 

116 

2.8 

1.4 

8.8 

17.6 

16 

NA 

NA 

337 

1.68 

ROCK-TENN  (3) 

275.4 

27 

-7.2 

NM 

NM 

5.7 

3.7 

7.9 

20 

14 

23 

539 

0.81 

SONOCO  PRODUCTS 

687.6 

3 

41.2 

-5 

6.0 

6,5 

12.1 

20.3 

15 

8 

15 

2438 

1.7S 

STONE  CONTAINER 

1180.8 

-11 

-96.7 

NM 

NM 

2.5 

NM 

-38.2 

NM 

-12 

NA 

993 

-2.62 

TEMPLE-INLAND 

850.9 

-1 

13.2 

-72 

1.6 

5.4 

8.3 

5.0 

30 

6 

7 

2960 

1.79 

UNION  CAMP 

1057.1 

8 

9.6 

-84 

0.9 

6.0 

2.9 

1.7 

92 

2 

19 

3314 

0.52 

8  DISCOUNT  &  FASHION 

RETAILING 

INDUSTRY  COMPOSITE  136107.9 

10 

4871.2 

52 

3.6 

2.6 

9.9 

13.3 

22 

8 

3 

260494 

1.32 

AMES  DEPARTMENT  STORES  (11) 

707.0** 

6 

20.7 

85 

2.9 

1.7 

21.8 

17.2 

10 

NA 

NA 

179 

0.85 

AUTOZONE  (4) 

538.0 

26 

29.4 

8 

5.5 

6.4 

15.2 

18.3 

21 

33 

28 

3658 

1.13 

BAKER  (J.)  (11) 

247.4 

■■> 

-115.2 

NM 

NM 

0.3 

NM 

-59.5 

NM 

18 

NA 

127 

-8.02 

BARNES  &  NOBLE  (11) 

882.5 

22 

62.0 

NM 

7.0 

NM 

NA 

13.0 

24 

55 

NA 

1198 

1.48 

BON-TON  STORES  (11) 

218.0** 

2 

11.2 

NM 

5.1 

NM 

NA 

6.8 

11 

15 

-7 

75 

0.61 

BORDERS  GROUP  (11) 

727.0 

9 

66.3 

NM 

9.1 

: .  M 

11.3 

10.6 

30 

NA 

NA 

1589 

0.7C 

BRADLEES  (11) 

452.9** 

-2: 

-59.2 

NM 

NM 

NM 

NM 

NM 

NM 

NA 

NA 

NA 

-19.17 

BRYLANE  (11) 

238.3 

44 

6.1 

-34 

2.6 

5.6 

NA 

13.8 

12 

NA 

NA 

350 

2.2C 

CARSON  PIRIE  SCOn  (11) 

374.8** 

3 

28.5 

22 

7.6 

6.4 

9.5 

11.1 

13 

NA 

NA 

477 

2.39 

CDW  COMPUTER  CENTERS 

297.8 

44 

11.4 

105 

3.8 

2.7 

25.3 

28.4 

23 

87 

35 

893 

1.84 

CHARMING  SHOPPES  (11) 

269.8 

-16 

2.2 

NM 

0.8 

NM 

NM 

-1.7 

NM 

9 

NA 

599 

-0.07 

COLE  NATIONAL  (11) 

240.9 

38 

-35.0 

NM 

NM 

5.6 

NM 

-54.8 

NM 

NA 

NA 

399 

-2.44 

CONSOLIDATED  STORES  (11) 

1195.7 

139 

109.8 

155 

9.2 

8.6 

14.2 

17.7 

23 

22 

32 

2602 

1.69 

CORPORATE  EXPRESS (10) 

900.6 

64 

7.2 

0  S 

NM 

3.2 

5.6 

26 

NA 

NA 

979 

0.32 

COSTCO  (4) 

5238.9** 

12 

97.4 

36 

1.9 

1.5 

9.7 

11.5 

22 

1 

4 

5902 

1.28 

DAYTON  HUDSON  (11) 

8167.0** 

3 

215.0 

-6 

2.6 

2.9 

8.7 

12.7 

20 

10 

6 

9068 

2.07 

DILLARD  DEPARTMENT  STORES  (11) 

1980.2" 

1 

111.1 

281 

5.6 

1.5 

7.6 

9.2 

15 

13 

-1 

3535 

2.09 

DOLLAR  GENERAL  (11) 

675.2 

21 

51.5 

33 

7.6 

7.0 

23.9 

23.3 

30 

27 

36 

3259 

1.04 

EAGLE  HARDWARE  &  GARDEN  (11) 

192.0 

22 

3.1 

91 

1.6 

1.0 

6.2 

7.1 

23 

101 

46 

572 

0.85 

EDISON  BROTHERS  STORES  (11) 

308.2 

-26 

-88.8 

NM 

NM 

NM 

NM 

NM 

NM 

-12 

NA 

10 

-6.46 

FABRI-CENTERS  OF  AMERICA  (11) 

307.5 

15 

18.0 

24 

5.9 

5.4 

9.5 

12.3 

15 

14 

18 

341 

1.3C 

FAMILY  DOLLAR  STORES  (4) 

530.3 

18 

20.0 

26 

3.8 

3.6 

13.7 

14.2 

22 

14 

6 

1471 

1.19 

FEDERATED  DEPARTMENT  STORES  (11) 

5035.0** 

-4 

289.2 

18 

5.7 

4.7 

5.7 

5.7 

26 

NA 

NA 

7018 

1.28 

FINGERHUT 

350.0 

-2 

2.6 

NM 

0.7 

NM 

7.3 

7.4 

16 

10 

-6 

669 

0.92 
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The  Chase  Corporate  Challenge! 
^here  The  Small  Caps  Take  On  The  Blue  Chips. 

(In  shorts,  sneakers  and  T-shirts,  that  is.) 


In  the  largest  road  racing  series  of  its  kind,  6,000  com 
panies  ranging  in  size  from  small,  emerging- 
growth  businesses  to  global  corporate  giants, 
compete  in  cities  around  the  world.  Each  year, 
the  3-5-mile  races  attract  150,000  men  and 
women  to  run  for  fitness,  fun  and  for  the  privi- 
lege of  representing  their  companies. 
The  Chase  Corporate  Challenge  ''  is  open  to  employees 


of  corporations,  businesses  and  financial  institu- 
tions. Teams  compete  in  the  Men's,  Women's 
and  Coed  divisions. 

Stay  fit.  Have  fun.  Run  in  the  Chase  Corporate 
Challenge.1  For  entry  information,  write  or  fax: 
The  Chase  Manhattan  Bank,  Sports  Marketing 
Croup,  140  East  45th  Street,  Kith  floor,  New  York, 
NY  10017.  Fax:  (212)  557-3799. 


CHASE.  The  right  relationship  is  everything. 


1997  RACE  SCHEDULE 


May  15  New  York  City  #1 

May  22  Albany,  NY 

June  10  Liberty  State  Pk,  NJ 

June  12  Rochester,  NY 


June  18  Frankfurt,  Germany 
June  25  New  York  City  #2 
June  26  Buffalo,  NY 


July  9  London,  England 

July  15  Philadelphia,  PA 

July  16  Bmghamton,  NY 

July  17  Boston.  MA 


July  22  Stamford,  CT 
July  24  New  York  City  #3 
July  29  Long  Island,  NY 


July  31  Morristown,  NJ 
Aug.  5  Syracuse,  NY 
Aug  7  Chicago,  IL 
Aug  13  San  Francisco,  CA 


Aug  19  Paramus,  NJ 
Sept,  10  Atlanta,  GA' 
Oct  4    Championship.  NYC 


'  Licensing  Agreement 
Dates  are  subject  to  change. 


•JMIIMMVMM 


sneakerlladium 


BusinessWeek 


AmericanAirlines 
SAUCONY 


©  1997  The  Chase  Manhattan  Corporation 


CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


RETURN 


MARGINS 


5-YEAR  GROWTH 


1ST 
QUARTER 
1997 
$  MIL 


CHANGE 
FROM 
1996 

% 


MARKET 
VALUE 


1ST 
QUARTER 
1997 
$  MIL 


CHANGE 
FROM 


1ST 
QUARTER 
1997 

% 


1ST 
QUARTER 
1996 

% 


ON            ON  EARNINGS  SHARES 

INVESTED  COMMON              COMMON  PER  OUTSTANDING 

CAPITAL  EQUITY  P-E       EQUITY  SHARE  4-18 

%             %  4-18         %  %  $  MIL. 


12 
MONT 
EARNIf 
PER 
SHAfi 


FINLAY  ENTERPRISES  (11)  281.2  3  20.4  6  7.2  7.0  13.0  52.2  10  NA  NA  116 

FOOTSTAR  376.9  12  5.0  -18  1.3  1.8  NA  NA  8  NA  NA  580 

GAP  (11)  1667.9  10  171.2  11  10.3  10.2  27.4  27.4  20  20  16  8785 

GOODY'S  FAMILY  CLOTHING  (11)  273.5  20  10.2  96  3.7  2.3  NA  15.2  23  27  6  379 


1.0 


HECHINGER  (11)  438.6  -13  -21.3  NM  NM  NM  NA  -6.3  NM  -1  NA  71 

HILLS  STORES  (11)  658.6  -6  -2.9  NM  NM  1.5  NM  -13.7  NM  NA  NA  59 

HOME  DEPOT  (11)  4958.5  32  251.2  35  5.1  4.9  13.5  16.4  29  42  26  27432 

INTIMATE  BRANDS  (11)_   I9_  I5.7!7.  39  13-6_ _ _  _13_5  5L1  VA  19  NA  NA  4766 

KMART  (11)  9684.0"  -2  235.0  NM 

KOHL'S  (11)  846.9  20  52.0  23 

LANDS' END  (11)  423.3  6  37.4  45 

LIMITEDJ1 __2_9^3**-  J  2134  -1 

LOWE'S  (11)  2041.5  20  55.6  46  2.3  10.8  13.5  22  22  85  6510  1.7 

MAC  FRUGAL'S  BARGAINS  (11)  281.1  12  31.5  32  11.2  9.5  NA  18.0       17  3  6  719  1.6 

MAY  DEPARTMENT  STORES  (11)  4101.0**  7  423.0  7  10.3  10.3  11.8  20.0       16  13  6  11235        2.9  ; 

MERCANTILE  STORES  (U)__  _  988.  ji  1*_  _  I2  62i7  _     ~19  6  3  1  1  73  8  1       15  5  5  1769 

MEYER  (FRED)  (11)  995.8  3  27.6  47  2.8  2.0  NA  10.3  20  16  -18  1001 

MICHAELS  STORES  (11)  493.7  8  8.2  283  1.7  0.5  NM  -9.4  NM  46  NA  424 

NEIMAN  MARCUS  GROUP  (5)  661.9**  6  25.6  12  3.9  3.7  11.1  12.6  26  71  NA  1329  1.0 

NORDSTROM  (11)  1347.9**  6  42.8  -21  3.2  4.2  9.5  10.0  21  10  4  3026  1 

OFFICE  DEPOT  1772.4  9  38.8  16  2.2  2.1  9.5  11.6       17  32  47  2261  0 

OFFICEMAX  (11)  966.8  17  30.2  5  3.1  3.5  6.7  6.7  21  NA  94  1454  0.5 

PAMIDA  HOLDINGS  (11)  193.6  -12  5.1  NM  2.6  NM  NA  NM  NM  NA  NA  12  -0.2 

PAYLESS  CASHWAYS  (1)  487.6  -7  -8.1  NM  NM  NM  NM  -10.7  NM  -13  NA  70  -0.6 


2.4 
6.1 


7.2 


NM 
6.0 
6.5 
7.8 


6.4 
13.0 
22.1 
18.0 


4.5 
19.8 
22.8 
25.0 


27 
36 
18 
12 


-3 
140 
12 
15 


-29 
39 
10 
12 


6302 
3649 


4879 


0.4 
1.3 
1.5 

1.5  SEMK 


PAYLESS  SHOESOURCE  (11)  522.9 

PENNEY  (J.C.)  (11)  8592.0 

PEP  BOYS-MANNY,  MOE&  JACK  (11)  444.4 

PETSMART  (11)  457.4 


-5 
22 


38 


15.1 
94.0 
22.7 
7.6 


NM 

-71 
22 
-47 


2.9 
1.1 
5.1 
1.7 


NM 
4.6 
4.5 
4.4 


12.6 
6.6 
NA 
7.5 


12.9 
9.5 

13.5 
6.3 


15  NA 

20  7 

19  14 

NM  105 


NA 
14 
17 
40 


1657 
10411 
1870 
1788 


2.2 
1.6 
0.1 


PROFFITTS  (11) 
ROSS  STORES  (11) 
SAKS  HOLDINGS  (11) 
SEARS^ ROEBUCK 

SERVICE  MERCHANDISE 
SHOPKO  STORES  (10) 
SPIEGEL 

SPORTS  AUTHORITY  ( 11 ) 

STAGE  STORES  (11) 
STAPLES  (11) 
TALBOTS  (11) 
TIFFANY  (11) 


728.0* 
509.8 
600.3* 
8762.0 


34 
14 
11 
10 


15.4 
32.0 
46.7 
182.0 


NM 

51 
>-,/ 
21 


2.1 
6.3 
/  8 
2.1 


NM 

4.7 
5.2 
1  '-) 


NA 

25.1 
10.0 
12.0 


10.5 
25.1 
7.6 
25.0 


27  64 

18  18 

48  NA 

15  -20 


NA 
16 
NA 


855 
1407 
1901 
18913 


3.2 


686.4 
632.8 
601.8 
378.6 


-4 
27 

17 


-107.2 
24.3 
-31.2 
16.8 


NM 
15 

N  M 
28 


NM 

3.8 
NM 
4.4 


NM 
4.2 
NM 
4.0 


0.3 
7.4 
NM 
6.7 


-10.1 
10.3 
-5.8 
9.7 


NM  30 

13  7 

NM  3 

19  NA 


-14 
-6 
NA 
31 


312 
595 
768 
566 


-0.4 
1.4 

-0.2 
0.9 


248.1 
1164.0 
303.0* 
327.6* 


10 
19 
1 
17 


10.8 
46.9 
16.5 
35.8 


20 
34 
24 


4.3 
4.0 
5.4 
10.9 


4.0 
3.6 
4.5 
9.1 


10.7 
NA 
13.9 
13.6 


15.2 
15.4 
14.7 
1'-  5 


28 
31 
14 

23 


NA 
49 
50 
12 


NA 

46 
24 
16 


570 
3219 

909 
1312 


0, 
0.6 
1.9 
1.6 


TJX  (11)  1946.5  19          75.5  846  3.9  0.5  17.1  27.4  18  15  6  3284 

TOYS 'R' US  (11)  4667.5  1  382.9  312  8.2  2.0  NA  12.2  17  11  -6  7385 

U.  S.  OFFICE  PRODUCTS  (8)  680.5  79          10.2  -16  1.5  3.2  NA  7.2  25  NA  NA  1317 

VALUE  CITY  DEPARTMENT  STORES  (5)  328.5  9          12.9  -20  3.9  5.4  7.1  8.0  13  18  -14  270 


VENTURE  STORES  (11) 
WABAN  (11) 
WAL-MART  STORES  (11) 
WOOLWORTH  (11) 

ZALE (5) 


474.9* 
1178.7 
30856.0 
2368.0 
505.1 


-19 
10 
12 
3 
I-' 


-47.2 
25.5 
1095.0 
100.0 
51.5 


N  M 
-1 
lb 

N  M 
1  1 


NM 

2.2 
3.5 
4.2 
10.2 


2.3 
2.4 
3.4 
NM 
10.2 


NM 

10.5 
12.7 
11.1 
6.6 


-25.3 
12.1 
17.8 
13.2 
8.9 


NM 
12 
21 
16 
14 


23 
10 
19 
-13 
NA 


NA 
18 
13 
NA 
NA 


37 
909 
64266 
2663 
634 


-3.3 


1.2 
1.3 


9  ELECTRICAL  &  ELECTRONICS 


INDUSTRY  COMPOSITE 

(A)  ELECTRICAL  PRODUCTS 


46026.2 


8  3973.2 


66 


8.6 


5.6 


12.0 


14.8  24 


14 


28  312486 


GROUP  COMPOSITE 

8353.1 

6 

266.5 

NM 

3.2 

NM 

6.3 

9.2 

25 

3 

12 

35853 

1.3 

AMETEK 

221.2 

-3 

13.7 

12 

6.2 

5.4 

20.6 

40.7 

13 

-16 

11 

711 

1.6 

COOPER  INDUSTRIES 

1318.9*' 

2 

77.7 

25 

5.9 

4.8 

11.2 

17.5 

14 

-12 

-2 

4646 

3.0 

EATON 

1789.0 

3 

101.0 

6 

5  6 

5.5 

12.9 

16.4 

16 

18 

38 

5522 

4.5 

GENERAL  SIGNAL 

505.6 

5 

24.3 

-4 

4.8 

5.3 

14.4 

18.1 

14 

11 

30 

19^4 

2.6 

HUBBELL 

324.7 

7 

36.3 

15 

11.2 

10.4 

17.8 

19.7 

20 

7 

10 

2783 

2.1 

MAGNETEK  (6) 

301.4 

0 

9.2 

546 

3.1 

0.5 

NM 

NM 

NM 

-22 

NA 

439 

-2.9 

NATIONAL  SERVICE  INDUSTRIES  (4) 

499.2 

4 

20.3 

6 

4.1 

4.0 

14.1 

15.7 

19 

2 

21 

1871 

2.2 

RAYCHEM  (6) 

427.9 

2 

68.5 

64 

16.0 

10.0 

NM 

26.7 

13 

4 

NA 

2996 

5.2 

THOMAS  &  BETTS 

504.3 

4 

29.6 

13 

5.9 

5.4 

6.6 

7.9 

35 

16 

•) 

2245 

1.2 

UCAR  INTERNATIONAL 

238.0 

-2 

37.0 

6 

15.5 

14.4 

31.7 

NM 

14 

NA 

NA 

2004 

3.0 

WESTINGHOUSE  ELECTRIC 

2223.0 

18 

-151.0 

NM 

NM 

NM 

NM 

-3.9 

NM 

4 

NA 

10701 

-0.3 

(B)  ELECTRONICS 

GROUP  COMPOSITE 

17622.0 

6 

923.0 

-12 

5.2 

6.4 

10.2 

11.2 

23 

11 

21 

80732 

2.1 

ANDREW  (3) 
GENERAL  INSTRUMENT 
HARRIS  (6) 

HUGHES  ELECTRONICS 


208  2 
641.3 
921.4 
4128.2 


14 
4 
5 

14 


25.5 
17.7 
55  7 
235.2 


39 
-43 

26 
-25 


12.3 
2.8 
6.0 
5.7 


10.0 
5.1 
5.0 
8.6 


20.3 
NM 
10.5 
11.6 


21.7 
-1.3 
13.3 
11.6 


21  18 

NM  92 

16  6 

20  4 


37 
NA 
45 
18 


2193 
3081 
3140 
20995 


2.6 


LiTTON  INDUSTRIES  (5) 
MOTOROLA 
OUALCOMM  (3) 


960.5  30 
6642.0  -5 
585.7  292 


36.2 
325.0 
16.7 


11 

-15 
NM 


3.8 
4.9 
2.9 


4.4 

5.5 
1.0 


11.6 

8.1 
2.9 


16.0 
9.1 
4.1 


12 
31 


-11 
23 
184 


6 
24 
12 


1892 
33601 
3378 


IRPORATE  SCOREBOARD 


SALES 

PROFITS 

RETURN 

5-YEAR  GROWTH       y*, *pT 

MARGINS 

12 

1ST 

CHANGE 

1ST  CHANGE 

1ST  1ST 

ON  ON 

EARNINGS  SHARES 

MONTHS' 

UUARII  l< 

FROM 

QUARTER  FROM 

QUARTER  QUARTER 

INVESTED  COMMON 

COMMON       PER  OUTSTANDING 

EARNINGS 

1997 

1996 

1997  1996 

1997  1996 

CAPITAL  EQUITY 

P-E 

EQUITY      SHARE  4-18 

PER 

$  MIL 

% 

$  MIL  % 

%  % 

%  % 

4-18 

%           %             $  MIL 

SHARE 

rHEON 

2899.0 

5 

183.4 

_2 

6.3 

6.7 

15.4 

16.5 

14 

5 

8 

10486 

3.21 

iOR 

297.5 

30 

10.3 

34 

3.5 

3.3 

10.4 

17.5 

13 

39 

63 

495 

1.51 

AN  ASSOCIATES  (3) 

338.2 

-19 

17.3 

-47 

5.1 

7.9 

17.2 

20.1 

16 

1 

28 

1472 

2.94 

INSTRUMENTS 

IUP  COMPOSITE 

2967.7 

1 

147.5 

25 

5.0 

4.0 

15.0 

16.5 

23 

7 

9 

17301 

2.38 

(MAN  INSTRUMENTS 

231.9 

3 

15.6 

14 

6.7 

6.1 

15.6 

19.6 

16 

2 

11 

1220 

2.65 

EYWELL 

1685.7 

4 

75.6 

16 

4.5 

4.0 

15.7 

18.7 

21 

4 

3 

8851 

3.27 

(IN-ELMER  (6) 

322.9 

8 

10.4 

NM 

3.2 

NM 

25.9 

27.4 

29 

3 

-21 

2950 

2.32 

RONIX  (7) 

478.9 

10 

28.8 

28 

6.0 

5.2 

NA 

14.3 

16 

9 

23 

1764 

3.23 

M)YNE 

248.3 

-29 

17.2 

-68 

6  9 

15  2 

6  7 

6  6 

46 

24 

43 

2516 

0.67 

SEMICONDUCTORS  & 

OTHER  COMPONENTS 

IUP  COMPOSITE 

17083.4 

12 

2636.1 

65 

15.4 

10.5 

16.1 

19.5 

25 

27 

47 

178600 

2.79 

WCED  MICRO  DEVICES 

552.0 

1 

13.0 

-49 

2.3 

4.7 

NM 

-4.0 

NM 

22 

NA 

5056 

-0.60 

1392.9 

2 

101.3 

-13 

7.3 

8.5 

9.7 

9.7 

28 

9 

5 

7713 

1.24 

HENOL 

211.8 

9 

17.5 

3 

8.3 

8.7 

14.4 

18.9 

17 

16 

53 

1124 

1.49 

LOG  DEVICES  (2) 

292.1 

4 

39.2 

-2 

13.4 

14.3 

14.1 

18.9 

24 

20 

81 

3957 

1.02 

EL 

252.9 

5 

38.7 

-14 

15.3 

18.7 

17.0 

22.8 

12 

52 

72 

2333 

1.94 

(9) 

300.5 

3 

30.7 

-16 

10.2 

12.5 

16.7 

17.1 

16 

NA 

NA 

1947 

1.38 

US  LOGIC  (9) 

212.9 

-9 

-51.9 

NM 

NM 

NM 

-6.0 

-11.4 

NM 

50 

NA 

722 

-0.71 

L 

6448.0 

39 

1983  0 

122 

30.8 

19.3 

32.1 

36.5 

20 

31 

43 

112580 

6.98 

L  CIRCUIT  (4) 

222.2 

-6 

11.1 

74 

5.0 

2.7 

16.9 

22.2 

25 

41 

35 

769 

1.73 

.OGIC 

308.4 

-1 

38.4 

-9 

12.5 

13.6 

9.7 

10.9 

34 

47 

72 

4773 

1.08 

IC  ELECTRONIC  MATERIALS 

222.3 

-23 

-2.8 

NM 

NM 

13.7 

5.1 

8.2 

17 

NA 

NA 

974 

1.42 

'.OH  TECHNOLOGY  (4) 

876.2 

-12 

142.7 

-24 

16.3 

18.9 

7.8 

9.0 

32 

43 

202 

7534 

1.12 

EX  (6) 

387.1 

12 

43.2 

20 

11.2 

10.4 

13.8 

13.6 

25 

16 

18 

3921 

1.58 

ONAL  SEMICONDUCTOR  (7) 

680.5 

13 

42.8 

86 

6.3 

3.8 

NM 

-8.5 

NM 

24 

11 

3870 

-0.90 

J-RITE  (3) 

282.1 

9 

23.6 

NM 

8.4 

0.5 

-6.5 

-12.5 

NM 

52 

NA 

1384 

-1.25 

SYSTEMS  (6) 

1320.0 

19 

26.1 

37 

2.0 

1.7 

12.6 

19.8 

15 

21 

80 

1521 

3.47 

XTRON  (4) 

858.7 

31 

37.6 

36 

4.4 

4.2 

12.2 

15.9 

22 

70 

49 

2775 

2.34 

IS  INSTRUMENTS 

2263.0 

-15 

102.0 

-23 

4.5 

4.9 

NM 

-1.8 

NM 

24 

NA 

15649 

-0.40 

FOOD 


USTRY  COMPOSITE 

78076.9 

4 

1306.8 

-42 

1.7 

3.0 

10.4 

18.0 

29 

5 

6 

218565 

1.23 

FOOD  DISTRIBUTION 

)UP  COMPOSITE 

10129.4 

4 

125.5 

26 

1.2 

1.0 

10.3 

15.9 

18 

7 

4 

10067 

1.66 

RNATIONAL  MULTIFOODS  (10) 

638.2 

0 

-9.4 

NM 

NM 

0.9 

2.7 

0.9 

NM 

-2 

-1 

443 

0.15 

SOURCE 

1017.1 

5 

0.3 

NM 

0.0 

NM 

NM 

NA 

NA 

NA 

NA 

88 

NA 

IFOOD  HOLDINGS  (8) 

807.3 

5 

15.0 

297 

1.9 

0.5 

20.1 

23.2 

17 

28 

23 

947 

1.18 

RT  &  FINAL 

307.0 

9 

5.0 

19 

1.6 

1.5 

9.9 

12.8 

17 

13 

34 

437 

1.17 

ERVALU (10) 

3889.6 

1 

53.0 

9 

1.4 

1.3 

9.5 

13.8 

11 

5 

-10 

1974 

2.60 

CO  (6) 

3470.3 

7 

61.6 

9 

1.8 

1.7 

13.6 

20.1 

21 

10 

13 

6179 

1.65 

FOOD  PROCESSING 

>UP  COMPOSITE 

33815.1 

3 

534.4 

-64 

1.6 

4.6 

9.8 

15.8 

35 

2 

4 

158826 

1.32 

PBELL  SOUP  (5) 

2317.0 

5 

276.0 

7 

11.9 

11.6 

20.5 

40.9 

34 

9 

17 

22091 

1.41 

1UITA  BRANDS  INTERNATIONAL 

631.4 

1 

43.3 

79 

6.9 

3.9 

NM 

-3.9 

NM 

-11 

NA 

852 

-0.52 

AGRA  (7) 

5635.0 

-2 

145.1 

13 

2.6 

2.2 

7.1 

9.7 

55 

4 

-5 

13659 

1.03 

INTERNATIONAL 

2149.5 

2 

117.5 

9 

5.5 

5.1 

17.4 

28.1 

21 

5 

7 

11566 

3.90 

N  FOODS  (7) 

745.0 

4 

20.6 

207 

2.8 

0.9 

NM 

-5.2 

NM 

6 

NA 

1473 

-0.72 

ALB  GENETICS  (4) 

192.3 

7 

16.3 

68 

8.5 

5.4 

11.2 

15.1 

40 

8 

4 

999 

1.47 

:  FOOD 

965.0 

18 

42.0 

40 

4.4 

3.7 

10.6 

18.4 

24 

-14 

-1 

2378 

1.67 

VERS  INDUSTRIES  (6) 

301.4 

10 

12.2 

114 

4.0 

2.1 

10.4 

16.4 

26 

9 

3 

1407 

0.93 

ERAL  MILLS  (7) 

1289.6 

-2 

122.8 

6 

9.5 

8.9 

22.8 

70.1 

20 

-32 

-4 

9566 

2.89 

3EN  POULTRY  (6) 

189.1 

23 

0.7 

-31 

0.3 

0.6 

10.6 

11.8 

15 

5 

22 

197 

0.90 

IZ  (H.J.)  (8) 

2307.5 

5 

174.4 

11 

7.6 

7.1 

14.7 

25.9 

22 

3 

3 

15074 

1.87 

SHEY  FOODS 

1002.5 

8 

68.9 

16 

6.9 

6.4 

15.1 

23.8 

29 

-4 

6 

8087 

1.84 

MEL  FOODS  (2) 

810.3 

12 

21.0 

2 

2.6 

2.9 

8.5 

10.2 

25 

6 

1 

1974 

1.04 

SON  FOODS  (3) 

405.1 

23 

6.6 

252 

1.6 

0.6 

5.2 

8.2 

16 

23 

38 

450 

0.92 

RSTATE  BAKERIES  (7) 

945.3 

2 

22.6 

443 

2.4 

0.5 

10.4 

14.8 

26 

19 

-17 

1975 

2.01 

-OGG 

1688.9 

-5 

160.6 

-22 

9.5 

11.5 

23.5 

37.9 

29 

-9 

-2 

13915 

2.31 

ORMICK  (1) 

407.4 

3 

15.2 

55 

3.7 

2.5 

9.4 

12.2 

39 

7 

-9 

1937 

0.63 

ISCO  HOLDINGS 

1905.0 

-4 

64.0 

21 

3.4 

2.7 

1.1 

0.7 

NM 

NA 

NA 

10636 

0.10 

RIM'S  PRIDE  (3) 

303.4 

12 

5.0 

NM 

1.6 

NM 

6.8 

7.5 

23 

7 

NA 

276 

0.44 

JEER  HI-BRED  INTERNATIONAL  (4) 

264.0 

-6 

-2.0 

NM 

NM 

1.4 

23.9 

24.2 

25 

7 

17 

5365 

2.65 

KER  OATS 

1201.7 

-2 

-1109.8 

NM 

NM 

2.6 

NM 

-73.0 

NM 

7 

14 

5240 

-6.58 

STON  PURINA  (3) 

1519.5 

6 

76.7 

30 

5.0 

4.1 

21.0 

45.2 

21 

NA 

0 

8045 

3.68 

A  LEE  (6) 

4649.0 

5 

206.0 

10 

4.4 

4.2 

15.4 

22.5 

20 

9 

5 

19301 

1.98 

ANNAH  FOODS  &  INDUSTRIES  (3) 

276.5 

10 

8.8 

NM 

3.2 

NM 

12.3 

12.3 

16 

-5 

-32 

377 

0.90 

THFIELD  FOODS  (8) 

1081.0 

57 

15.7 

46 

1.5 

1.6 

9.0 

11.6 

28 

25 

-1 

859 

1.67 

RN  APPLE  VALLEY  (7) 

205.7 

-10 

-1.8 

NM 

NM 

NM 

NM 

-16.1 

NM 

12 

NA 

110 

-2.17 

YERSAL  FOODS  (3) 

204.8 

2 

15.6 

7 

7.6 

7.3 

9.6 

12.6 

19 

4 

0 

850 

1.79 

FOODS  (6) 

222.2 

3 

-9.6 

NM 

NM 

NM 

NM 

-22.1 

NM 

11 

NA 

164 

-1.69 

CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


RETURN 


MARGINS 


1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

199? 

1996 

1997 

1996 

1997 

1996 

CAPITAL 

EQUITY 

$  MIL 

% 

$M!L 

% 

% 

% 

% 

% 

5-YEAR  GROWTH 

EARNINGS 
PER 
SHARE 

% 


COMMON 
P-E  EQUITY 

4-18  % 


MARKET 
VALUE 
SHARES 
OUTSTANDING 
4-18 
$  MIL 


12 

MONTH 
EARNIN 
PER 
SHARE 


(C)  FOOD  RETAILING 

GROUP  COMPOSITE 


34132.5 


646.9 


-2 


1.9 


2.0 


11.6 


25.0  21 


10 


13 


49673 


1.03 


ALBERTSON'S  (11)  3575.8  9 

AMERICAN  STORES  (11)  4909.7  -4 

BRUNO'S  (11)                                     752.3  NA 

CASEY^S  GENERAL  STORES  (8)  _273.3*_  23_ 

DELCHAMPS  (6)                                 273.8  -2 

DOMINICK'S  SUPERMARKETS  (2)             602.9  3 

EAGLE  FOOD  CENTERS  (11)                    260.8  -8 

FOOD  LION  2276.7  12 


154.3 
64.1 
6.0 

5.5 


0 

-47 
NA 
-19 

137 
674 
NM 
__11 

-23 
-61 
-10 
6 


4.3 
1.3 
0.8 
2.0 


4.7 
2.4 
NA 
3.1 


16.1 
7.0 
NM 
8.9 


22.0 
11.3 
NM 
11.7 


17  13 

23  11 

NM  4 

20  21 


17 
6 
-11 
20 


8147 
6548 
288 
525 


1  96 
1.97 
-1.71 
1.01 


0  80 

A  DP  CCjMP 


2.7 
5.2 
0.5 
45JS 

17.8 
17.7 
23.1 
15.6 


1.0 

0.9 
0.2 
2.0 


0.4 
0.1 
NM 
2.0 


6.6 
NA 
NA 
11.9 


5.1 
NA 
12.4 
17.3 


30  1 

NA  NA 

17  -15 

15  7 


-18 
NA 
NA 
11 


170 
470 
54 
3079 


N 

0  29 
0  45 


BUI  HW 


GENERAL  NUTRITION  (11)  316.3  19 

GIANT  FOOD  (10)  1213.9  -4 

GREAT  ATLANTIC  &  PACIFIC  TEA  (10)  2347  7  1 

HANNAFORD  BROTHERS  759.9  10 


5.6 
1.5 
1.0 
2.\_ 

1.5 
NM 
2.8 
2.0 


8.7 
3.5 
1.1 

2.1 


1.0 
NA 
6.8 
10.1 

21.4 
NM 
14.7 
10.3 


1.6 
9.9 
8.4 
13.4 


NM 


12 
18 


185 


-9 
14 


NA 
-1 
14 
11 


1692 
1953 
903 
1348 


0.05 
1.43 
1.91 
_1_.80 

Y  40 
3.81 
1.79  fet 

_1_.03 

2.02  EMI 
0.20 
1  50 


KROGER 

PENN  TRAFFIC  (11) 
QUALITY  FOOD  CENTERS 
RUDDICK  (3) 


6139.4 
814.9* 
233.2 
563.9 


6 
-14 
32 


92.3 
-6.3 
6.4 
11.2 


21 
NM 
37 
18 


1.3 
NM 
2.7 
1.8 


NM 
NM 
8.7 
13.2 

41.0 
NM 
17.2 


19  NA 

NM  NA 

23  -7 

_16  8 

22  43 
17  NA 

23  9 


24 
NA 
7 


6550 
73 
593 
745 


SAFEWAY 
SOUTHLAND 
WINN-DIXIE  STORES  (6) 


4077.8 
1626.0* 
3114.0 


122.5 
5.5 
57.3 


27 
1 

-9 


3.0 
0.3 
1.8 


2.5 
0.3 

2.1 


18.8 
13.2 
17.4 


45 
NA 
7 


10046 
1422 
5067 


11  FUEL 


HEALTH- 

DP  COMf 


INDUSTRY  COMPOSITE 


116879.3 


8  7673.1 


20 


6.6 


5.9 


12.1 


17.5 


16 


10  433502 


3.43 


'"  PU.YENTE 
LTH  CASE  ■ 

mm 
6.43  Bim 


(A)  COAL,  OIL  &  GAS 

GROUP  COMPOSITE 


109442.8 


7002.5 


16 


6.4 


5.9 

3.0 
10.0 

NM 
_14.9_ 

6.9 
2.7 
6.8 
3.9 


12.1 


17.7  15 


10  374890 


3.61 


AMERADA  HESS 
AMOCO 
ASHLANO  (3) 
BURLINGTON  RESOURCES 


24  lh  ] 
8071.0 
2999.0 
384.0 


1  ] 
5 
51 


4.6 
674.0 
7.0 
_1J.0_.0_ 
831.0 
101.2 
2175.0 
39.2 


-93 
-7 
NM 


0.2 
8.4 
0.2 
28.6 


12.4 
12.3 
7.6 
11.1 


17.7 
16.9 
8.3 
14.0 

17.5 
16.5 
17.9 
12.4 


8  -1 

15  3 

19  3 

_16  -4 

15  1 

10  9 

17  5 

13  2 


74 
21 

-22 
5 

5 
38 

7 
38 


4537 
40212 
2860 
5184 


BOH/CMS 
MfOJ 
REl 
101 


5.58 
2.30 
_2J6_0 

4.32 

4.71 
3.13 
4.94  n 

4~94»™ 
1.99 
7.61 
_3.03_  [[( 

1.90 
1.87 
3.77 
3.17 


CHEVRON 
COASTAL 
EXXON 
FINA 


9480.0 
3205.8 
30041.0* 
1114.1 


15 


35 
23 
15 
3 


3.2 
7.2 
3.5 


13.1 
9.9 

12.8 
8.9 


42206 
4798 
132841 
2021 


KERR-McGEE                                      468.0         3  70.2  47  15.0  10.5  13.1  17.7  12  -1  16  2795 

MITCHELL  ENERGY  &  DEVELOPMENT  ( 1 1  )t     381.0       55  40.3  NM  10.6  NM  10.1  18.6  10  -5  12  1017 

MOBIL                                         16186.0*** -13  826.0  12  5.1  3.9  12.3  16.0  17  2  12  49841 

MURPHY  OIL                                       508.3**     22  30.6  51  6.0  4.9  10.3  12.9  15  -3  18  1974 


OCCIDENTAL  PETROLEUM 
ORYX  ENERGY 
PENNZOIL 

PHILLIPS  PETROLEUM 


2761.0 
335.0* 
649.0* 

3944.0 

323.0 
2744.0* 
12029.0* 
2410.3 


9 
36 
1  i 
10 

16 
1 1 
17 
19 


179.0 
66.0 
57.6 

2_2_7_0_ 

6.9 
18.0 
980.0 
3.6 


9 

106 
265 
-67 

20 
NM 
154 

-85 


6.5 
19.7 

8.9 

A8_ 
2.1 
0.7 
8.1 

0.1 


6.5 
13.0 

2.7 
_19.3_ 

2.0 
NM 
3.8 
1.2 


8.1 
18.7 

9.1 
11.2 


16.3 
NM 
17.0 
19.6 

5.0 
-41.2 
25.6 
11.8 


12  -2 

9  NA 

12  -6 

12  8 

34  3 

NM  -23 

11  2 

29  26 


24 
67 
33 
54 

-19 
NA 
4 
16 


7325 
1850 
2206 
_10137_ 

530 
1797 
27326 
3767 


M£d:ca 


!)-.:  . 

lit,".) 


QUAKER  STATE 
SUN 
TEXACO 
TOSCO 


4.5 
NM 
17.4 
8.0 


0.45 
-3.87 
9.82 
0.98 


m 

bin 


UNION  PACIFIC  RESOURCES  GROUP  531.7       36        117.2  98         22.0       15.2  15.5        23.3       17       NA        NA  6498  1.52 

UNION  TEXAS  PETROLEUM  HOLDINGS        282.0**      9         64.0         33        22.7       18.6         12.3       28.8        9        3        -1  1500  1.95 

UNOCAL  1456.0***  21        188.0         44         12.9       10.9  11.8       21.6       19        -2         26  9400 


_2_.02_  lUNCKRiK 


USX-MARATHON  GROUP 
VALERO  ENERGY 
VASTAR  RESOURCES 


4082.0* 

1537.1 

1104.5 


13 
38 
46 


1  (  )r,  I J 

15.4 
62.9 


-50 
-23 
13 


2  6 
1.0 
l.  / 


6.0 
1.8 
7.3 


10.5 
5.9 
NM 


16.9 
5.3 
77.5 


14  NA 
27  9 
13  NA 


NA 
-13 
NA 


7691 
1524 
3052 


1.95 
1.30 
2.34 


it 


(B)  PETROLEUM  SERVICES 


GROUP  COMPOSITE 

7436.5 

23 

670.6 

76 

9.0 

6.3 

12.8 

15.5 

25 

11 

9 

58612 

2.26 

BAKER  HUGHES  (3) 

8  33  2 

12 

58.0 

40 

7.0 

5.6 

9.2 

12.2 

24 

1 

1 

5190 

1.46 

DIAMOND  OFFSHORE  DRILLING 

204.7 

92 

56.2 

200 

27.5 

17.5 

13.1 

15.4 

25 

NA 

NA 

4622 

2.70 

GLOBAL  MARINE 

210.3 

/] 

78.8 

429 

37.5 

12.1 

NM 

53.1 

15 

46 

97 

3579 

1.41 

HALLIBURTON 

1897.5** 

11 

83.0 

82 

4.4 

2.7 

14.9 

15.4 

26 

-1 

61 

8630 

2.67 

NABORS  INDUSTRIES  (3) 

238.7 

46 

21.4 

27 

9.0 

10.3 

11.8 

15.5 

23 

26 

-3 

1713 

0.83 

NOBLE  AFFILIATES 

322.5** 

89 

38.4 

69 

11.9 

13.3 

7.6 

13.8 

18 

18 

-6 

1903 

1.84 

SCHLUMBERGER 

2402.1 

18 

259.9 

52 

10.8 

8.4 

NM 

16.2 

28 

7 

0 

26564 

3.83 

SMITH  INTERNATIONAL 

357.5 

50 

21.1 

63 

5.9 

5.4 

15.5 

19.7 

25 

24 

NA 

1787 

1.83 

WEATHERFORD  ENTERRA 

267.1 

22 

23.0 

70 

8.6 

6.2 

8.2 

9.5 

18 

54 

21 

1427 

1.53 

WESTERN  ATLAS 

7U3  ii 

2fi 

30.8 

36 

4.4 

4.1 

8.0 

8.8 

24 

11 

10 

3195 

2.45 

12  HEALTH  CARE 

INDUSTRY  COMPOSITE 

68643.3 

15 

6670.5 

5 

9.7 

10.7 

18.2 

24.4 

26 

11 

11 

636019 

2.24 

(A)  DRUG  DISTRIBUTION 

GROUP  COMPOSITE 

21990.6 

30 

403.9 

6 

1.8 

2.3 

10.3 

12.6 

29 

5 

6 

33837 

1.47 

ARBOR  ORUGS  (5) 

250.3 

17 

10.7 

23 

4.3 

4.1 

13.8 

14.8 

23 

11 

15 

728 

0.80 

BERGEN  BRUNSWIG  (3) 

2890.5** 

18 

20.5 

1 

0.7 

0.8 

9.3 

12.5 

16 

6 

7 

1208 

1.89 

BINDLEY  WESTERN  INDUSTRIES 

1634.7 

37 

5.5 

20 

0.3 

0.4 

8.2 

8.5 

13 

17 

3 

226 

1.57 

CARDINAL  HEALTH  (6) 

2825.5 

20 

36.2 

-25 

i 

2.0 

9.6 

10.1 

46 

NA 

NA 

5474 

1.18 

CVS 

1515.0 

20 

58.4 

44 

3.9 

3.2 

17.5 

19.6 

22 

-9 

-1 

5237 

2.28 

OUSlSy; 
IB 


:u 
u 
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RPORATE  SCOREBOARD 


PANY  SALES  PROFITS  RETURN 


MARGINS  5-YEAR  GROWTH  \)ALUE 


1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

MONTHS' 

QUARTER 

TROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

EARNINGS 

1997 

1996 

1997 

1996 

1997 

1996 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-18 

PER 

$  MIL 

% 

$  MIL 

% 

% 

% 

% 

% 

4-18 

% 

% 

$  MIL 

SHARE 

5  DRUG  STORES  (11) 

814.5 

12 

21.7 

87 

2.7 

1.6 

9.9 

10.6 

16 

5 

0 

945 

1.49 

SSON  (9) 

3998.6" 

55 

36.8 

3 

0.9 

1.4 

0.8 

0.5 

NM 

19 

12 

2809 

0.09 

-MOR  (6) 

264.0 

5 

0.0 

-97 

0.0 

0.6 

NM 

-6.0 

NM 

NA 

NA 

60 

-0.44 

J  D. S.  (7) 

1537.7 

24 

1 1.4 

-54 

0.7 

2.0 

5.5 

8.1 

39 

NA 

NA 

2927 

1.09 

WD  (10) 

2657.2 

86 

55.2 

-3 

2.1 

4.0 

NA 

13.8 

25 

6 

2 

3609 

1.74 

REEN  (4) 

3602.6 

13 

147.4 

16 

4.1 

4.0 

17.3 

18.4 

27 

14 

14 

10615 

1.62 

If U la 9  <£x  IftStMnLrl 

JP  COMPOSITE 

24005. 1 

9 

4332.8 

12 

18.1 

17.5 

23.4 

31.1 

25 

1 1 

1  o 

GAN 

256.2 

-1 

17.8 

-23 

6.9 

9.0 

8.6 

9.6 

26 

11 

-9 

1851 

1.09 

ICAN  HOME  PRODUCTS 

3603  0 

_1 

576.7 

18 

1 6.0 

13.4 

1  /  1 

28.3 

20 

16 

8 

39199 

3.09 

N 

575.5 

13 

180.3 

26 

31.3 

28.3 

33.9 

35.5 

22 

26 

37 

15232 

2.57 

OL-MYERS  SQUIBB 

4045.0 

10 

810.0 

12 

20.0 

19.8 

38.3 

44.7 

/'I 

1 

7 

60542 

2.93 

IN 

330.3  ' ' 

8 

15.3 

20 

4.6 

4.2 

6.7 

7.5 

54 

9 

NA 

3136 

0.34 

YTECH 

240.9** 

6 

31.6 

-17 

13.1 

16.8 

5.7 

6.0 

64 

15 

36 

7043 

0.90 

(ELI) 

1953.0 

10 

432.6 

11 

22.2 

21.8 

20.1 

25.6 

30 

4 

10 

46990 

2.86 

Kt 

5567.9 

23 

1020.3 

18 

18.3 

19.1 

25.4 

33.7 

26 

23 

11 

104522 

3.34 

r 

3002.0 

12 

60*2  0 

16 

20.1 

19.3 

26.9 

29.0 

28 

6 

23 

56921 

3.11 

E-POULENC  RORER 

1085.8 

-15 

66.8 

-21 

6.2 

6.7 

10.6 

16.6 

23 

20 

2 

9409 

3.02 

RING-PLOUGH 

1568.1 

13 

375.3 

15 

23.9 

23.6 

53.1 

61.2 

22 

6 

17 

27534 

3.44 

ER-LAMBERT 

1777.4 

-3 

204.1 

-18 

11.5 

13.6 

20.0 

28.7 

36 

17 

33 

26544 

2.73 

ULIn*VAKL  StKVIvLa 

JP  COMPOSITE 

7907.0 

15 

242.0 

-22 

3.1 

4.5 

4.0 

3.7 

72 

24 

8 

30046 

0.33 

)i<j  ruTC&DDicrc 
<L1  ENTERPRISES 

816.7 

1 

18.5 

35 

2.3 

1.7 

4.7 

6.6 

24 

12 

32 

1349 

0.58 

n  LAKE  &  RETIREMENT 

213.9 

14 

16.3 

1 7 

7.6 

7.4 

10.6 

15.7 

23 

9 

27 

1318 

1.30 

rH  MANAGEMENT  ASSOCIATES  (3) 

237.8 

29 

31.9 

28 

13.4 

13.5 

18.9 

21.9 

30 

38 

37 

2808 

0.87 

rHSOUTH 

691.6 

13 

64.6 

63 

9.3 

6.5 

11.7 

16.3 

26 

42 

30 

6098 

0.74 

ON/CMS  HEALTHCARE  (7) 

443.7** 

1 

-2.5 

NM 

NM 

3.6 

3.3 

2.0 

62 

110 

0 

807 

0.25 

RATED  HEALTH  SERVICES 

461.1** 

41 

18.4 

34 

4.0 

4.2 

5.1 

9.8 

14 

45 

21 

706 

2.13 

R  CARE  (7) 

354.2 

6 

61.4 

194 

17.3 

6.3 

9.9 

16.8 

13 

25 

12 

1466 

1.77 

OR 

250.7 

54 

12.3 

60 

4.9 

4.7 

7.2 

9.1 

40 

158 

58 

1432 

0.66 

T  DIAGNOSTICS 

388.1 

-3 

4.0 

NM 

1.0 

NM 

NM 

NM 

NM 

NA 

NA 

461 

-21.53 

UM  HEALTH  GROUP  (6) 

377.1 

32 

24.1 

21 

6.4 

7.0 

9.8 

15.9 

20 

83 

133 

1549 

1.58 

r  HEALTHCARE  (7) 

2236.9 

13 

-65.9 

NM 

NM 

5.0 

4.4 

4.6 

46 

7 

5 

7820 

0.56 

D  WISCONSIN  SERVICES 

414.3** 

47 

3.4 

NM 

0.8 

0. 1 

6.4 

6.3 

29 

31 

-19 

356 

0.99 

:rsal  health  services 

340.2** 

28 

21.5 

39 

6.3 

5.8 

9.7 

12.5 

21 

18 

19 

1180 

1.76 

OR 

680.7 

9 

34.0 

23 

5.0 

4.4 

5.2 

6.8 

52 

52 

-1 

2695 

0.75 

icnir  a i  DDAni  i/»tc 
ituiCAL  rnuuut  1 9 

JP  COMPOSITE 

14740.6 

7 

1691.7 

_7 

11.5 

13.2 

20.1 

24.6 

26 

g 

12 

173213 

2.04 

TT  LABORATORIES 

2999.8 

12 

534.8 

1 1 

17.8 

18.0 

33.9 

40.2 

23 

9 

13 

44918 

2.49 

(C.  R.) 

300.7 

4 

26.1 

-4 

8.7 

9.4 

11.8 

15.2 

20 

1 1 

7 

1852 

1.60 

cut  o  i  niiD 
LH  &  LOMB 

451.2 

-4 

3.3 

-85 

0.7 

4.8 

7.7 

7.2 

34 

1 

-9 

2124 

1.14 

ER  INTERNATIONAL 

1443.0 

11 

-203.0 

NM 

NM 

10.6 

6.8 

9.3 

54 

-6 

-3 

12600 

0.86 

3N,  DICKINSON  (3) 

699.2 

-1 

82.7 

11 

11.8 

10.6 

18.0 

23.5 

19 

-2 

12 

5426 

2.31 

INT 

265.5 

5 

43.2 

52 

16.3 

11.3 

13.5 

18.0 

56 

-20 

NA 

4532 

1.12 

SON  &  JOHNSON 

5715.0 

7 

909.0 

15 

15.9 

14.8 

24.9 

27,7 

25 

16 

15 

74286 

2.26 

INCKRODT  (6) 

578.1 

1 

53.6 

18 

9.3 

8.0 

12.1 

15.8 

15 

NA 

12 

2866 

2.66 

RONIC  (8) 

598.7 

13 

128.7 

21 

21.5 

20.1 

24.9 

25.1 

30 

21 

26 

15341 

2.14 

IS  &  MINOR 

749.6 

-3 

5.0 

229 

0.7 

0.2 

6.4 

8.8 

37 

4 

-13 

423 

0.36 

IDE  MEDICAL 

229.7 

15 

27.8 

-28 

12.1 

19.3 

8.1 

9.6 

31 

19 

1 

2471 

1.00 

KER 

239.5 

10 

30.0 

20 

12.5 

11.5 

15.0 

20.6 

26 

24 

24 

2879 

1.13 

ON  INTERNATIONAL  (3) 

185.9 

9 

20.8 

97 

11.2 

6.2 

11.1 

23.6 

20 

35 

41 

1359 

1.48 

SURGICAL 

284.6 

7 

29.7 

42 

10.4 

7.9 

9.7 

9.1 

21 

22 

-14 

2136 

1.59 

HOUSING  &  REAL  ESTATE 


STRY  COMPOSITE 

11760.2 

7 

468.1 

137 

4.0 

1.8 

11.9 

18.2 

18 

9 

28 

39139 

1.77 

IUILDING  MATERIALS 

JP  COMPOSITE 

8543.9 

6 

343.6 

327 

4.0 

1.0 

13.0 

21.9 

18 

5 

29 

31677 

2.01 

ICAN  STANDARD 

1361.0 

0 

34.0 

NM 

2.5 

NM 

14.3 

NM 

19 

NA 

NA 

3654 

2.48 

IGE 

244.0 

20 

-34.1 

NM 

NM 

NM 

11.5 

13.1 

12 

7 

161 

1689 

2.08 

EK 

219.6 

-1 

3.7 

54 

1.7 

1.1 

10.9 

19.6 

9 

-3 

NA 

209 

2.28 

IS  CORNING 

875.0 

3 

42.0 

8 

4.8 

4.6 

NM 

NM 

NM 

NA 

NA 

2025 

-5.53 

NDUSTRIES 

1776.6 

2 

166.0 

-4 

9.3 

9.9 

20.9 

30.1 

13 

-1 

35 

9710 

3.97 

(7) 

297.2 

16 

7.5 

-7 

2.5 

3.2 

8.6 

15.7 

16 

17 

11 

1218 

0.96 

WIN-WILLIAMS 

1069.8 

25 

23.1 

18 

2.2 

2.3 

16.6 

16.6 

20 

10 

13 

4725 

1.35 

MSEH  PRODUCTS 

479.6 

-3 

31.5 

2 

6.6 

6.2 

12.2 

11.9 

11 

7 

25 

1220 

5.17 

S  INDUSTRIES  (7) 

216.6** 

-9 

10.1 

-37 

4.7 

6.7 

14.2 

16.6 

8 

8 

69 

578 

3.24 

673.0 

12 

15.0 

NM 

2.2 

NM 

7.2 

NM 

37 

NA 

NA 

1555 

0.93 

PAR  (2) 

189.3 

15 

7.9 

27 

4.2 

3.8 

20.4 

22.4 

22 

10 

14 

1273 

1.30 

AN  MATERIALS 

341.4 

11 

21.9 

9 

6.4 

6.5 

18.6 

22.0 

11 

5 

29 

2132 

5.43 

INTERNATIONAL 

800.8 

10 

14.9 

-38 

1.9 

3.3 

13.6 

17.8 

12 

21 

35 

1690 

3.16 
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CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


RETURN 


MARGINS 


1ST 
QUARTER 
1997 
$  MIL. 


CHANGE 
TROM 
1996 

% 


1ST 
QUARTER 
1997 
$  MIL 


CHANGE 
FROM 
1996 


1ST 
QUARTER 
1997 

% 


1ST 
QUARTER 
1996 

% 


ON 
INVESTED 
CAPITAL 

% 


ON 
COMMON 
EQUITY 

% 


P-E 
4  18 


5-YEAR  GROWTH 

MARKET 
VALUE 

12 

EARNINGS 

SHARES 

MONTHS' 

COMMON  PER 

OUTSTANDING 

earning: 

EQUITY  SHARE 

4-18 

PER 

%  % 

$  MIL. 

SHARE 

(B)  CONSTRUCTION  &  REAL  ESTATE 


GROUP  COMPOSITE 

3216.4 

8 

124.6 

6 

3.9 

3.9 

9.0 

11.7 

15 

19 

29 

7462 

1.26 

CHAMPION  ENTERPRISES 

378.9 

11 

13.8 

1 

3.7 

4.0 

23.6 

23.7 

14 

49 

59 

692 

1.03 

CLAYTON  HOMES  (6) 

226.6 

7 

26.3 

10 

11.6 

11.3 

17.1 

16.8 

15 

26 

23 

1733 

0.97 

FLEETWOOD  ENTERPRISES  (8) 

628.0 

0 

13.8 

8 

2.2 

2.4 

11.9 

19.1 

13 

9 

20 

929 

1.99 

KAUFMAN  &  BROAD  HOME  (1) 

346.4 

15 

4.4 

9 

1.3 

1.4 

NM 

-18.8 

NM 

6 

NA 

519 

-1.53 

LENNAR  (1) 

272.2** 

20 

19.4 

13 

7.1 

7.6 

8.2 

13.0 

11 

20 

28 

957 

2.50 

M.D.C.  HOLDINGS 

193.8** 

-3 

3.6 

-17 

1.9 

2.2 

NA 

9.4 

8 

6 

47 

158 

1.06 

OAKWOOD  HOMES  (3) 

220.3** 

0 

17.7 

10 

8.0 

7.3 

14.5 

16.6 

13 

36 

29 

879 

1.53 

PULTE 

431.7** 

0 

1.2 

-76 

0.3 

1.2 

NA 

7.2 

12 

18 

2 

678 

2  38 

TOLL  BROTHERS  (2) 

202.5** 

4  3 

14.1 

71 

7.0 

5.8 

11.7 

18.2 

11 

22 

59 

638 

1.73 

U.S.  HOME 

316.0** 

16 

10.1 

9 

3.2 

3.4 

10.0 

12.1 

6 

47 

-14 

279 

3.78 

14  LEISURE  TIME  INDUSTRIES 

INDUSTRY  COMPOSITE 

24360.1 

12 

1 182.9 

16 

4.9 

4.7 

9.3 

13.0 

25 

15 

13 

175938 

1.64 

(A)  EATING  PLACES 

GROUP  COMPOSITE 

5126.2 

9 

396.5 

3 

7.7 

8.2 

1 1.4 

16.2 

21 

14 

13 

401 18 

1.63 

BOB  EVANS  FARMS  (8) 

199.2 

2 

7.8 

3 

3.9 

3.9 

4.8 

4.9 

28 

12 

1 

569 

0.49 

BRINKER  INTERNATIONAL  (6) 

345.5 

22 

13.3 

-4 

3  ri 

4.9 

8.4 

9.4 

15 

24 

8 

883 

0.76 

CRACKER  BARREL  OLD  COUNTRY  STORE  (5)  267.9 

22 

16.0 

28 

6.0 

5.7 

10.2 

11.4 

23 

27 

20 

1613 

1.13 

DARDEN  RESTAURANTS  (7) 

8i  ii )  8 

1 

15.7 

Sh 

2.0 

4.5 

4.6 

5.0 

20 

NA 

NA 

1 166 

0.38 

HOST  MARRIOTT  SERVICES 

263.1 

1 

-4.3 

NM 

NM 

NM 

12.3 

NM 

21 

NA 

NA 

306 

0.42 

MCDONALD'S 

2617.6 

8 

344.5 

14 

13.2 

12.4 

12.4 

18.6 

22 

12 

14 

34470 

2.28 

OUTBACK  STEAKHOUSE 

271.0 

25 

17.2 

2 

6.3 

7.8 

23.1 

21.0 

13 

58 

48 

888 

1.47 

SHONEY'S  (2) 

361.1 

21 

-13.8 

NM 

NM 

0.5 

7.2 

NM 

17 

NA 

-17 

224 

0.28 

(B)  ENTERTAINMENT 



GROUP  COMPOSITE 

5824.4 

26 

319.1 

NM 

5.5 

NM 

8.0 

10.6 

29 

NA 

NA 

52026 

2.58 

DISNEY  (WALT)  (3) 

5481.0 

21 

333.0 

NM 

6.1 

NM 

8.9 

10.9 

29 

27 

14 

51806 

2.66 

TRUMP  HOTELS  &  CASINO  RESORTS 

343.4 

314 

-13.9 

NM 

NM 

NM 

NM 

-2.3 

70 

NA 

NA 

220 

0.13 

(C)  HOTEL  &  MOTEL 

GROUP  COMPOSITE 

5400.6 

16 

232.3 

2 

4.3 

4.9 

5.6 

9.8 

27 

27 

17 

24635 

0.92 

AZTAR 

189.8 

5 

2.7 

248 

1.4 

0.4 

NM 

5.0 

NM 

5 

41 

298 

0.05 

CIRCUS  CIRCUS  ENTERPRISES  (ll)t 

304.6** 

-6 

15.1 

-58 

5.0 

11.0 

6.1 

8.4 

25 

40 

-3 

2508 

0.99 

HARRAH'S  ENTERTAINMENT 

374.1 

-2 

17.1 

-46 

4.6 

8.2 

7.9 

11.8 

20 

13 

18 

1673 

0.82 

HILTON  HOTELS 

1303.0 

36 

68.0 

84 

5.2 

3.9 

4.0 

5.9 

30 

21 

14 

6412 

0.87 

HOST  MARRIOTT 

263.1** 

1 

-4.3 

NM 

NM 

NM 

0.1 

-0.5 

NM 

16 

NA 

3308 

-0.13 

MARRIOTT  INTERNATIONAL 

2604.0 

20 

77.0 

22 

3.0 

2.9 

14.8 

25.4 

23 

23 

19 

6736 

2.35 

MIRAGE  RESORTS 

362.0** 

-3 

56.7 

-12 

15.7 

17.3 

11.6 

15.4 

20 

32 

30 

3700 

1.03 

(D)  OTHER  LEISURE 

GROUP  COMPOSITE 

8008.9 

2 

235.1 

-47 

2.9 

5.6 

12.7 

15.0 

25 

6 

12 

59158 

1.67 

AMERICAN  GREETINGS  (10) 

608.6 

12 

53.3 

18 

8.8 

8.3 

11.6 

12.7 

14 

13 

6 

2322 

2.23 

BRUNSWICK 

841.6 

14 

52.7 

14 

6.3 

6.3 

11.9 

16.0 

14 

5 

47 

2757 

1.94 

CARNIVAL  (1) 

521.1 

16 

85.4 

1  1 

16.4 

17.2 

15.3 

19.0 

19 

20 

16 

10867 

1.97 

EASTMAN  KODAK 

3133.0 

-8 

149.0 

-46 

4.8 

8.1 

17.5 

18.7 

30 

-5 

82 

26216 

2.63 

HARLEY  DAVIDSON 

427.1** 

15 

40.3 

22 

9.4 

8.9 

16.4 

22.7 

20 

21 

34 

3036 

1.99 

HASBRO 

555.8 

3 

25.7 

5 

4.6 

4.5 

12.4 

12.3 

16 

11 

12 

3238 

1.54 

MATTEL 

693.5 

1 

-204.6 

NM 

NM 

3.0 

8.8 

8.7 

46 

29 

19 

6673 

0.54 

MUSICLAND  STORES 

376.1 

-2 

-21.0 

NM 

NM 

NM 

NM 

NM 

NM 

-38 

NA 

39 

-5.21 

POLAROID 

457.5 

1 

15.8 

MM 

3.5 

NM 

10.5 

14.4 

22 

-3 

-45 

1989 

2.00 

ROYAL  CARIBBEAN  CRUISES 

394.6 

24 

38.5 

17 

9.8 

10.3 

9.9 

14.3 

13 

22 

18 

2022 

2.43 

15  MANUFACTURING 

INDUSTRY  COMPOSITE 

42124.2 

8 

2469.6 

8 

5.9 

5.9 

15.5 

20.3 

18 

8 

25 

190752 

2.60 

(A)  GENERAL  MANUFACTURING 

GROUP  COMPOSITE 

15768.6 

11 

1034.5 

10 

6.6 

6.6 

17.1 

21.5 

21 

5 

10 

92538 

2.39 

AEP  INDUSTRIES  (2) 

192.9 

252 

4.1 

27 

2.1 

5.9 

3.9 

3.7 

NM 

5 

15 

339 

0.40 

AEROQUIP-VICKERS 

538.4 

5 

5.7 

-77 

1.1 

4.8 

14.5 

19.1 

12 

4 

82 

980 

2  88 

AVERY  DENNISON 

828.9 

4 

48.2 

21 

5.8 

5.0 

16.7 

22.1 

21 

0 

27 

3847 

1.77 

CARLISLE 

287.8 

28 

13.4 

26 

4.7 

4.7 

12.8 

19.0 

15 

10 

43 

865 

1.88 

CORNING 

945.4** 

12 

92.0 

47 

9.7 

7.4 

17.0 

38.6 

29 

-8 

-2 

10635 

1.63 

FEDERAL  SIGNAL 

224.5 

7 

13.6 

15 

6.1 

5.6 

22.5 

23.4 

18 

11 

15 

1144 

1.40 

FOAMEX  INTERNATIONAL 

229.1 

5 

8.1 

40 

3.6 

2.6 

NA 

NM 

10 

NA 

NA 

344 

1.35 

HARSCOt 

390.7 

7 

30.1 

-3 

7.7 

8.5 

14.4 

17.3 

15 

8 

8 

1786 

2.38 

HILLENBRAND  INDUSTRIES  (1) 

446.0 

3 

39.0 

17 

8.7 

7.7 

15.8 

18.5 

21 

10 

5 

3018 

2.10 

ILLINOIS  TOOL  WORKS 

1229.8 

8 

123.3 

25 

10.0 

8.7 

16.2 

20.8 

21 

14 

21 

10917 

4.11 

JOHNSON  CONTROLS  (3) 

2743.6 

22 

-1.6 

i;m 

NM 

1.6 

12.8 

13.2 

17 

6 

19 

3194 

2.32 

MARK  IV  INDUSTRIES  (10) 

519.2 

14 

23.5 

30 

4.5 

4.0 

NA 

6.7 

45 

29 

12 

1473 

0.52 

MINNESOTA  MINING  &  MFG. 

3714.0 

7 

410.0 

13 

11.0 

10.4 

22.2 

24.9 

22 

0 

6 

34702 

3.75 

NEWELL 

629.4 

2 

37.8 

14 

6.0 

5.4 

13.4 

17.5 

21 

18 

12 

5521 

1.65 

PARKER  HANNIFIN  (6) 

1047.1 

12 

78.0 

13 

7.4 

7.4 

14.4 

16.6 

14 

8 

34 

3553 

3.31 

POLARIS  INDUSTRIES 

224.6 

-19 

12.0 

-10 

5.4 

4.8 

33.5 

39.3 

11 

NA 

14 

682 

2.20 
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www.chryslercorp.com/ 

American  Institute 

Cisco  Systems 

chitects 

www.cisco.com 

aia.org 

The  CIT  Group 

lean  Century 

www.citgroup.com 

americancentury.com 

CNF  Transportation  Inc. 

■   rj          /  "  ■  

Kan  rower  Conversion 

„  r  

www.cnt.com 

apcc.com 

Compaq 

www.compaq.com 

amp.com 

Computer  Associates 

rsen  Consulting 

www.cai.com 

ac.com 

Consolidated  Freightways 

e  Computer 

www.cfwy.com 

 i  

.ipplc.com 

Continental  Airlines 

n*  Andersen 

www.flycontinental.com 

ArtlmrAndersen.com 

Dana  Commercial  Credit 

Computer 

www.dana.com/dcc 

ast.com 

Delta  Air  Lines 

T 
1 

www.delta-air.com 

att.com 

Digital  PC 

Insurance  &  Investment 

www.windows.digital.com 

axa.com 

Diners  Club  International 

rian  Ministry  for  Economic 

www.dinersclub.com 

EMC 

bayern.de 

www.emc.com 

r 

Ericsson 

bayer.com 

www.ericsson  .se/ systems/ gsm 

\tlantic 

Fidelity  Investments 

bell-atl.com 

www.fid-inv.com 

«h  Telecom 

Flexilnternational  Software 

btglobal.com 

www.flexi.com 

Uac 

Ford 

cadillac.com 

www.ford.com/ 

er  System 

France  Telecom 

calibersys.com 

www.francetelecom.com 

n 

Fujitsu 

canon.com 

www.fujitsu.com 

Fujitsu  PC  Corporation 

Mercedes-Benz 

Roberts  Express,  Inc. 

www.fujitsu-pc.com 

www.usa.mercedes-benz.com 

www.roberts.com 

GE  Information  Services 

Merrill  Lynch 

Royal  Insurance 

www.geis.com 

www.ml.com/ 

www.  royal-usa.com 

General  Motors 

Microsoft 

RPS,  Inc. 

www.gm.com 

www.microsoft.com/ 

www.shiprps.com 

Hewlett-Packard 

Mississippi  Power 

SAP 

www.hp.com 

www.mspower.com/ecodev 

www.sap.com 

Hilton  Hotels  &  Resorts 

MITA 

SAS  Institute 

www.hilton.com 

www.mita.com 

www.sas.com/ 

Hitachi 

NCR 

Charles  Schwab 

www.hitachi.com 

www.ncr.com 

www.schwab.com 

Honda 

Netcom  On-Line  Communication 

Sharp 

www.honda.com 

Services 

www.sharp-usa.com/ 

Hyatt  Hotels  Corporation 

www.netcom.com 

Siemens 

www.hyatt.com 

Norfolk  Southern 

www.siemens.com 

Hyperion  Software 

www.nscorp.com 

Silicon  Graphics 

www.hysoft.com 

Northrop  Grumman 

www.sgi.com 

IBM 

www.northgrum.com 

SkyTel 

www.ibm.com 

Novartis 

www.skytel.com 

Imation 

www.novartis.com 

Sprint 

www.imation.com 

Novell 

www.sprint.com 

Informix 

www.novell.com 

Sun  Microsystems 

www.informix.com 

Northwest  Airlines 

www.sun.com 

Intel 

www.nwa.com 

Sybase 

www.intel.com/ 

Okidata 

www.sybase.com 

International  Institute  for 

www.okidata.com 

Symantec 

Management  Development 

Open  Market 

www.symantec.com 

www.imd.ch/ 

www.openmarket.com 

Texas  Instruments 

ITT  Hartford 

OPEL 

www.ti.com 

www.itthartford.com 

www.opel.com 

Toshiba  America 

JBA  International 

Oracle  Corporation 

Information  Systems 

www.jbaintl.com 

www.oracle.com 

computers.toshiba.com 

Kingston  Technology 

Palm  Computing 

Toyota  Motors 

www.kingston.com/ 

A  division  of  U.S.  Robotics 

www.toyota.com 

bw.htm 

www.usr.com/palm 

T.  Rowe  Price 

Kinko's  Corporate 

PeopleSoft 

www.troweprice.com 

www.kinkos.com 

www.peoplesoft.com 

Unisys 

Lawson  Software 

Platinum 

www.unisys.com 

www.Lawson.com 

www.platinum.com 

United  Airlines 

Lexus 

The  Principal  Financial  Group 

www.ual.com 

www.lexususa.com 

www.principal.com 

UPS 

Lincoln-Mercury 

Praxair 

www.ups.com 

www.lincolnmercury.com 

www.praxair.com 

U.S.  Robotics 

Lotus 

PSINet 

www.usr.com 

www.lotus.com 

www.psi.net/ 

U.S.  Web 

Lucent  Technologies 

QUALCOMM 

www.usweb.com 

www.lucent.com 

www.qualcomm/com/cdma/ 

UUNet  Technologies 

Lufthansa 

Raytheon 

www.uu.net 

www.lufthansa-usa.com 

www.raytheon.com 

The  Vanguard  Group 

Mail  Boxes  Etc. 

Ricoh  Corporation 

www.vanguard.com 

www.mbe.com 

www.ricoh.com 

Visioneer 

MCI 

Republic  National  Bank 

www.visioneer.com 

www.mci.com 

www.rnb.com 

Zurich-American 

www.zurichamerican.com 

Guess  which  company 
can  take  you  where 
you  want  to  go 

on  the 
Internet? 


Sun Microsystems.  With  15  years  oflnternet  experience,  we  have  the  expertise 


not  to  mention  the  industry's  most  comprehensive  array  of  products  -  to 
help  you  develop,  deploy,  and  manage  an  Internet 
solution  that  meets  your  business  objectives.  For  details,  visit        wfib  \V  J/t/J 
us  at  www  sun  com  THE  NETWORK  IS  THE  COMPUTER™  W  ^ao%L™ 

pmi  Mm  Microsystems.  Inc.  AH  rights  reserved   Sun.  Sun  Microsystems,  the  Syn  l-ngn,  Java,  the  Jaya  Coffee  Cup  1  oiio.  ,md  The  Network  1>  The  Computer 
are  trademarks  or  reiysicred  ir.tderrurks  of  San  \Iili  o>isiciii>.  Im  in  i  he  I  niktl  Mates  jnd  other  countries. 


CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


RETURN 


5-YEAR  GROWTH 


1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTEO 

COMMON 

COMMON 

PER 

1997 

1996 

1997 

1996 

1997 

1996 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

$  MIL 

% 

$  MIL. 

% 

% 

% 

% 

% 

4-18 

% 

% 

RUBBERMAID 

601.7 

13 

34  0 

-18 

5.7 

7.8 

13.6 

14.1 

25 

4 

-8 

SAMSONITE  (11) 

188.0 

11 

2.3 

NM 

1.2 

NM 

-3.1 

-54.4 

NM 

NA 

NA 

SEALED  AIR 

202.9 

9 

19.4 

22 

9.6 

8.5 

26.4 

39.0 

27 

NA 

31 

TELEFLEX 

269.3 

15 

16.7 

12 

6.2 

6.3 

10.7 

14.4 

17 

14 

13 

TUPPERWARE 

315.3 

-4 

24.9 

-14 

7.9 

8.8 

34.1 

55.0 

14 

NA 

NA 

MARKET 
VALUE 
SHARES 
OUTSTANDING 
4-18 
$  MIL 


12 

MONTH 
EARNIN 
PER 
SHAR 


3688 
695 

1940 
996 

2222 


0.9 
-0.7] 
1.7: 
3.2 
2.6 


(B)  MACHINE  &  HAND  TOOLS 

GROUP  COMPOSITE 


3895.4 


199.9 


103 


5.1 


2.5 


10.9 


13.8 


19 


42 


14055 


BLACK  &  DECKER 
CINCINNATI  MILACRON 
DANAHER 
LINCOLN  ELECTRIC 


1015.0 
377.5 
466.4 
280.7 


-5 
7 

14 
1 


26.3 
13.0 
31.5 
21.0 


NM 
3 
17 
27 


2.6 
3.4 
6.8 
7.5 


NM 
3.6 
6.6 
5.9 


10.4 
12.9 
14.0 
18.1 


12.9 
15.1 
16.6 
19.7 


14  13 

11  29 
20  20 

12  11 


21 
41 

53 
37 


3028 
747 

2554 
980 


2.2 
3.1 

~4~5<  (;s' 

2.2^  L 

-i.6i 

1A-  pco 


NACCO  INDUSTRIES 

SNAP-ON 

SPX 

STANLEY  WORKS 


479.7 
392.8* 
236.7 
646.6 


14 

9 
-19 
2 


2.8 
33.9 
34.7 
36.7 


-78 
14 

NM 
24 


0.6 
8.6 
14.7 
5.7 


2.3 
8.2 
0.9 
4.7 


7.8 
13.7 
-6.8 
10.6 


10.7 
16.1 
-22.4 
13.1 


10 
16 
NM 

32 


29 
15 
NA 

-4 


373 
2219 

783 
3371 


(C)  SPECIAL  MACHINERY 


GROUP  COMPOSITE 

19245.8 

8 

1144.5 

-6 

5.9 

6.8 

16.3 

21.9 

15 

10 

60 

77105 

APPLIED  MATERIALS  (2) 

835.8 

-20 

29.6 

-83 

3.5 

16.5 

17.7 

18.8 

19 

51 

86 

8602 

BRIGGS  &  STRATTON  (6) 

476.0 

3 

46.5 

3 

9.8 

9.8 

16.2 

17.0 

16 

12 

23 

1370 

CASE 

1232.0** 

5 

64.0 

-15 

5.2 

6.4 

14.3 

16.4 

12 

NA 

NA 

4008 

CATERPILLAR 

4262.0 

11 

394.0 

33 

9.2 

7.7 

20.8 

35.4 

11 

8 

27 

16013 

COLTEC  INDUSTRIES 

309.2 

10 

21.5 

NM 

7.0 

0.0 

33.7 

NM 

17 

NA 

-6 

1344 

DEERE  (2) 

2396.0** 

3 

176.7 

6 

7.4 

7.2 

17.8 

23.2 

14 

5 

104 

11233 

DOVER 

1088.8 

9 

78.5 

1 

7.2 

7.8 

23.5 

26.2 

16 

13 

27 

6119 

DRESSER  INDUSTRIES  (2) 

1693.5 

17 

52.1 

12 

3.1 

3.2 

13.0 

16.6 

19 

5 

15 

5045 

FMC 

1297.7 

15 

39.9 

-30 

3.1 

5.0 

14  7 

23.5 

12 

29 

8 

2347 

HARNISCHFEGER  INDUSTRIES  (2) 

708.2 

10 

30.9 

33 

4.4 

3.6 

11.2 

17.0 

18 

1 

0 

2171 

INGERSOLL-RAND 

1635.8 

5 

77.8 

4 

4.8 

4.8 

13.5 

17.3 

14 

7 

22 

5077 

LAM  RESEARCH  (6) 

214.9** 

-37 

-44.8 

NM 

NM 

11.3 

1.6 

1.1 

NM 

57 

76 

818 

PENTAIR 

411.1 

12 

19.4 

18 

4.7 

4.5 

10.5 

14.1 

16 

15 

11 

1132 

STEWART  &  STEVENSON  SERVICES  (11) 

390.1 

29 

10.6 

-23 

2.7 

4.6 

4.1 

3.5 

42 

19 

16 

711 

TIMKEN 

640.6 

7 

41.1 

22 

6.4 

5.6 

14.6 

15.5 

12 

-3 

140 

1715 

TYCO  INTERNATIONAL  (6) 

1654.2 

32 

106.7 

34 

6.5 

6.3 

13.5 

16.8 

25 

16 

12 

9399 

3.29 


3.2C 
3.4 


(D)  TEXTILES 


GROUP  COMPOSITE 

3214.4 

10 

90.7 

112 

2.8 

1.5 

9.0 

12.2 

17 

12 

14 

7054 

1.3, 

DEXTER 

272.3 

-2 

12.9 

15 

4.7 

4.0 

11.2 

13.5 

14 

4 

7 

722 

2.1 

FIELDCREST  CANNON 

262.9 

5 

2.0 

NM 

0.8 

NM 

3.8 

-0.3 

NM 

-4 

NA 

154 

-0.0 

GUILFORD  MILLS  (3) 

219.1 

6 

7.5 

27 

3.4 

2.8 

9.5 

12.5 

12 

10 

15 

421 

2.3 

INTERFACE 

257.3 

26 

6.4 

71 

2.5 

1.8 

NA 

10.9 

18 

3 

17 

507 

1.3 

MOHAWK  INDUSTRIES 

412.8 

8 

8.5 

60 

2.1 

1.4 

10.0 

15.7 

15 

73 

1 

763 

1.5 

SHAW  INDUSTRIES 

808.7 

23 

10.7 

NM 

1.3 

NM 

5.6 

9.0 

28 

23 

-1 

1643 

0.4 

SPRINGS  INDUSTRIES 

543.0 

-6 

11.2 

-9 

2.1 

2.1 

10.7 

11.1 

11 

7 

21 

907 

4.2 

UNIFI  (6) 

438.3 

17 

31.5 

52 

7.2 

5.5 

14.1 

19.6 

18 

27 

4 

1938 

1.7 

16  METALS  &  MINING 


INDUSTRY  COMPOSITE 
(A)  ALUMINUM 


19579.7 


869.4 


29 


4.4 


3.7 


8  1 


11.6 


17 


NA 


50612 


GROUP  COMPOSITE 

6718.9 

-1 

232.1 

-24 

3.5 

4.5 

6.9 

9.0 

25 

2 

NA 

19838 

ALUMAX 

701.8 

-13 

26.7 

-72 

3.8 

11.9 

8.9 

10.6 

10 

9 

NA 

1976 

ALUMINUM  CO.  OF  AMERICA 

3223.1 

2 

159.1 

-11 

4.9 

5.7 

9.8 

11.2 

24 

1 

113 

11795 

KAISER  ALUMINUM 

547.4 

3 

2.6 

-74 

0.5 

1.9 

NM 

-10.7 

NM 

-40 

NA 

762 

MAXXAM 

631.6 

3 

0.7 

-88 

0.1 

0.9 

NM 

NM 

23 

NA 

NA 

373 

REYNOLDS  METALS 

1615  0 

-3 

43.0 

153 

2.7 

1.0 

5.0 

3.9 

44 

-1 

-7 

4933 

(B)  STEEL 

GROUP  COMPOSITE 

9552.8 

7 

340.4 

301 

3.6 

1.0 

9.3 

12.9 

13 

12 

NA 

16195 

AK  STEEL  HOLDING 

598.8 

7 

34.5 

-7 

5.8 

6.6 

10.5 

17.1 

7 

NA 

NA 

988 

ARMCO 

441.3 

3 

9.4 

36 

2.1 

1.6 

47.6 

NM 

40 

NA 

NA 

426 

BIRMINGHAM  STEEL  (6) 

257.9 

31 

0.6 

NM 

0.2 

NM 

NM 

3.6 

27 

29 

NA 

444 

CARPENTER  TECHNOLOGY  (6) 

250.9 

8 

15.5 

5 

6.2 

6.3 

11.7 

18.1 

12 

-2 

24 

659 

COMMERCIAL  METALS  (4) 

525.8** 

1 

7.2 

-28 

1.4 

1.9 

10.0 

11.8 

10 

11 

32 

422 

INLAND  STEEL  INDUSTRIES 

1207.3 

2 

31.2 

82 

2.6 

1.5 

8.3 

9.0 

14 

5 

NA 

1009 

LTV 

1071.9 

8 

26.8 

102 

2.5 

1.3 

6.5 

7.1 

12 

NA 

NA 

1411 

LUKENS 

248.1 

-6 

-2.0 

NM 

NM 

NM 

NM 

-11.6 

NM 

-1 

NA 

281 

NATIONAL  STEEL 

757.6 

11 

25.9 

NM 

3.4 

NM 

NM 

13.5 

5 

14 

NA 

352 

NUCOR 

1010.5 

15 

65.0 

24 

6.4 

6.0 

12.6 

16.2 

16 

19 

37 

4115 

OREGON  STEEL  MILLS 

206.7 

1 

7.1 

9 

3.4 

3.2 

4.5 

6.8 

17 

6 

-13 

427 

QUANEX  (2) 

194.9 

29 

3.2 

30 

1.7 

1.7 

7.8 

16.0 

10 

5 

41 

345 

ROUGE  STEEL 

334.2 

4 

9.3 

39 

2.8 

2.1 

6.3 

6.2 

14 

69 

-30 

356 

USX-U.  S.  STEEL  GROUP 

1620.0 

2 

87.0 

89 

5.4 

2.9 

14.7 

18.9 

8 

NA 

NA 

2377 

WALTER  INDUSTRIES  (7) 

340.4 

3 

-2.2 

NM 

NM 

NM 

9.3 

18.9 

13 

NA 

NA 

782 

WORTHINGTON  INDUSTRIES  (7) 

486.6 

26 

21.8 

-9 

4.5 

6.2 

8.4 

12.8 

20 

13 

18 

1800 

1 5; 


1.62 

4.9$ 
0  K 
0  5/ 
_3_.3E 

"2~7C  ten 

1.52 
1.14 
18- 
1.7 

2.97 


1.18  ' 
3.47 
1  06  . 

0  94  : 


RPORATE  SCOREBOARD 


PANY  SALES  PROFITS  RETURN 


MARGINS  5-YEAR  GROWTH  VALUE 


1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

VMLUL 

SHARES 

u 

MONTHS' 

QUARTER 

FROM 

QUARTER 

PROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

EARNINGS 

1997 

1996 

1997 

1996 

1997 

1996 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-18 

PER 

$  MIL 

% 

$  MIL 

% 

% 

% 

% 

% 

4-18 

% 

% 

$  MIL 

SHARE 

THER  METALS 

JP  COMPOSITE 

3308.0 

21 

296.9 

4 

9.0 

10.4 

8.0 

13.4 

17 

13 

25 

14579 

1.96 

JRY  ALUMINUM 

191.5 

6 

1.7 

-81 

0.9 

4.9 

4.2 

5.4 

35 

NA 

NA 

326 

0.46 

10NWEALTH  INDUSTRIES 

272.2 

62 

2.2 

-9 

0.8 

1.4 

NM 

6.3 

13 

NA 

NA 

184 

1.43 

US  AMAX  MINERALS 

888.0 

30 

57.0 

-8 

6.4 

9.1 

NM 

2.3 

41 

21 

-2 

2183 

0.57 

>0RT-McM0RAN  COPPER  &  GOLD 

523.8 

35 

71.8 

99 

13.7 

9.3 

12.1 

66.0 

28 

7 

13 

6089 

1.09 

MET 

209.5 

56 

11.0 

24 

5.2 

6.6 

16.3 

32.1 

7 

4 

NA 

315 

1.77 

LER  INDUSTRIES 

201.4 

12 

15.8 

19 

7.8 

7.4 

17.0 

17.5 

.  11 

16 

43 

645 

3.25 

>S  DODGE 

1021.7 

2 

137.5 

-10 

13.5 

15.2 

13.3 

16.2 

11 

9 

19 

4837 

6.81 

NONBANK  FINANCIAL 

STRY  COMPOSITE 

87628.8 

12 

8779.5 

21 

10.0 

9.2 

11.8 

15.7 

15 

16 

15 

439350 

3.35 

INANCIAL  SERVICES 

JP  COMPOSITE 

49744.5 

16 

4998.9 

in  i 

i  n  a 

19  7 

1  A 

£.\J 

1  R 

3  9K 

BROWN 

233.5** 

-14 

31.2 

-23 

13.3 

15.0 

20.8 

22.5 

10 

23 

20 

1445 

5.83 

HANY 

504.7 

8 

12.9 

-23 

2.6 

3.6 

5.7 

5.8 

19 

15 

23 

1545 

11.31 

ICAN  EXPRESS 

4164.0** 

7 

454  0 

1 5 

10  9 

10  1 

16  6 

23  0 

1 5 

3 

27 

28374 

4  05 

CIATES  FIRST  CAPITAL 

1926.7 

U 

237  8 

24 

12  3 

117 

9  5 

16  6 

18 

22 

N  A 

1 6509 

2  61 

STEARNS  (6) 

1511.3 

17 

165.5 

28 

11.0 

9.9 

23.8 

24.0 

7 

19 

17 

3500 

4.17 

( (H&R)  (8) 

356.5 

17 

-25.3 

NM 

NM 

NM 

1.4 

4.1 

NM 

10 

0 

3290 

0.29 

AL  ONE  FINANCIAL 

411.7 

35 

42.5 

12 

10.3 

12.5 

8.3 

25.4 

15 

NA 

13 

2305 

2.38 

TRYWIDE  CREDIT  INDUSTRIES  (10)  299.3 

-3 

68.3 

19 

22.8 

18.7 

6.2 

15.7 

11 

46 

24 

2825 

2.44 

WITTER,  DISCOVER 

1650.4** 

7 

276.3 

12 

16.7 

15.9 

NA 

19.0 

13 

18 

19 

1 1669 

2.90 

LDSON,  LUFKIN  &  JENRETTE 

978.2 

26 

86.4 

33 

8.8 

8.4 

23.3 

20.4 

8 

NA 

NA 

2199 

4.89 

RDS  (A.G.)UO) 

456.4 

13 

59.4 

21 

13.0 

12.1 

NA 

18.3 

10 

23 

15 

2208 

3.36 

AX 

478.2 

13 

44.7 

21 

9.4 

8.7 

27.0 

43.7 

23 

7 

30 

4201 

1.28 

E  MAE 

6672.2** 

10 

734.4 

g 

1 1.0 

11.1 

NA 

NA 

15 

22 

12 

42042 

2.56 

IAL  HOME  LOAN  MORTGAGE 

3411.0** 

24 

329.0 

9 

9.6 

11.0 

4.5 

NA 

16 

23 

18 

19870 

1.71 

A  GROUP 

220.3 

12 

32.8 

23 

14.9 

13.6 

9.1 

13.1 

15 

21 

28 

1824 

4.33 

AMERICAN  FINANCIAL 

382.9** 

10 

2.9 

-67 

0.7 

2.5 

NA 

14.2 

8 

19 

21 

390 

4.18 

(LIN  RESOURCES  (3) 

521.9** 

33 

101 .4 

35 

19.4 

19. 1 

18.7 

23.5 

19 

32 

26 

6730 

2  89 

Y  TREE  FINANCIAL 

341.7 

51 

91.8 

38 

26.9 

29.3 

24.7 

25.1 

14 

41 

37 

4504 

2.38 

AN  BROTHERS  HOLDINGS  (1) 

925.0** 

13 

144.0 

38 

15.6 

12.7 

44.3 

12.5 

9 

35 

NA 

3403 

3.61 

H  &  MCLENNAN 

1208.7 

13 

164.4 

15 

13.6 

13.4 

21.0 

25.4 

18 

13 

9 

8389 

6.63 

ILL  LYNCH 

7451.0 

24 

465.0 

13 

6.2 

6.8 

NA 

26  4 

1 1 

g 

1 7 

15157 

8  51 

AN  STANLEY  GROUP  (1) 

4076.0 

23 

316.0 

16 

7.8 

8.3 

32.6 

18.6 

9 

16 

10 

9258 

6.46 

WEBBER  GROUP 

1527.7** 

7 

100.8 

0 

6.6 

7.0 

34.9 

20.6 

9 

18 

-12 

2999 

3.59 

OND  JAMES  FINANCIAL  (3) 

250.0** 

40 

38.1 

149 

15.3 

8.6 

40.6 

27.2 

8 

21 

15 

720 

2.93 

E  MAE 

922.1 

I 

1 18.8 

10 

12.9 

1 1 .8 

NA 

53  4 

15 

3 

] } 

6070 

7  76 

WON 

2184.0** 

-13 

173.0 

-44 

7.9 

12.4 

22.5 

17.7 

7 

5 

10 

5657 

7.27 

mB  (CHARLES) 

535.7** 

20 

66.7 

42 

12.5 

10.5 

25.6 

31.1 

23 

33 

33 

5633 

1.41 

:LERS  GROUP 

5928.0 

31 

642.1 

23 

10.8 

11.5 

15.2 

18.8 

14 

29 

22 

31879 

3.69 

D  ASSET  MANAGEMENT 

215.5 

3 

24.1 

23 

11.2 

9.3 

10.2 

18.0 

18 

24 

14 

1797 

1.44 

4SURANCE 

JP  COMPOSITE 

34847.6 

Q 
O 

JO 

Q  Q 

7  ft 

ct  ft 

1  0  ft 

lb 

1  c 

lb 

3.ol 

1707.5 

-1 

90.2 

4 

5.3 

5.0 

17.2 

18.7 

14 

20 

23 

5533 

2.78 

'ATE 

6179.0 

5 

767.0 

81 

12.4 

7.2 

16.1 

18.0 

12 

16 

31 

27527 

5.42 

ICAN  BANKERS  INSURANCE  GROUP  404.9 

8 

26.4 

28 

6.5 

5.5 

11.7 

16.9 

12 

24 

11 

1089 

4.55 

ICAN  GENERAL 

1692.0 

-1 

182.0 

8 

10.8 

9.9 

8.4 

10.7 

14 

4 

7 

7997 

2.85 

ICAN  INTERNATIONAL  GROUP 

7189.0** 

9 

780.9 

16 

10.9 

10.2 

9.8 

13.6 

19 

14 

14 

55863 

6.39 

ICAN  NATIONAL  INSURANCE 

428.4 

14 

62.8 

47 

14.7 

11.4 

NA 

NA 

9 

7 

16 

2006 

8.90 

NNATI  FINANCIAL 

483.7 

7 

74.0 

24 

15.3 

13.2 

6.5 

7.5 

17 

16 

8 

3867 

4.17 

flERCE  GROUP 

199.1 

15 

16.6 

14 

8.4 

8.4 

13.6 

13.0 

10 

NA 

0 

788 

2.10 

ARTFORD  GROUP 

3118.0 

-5 

204.0 

113 

6.5 

2.9 

0.1 

0.2 

NM 

NA 

NA 

8273 

0.07 

LN  NATIONAL 

1700.8 

4 

131.3 

-6 

7.7 

8.5 

10.2 

11.3 

11 

13 

13 

5442 

4.84 

CASUALTY 

359.5 

0 

31.3 

NM 

8.7 

0.8 

10.0 

10.7 

11 

9 

-1 

1379 

3.59 

RESSIVE 

966.5 

21 

76.5 

21 

7.9 

7.9 

15.1 

19.4 

17 

35 

45 

5211 

4.34 

IDENT 

566.6** 

-4 

40.8 

19 

7.2 

5.8 

7.8 

8.8 

19 

2 

1 

2578 

3.04 

IDIAN 

951.1 

8 

116.7 

14 

12.3 

11.7 

12.4 

14.5 

11 

13 

9 

5157 

4.79 

STAR  FINANCIAL 

563.2 

6 

51.3 

7 

9.1 

9.0 

12.2 

13.3 

12 

23 

25 

2412 

5.04 

MERICA  (3)t 

449.7 

33 

86.8 

27 

19.3 

20.1 

11.2 

20.9 

18 

25 

34 

4826 

2.20 

OLDINGS 

428.0 

-6 

36.0 

NM 

8.4 

NM 

11.4 

13.1 

13 

4 

NA 

1704 

2.49 

HMARK 

557.0 

1 

79.8 

1 

14.3 

14.3 

12.9 

20.0 

12 

9 

6 

3790 

4.51 

SAMERICA 

1539.4 

3 

81.0 

-30 

5.3 

7.7 

6.6 

10.5 

14 

7 

34 

5673 

6.09 

ELERS  PROPERTY  CASUALTY 

2431.3 

111 

273.1 

179 

11.2 

8.5 

7.9 

8.7 

24 

NA 

NA 

13253 

1.36 

CENTURY  INDUSTRIES 

212.8** 

-15 

26.9 

5 

12.6 

10.2 

12.8 

21.0 

19 

-19 

-19 

934 

0.94 

MNT 

382.1 

0 

33.7 

33 

8  8 

6.7 

9.5 

9.5 

13 

-6 

7 

1858 

3.76 

II 

1043.0 

4 

115.0 

60 

11.0 

7.2 

10.2 

12.4 

18 

9 

-1 

4947 

3.89 

G 

845.0 

-3 

45.0 

-21 

5.3 

6.6 

11.2 

13.1 

10 

18 

23 

2242 

1.99 

E 

450.0 

3 

28.6 

9 

6.4 

6.0 

6.6 

6.4 

21 

7 

4 

1600 

2.25 

niiciMrcc  u/ceic  /  i\ji  av  in    inn -7  1  a  1 


CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


RETURN 


MARGINS 

1ST         CHANGE  1ST  CHANGE  1ST  1ST 

QUARTER  FROM  QUARTER  FROM  QUARTER  QUARTER 
1997  1996  1997  1996  1997  1996 

$  MIL  %  $  MIL.  %  %  % 


ON  ON 

INVESTED  COMMON 

CAPITAL  EQUITY 

%  % 


5-YEAR  GROWTH 

EARNINGS 
COMMON  PER 
P-E       EQUITY  SHARE 
4-18        %  % 


MARKET 
VALUE 
SHARES 
OUTSTANDING 
4-18 
$  MIL 


1 

MON 
EAR" 
PI 
SH/ 


(C)  SAVINGS  &  LOAN 


GROUP  COMPOSITE 

3036.8 

3 

322.8 

25 

10.6 

8,8 

NA 

6.0 

39 

3 

2 

17009 

1. 

AHMANSON  (H.F.) 

951.0** 

0 

103.1 

59 

10.8 

6.8 

NA 

6.0 

26 

0 

-3 

3678 

1. 

GREAT  WESTERN  FINANCIAL 

879.6** 

-2 

65.7 

-8 

7.5 

7.9 

9.0 

3.8 

61 

3 

3 

5567 

0. 

STANDARD  FEDERAL  BANCORP. 

304.1** 

17 

40.0 

20 

13.1 

12.7 

NA 

11.0 

31 

13 

7 

1883 

L 

WASHINGTON  MUTUAL 

902.1** 

10 

114.1 

28 

12.6 

10.8 

NA 

6.3 

45 

NA 

-29 

5881 

1, 

18  OFFICE  EQUIPMENT  &  COMPUTERS 


j^y^RLcAM_po.siTE  _  __87909_? 

(A)  BUSINESS  MACHINES  &  SERVICES 


12  6030.9 


69 


6.9 


4  6 


15.2 


19.4  26 


28  541774 


GROUP  COMPOSITE 

5601.6 

14 

281.5 

26 

5.0 

4.6 

14.3 

19.5 

19 

7 

6 

20701 

1. 

BELL  &  HOWELL 

200.0 

-1 

2.1 

13 

1.1 

0.9 

16.6 

NM 

16 

NA 

NA 

398 

1. 

COMPUCOM  SYSTEMS 

431.9 

4 

4.9 

-15 

1.1 

1.4 

9.9 

19.5 

11 

35 

31 

291 

0. 

DELUXE 

466.5 

-4 

41.4 

119 

8.9 

3.9 

11.1 

12.1 

29 

-1 

-19 

2575 

1. 

DIEBOLD 

264.6 

23 

23.7 

32 

9.0 

8.4 

18.3 

17.9 

24 

8 

22 

2501 

1. 

HON  INDUSTRIES 

282.9 

21 

16.9 

1 

6.0 

7.2 

20.8 

27.0 

18 

11 

14 

1241 

2. 

MICROAGE  (2) 

860.3 

10 

4.7 

184 

0.5 

0.2 

8.4 

8.4 

12 

42 

-20 

203 

1. 

MILLER  (HERMAN)  (7) 

365.1 

17 

13.5 

14 

3.7 

3.8 

16.5 

20.7 

26 

0 

8 

1636 

1. 

PITNEY  BOWES 

961.4 

6 

119.9 

13 

12.5 

11.8 

14.0 

22.6 

18 

5 

11 

8546 

3. 

STANDARD  REGISTER 

230.1 

0 

14.9 

10 

6.5 

5.9 

13.3 

14.2 

14 

7 

12 

922 

2. 

TECH  DATA  (11) 

1313.5 

46 

17.8 

93 

1.4 

1.0 

15.7 

13.0 

17 

35 

17 

1001 

1. 

WALLACE  COMPUTER  SERVICES  (5) 

225.4 

3 

21.6 

10 

9.6 

8.9 

15.1 

16.9 

18 

10 

14 

1387 

1. 

(B)  COMPUTERS  &  PERIPHERALS 


GROUP  COMPOSITE 


58782.2 


8  3148.0 


104 


5.4 


2.8 


14.6 


19.0  19 


NA  235074 


APPLE  COMPUTER  (3) 
AST  RESEARCH 
COMPAQ  COMPUTER 
DATA  GENERAL  (3) 


1601.0 
347.0 

4805.0 
389.3 


-27 
-35 
14 
16 


-708.0 
-110.0 
387.0 
13.8 


N  M 
NM 
65 
118 


NM 
NM 
8.1 
3.5 


NM 
NM 
5.6 
1.9 


NM 
NM 
22.9 
10.6 


-67.2 
NM 
23.9 
12.1 


NM  5 

NM  6 

14  28 
18  _  -10 

28  28 

NM  -14 

20  74 

16  55 


NA 
NA 
56 
NA 

43 
NA 
84 
16 


2323 
298 
19699 
711 


0.  ! 

2 
-2 

1.  ( 
_3.^ 

2.i 
11.: 
o.*;: 


DELL  COMPUTER  (11) 
DIGITAL  EQUIPMENT  (6) 
EMC 

GATEWAY  2000 


2412.0 
3314.3 
618.4 
1419.3 


57 


19 
24 


188.0 
51.0 

110.9 
67.5 


169 
-59 
31 
34 


7.8 
1.5 
17.9 
4.8 


4.5 
3.4 
16.2 
4.4 


48.6 
NM 

23.0 
32.5 


65.9 
-12.5 
25.2 
32.8 


13216 
4266 
8190 
4231 


HEWLETT-PACKARD  (2)  10295.0        11        912.0          15          8.9         8.5  17.5        19.2       19  14  30  50682 

INTERNATIONAL  BUSINESS  MACHINES    17308.0         5      1195.0          54          6.9         4.7  19.2        27.3       12  -9  NA  69733 

IOMEGA                                             361.3       63          23.0        127          6.4         4.6  19.0        19.6      34  26  31  2248 

LEXMARK  INTERNATIONAL  GROUP  ^       __?83.4  :L.___3_°i7_  _4^__  __5_3_  3._7__  _NA  25.9  13  NA  NA__  1717 

MICRON  ELECTRONICS  (4)                       510.3        12          27.8         NM           5.5         NM  33.7        28.2      21  36  NA  1966  l.C 

NCR  1389.0      -12        -16.0         NM           NM         NM  -3.5        -4.3      NM  NA  NA  3067  -0. 

SEAGATE  TECHNOLOGY  (6)  2501.8       20        256.8         NM  10.3         NM  18.7        20.0       15  25  26  11063  2. 

SILICON  GRAPHICS  (6)  __99?f  ?4_  1_0_5_  -_80__  _L2  7.8__  -3.0  li-4__NM_  _40  _    19__  227 1_  -Ovi 

SUN  MICROSYSTEMS  (6)  2114.6        15        223.5          56  10.6         7.8  28.1        28.1       16  13  23  9984  1 

TANDEM  COMPUTERS  (3)                       467.3        -1          25.0         NM           5.4         NM  8.6         9.2       15  -2  NA  1576  0 

3COM  (7) _  _  786.8  30_  8_7.6_  18  1  LI  12.3   20.3  22.3  17  36  115 _ _  _ _5193_  1 

UNISYS  1530.7         8          19.3         NM           1.3         NM  6.8      -18.4      NM  -18  NA  1027  -0.1 

WESTERN  DIGITAL  (6)  1096.2       51          82.6        325          7.5         2.7  37.5        38.5       13  32  NA  2637  4, 

XEROX  4022.0         2        270.0          14          6.7         6.0  12.5        27.2       16  -2  23  18976  3.E 


(C)  COMPUTER  SOFTWARE  &  SERVICES 


GROUP  COMPOSITE 

22625.6 

23 

2601.4 

44 

11.5 

9.8 

16.8 

20.2 

39 

26 

23 

285999 

ADOBE  SYSTEMS  (1) 

226.5 

17 

46.5 

38 

20.5 

17.4 

20.7 

22.5 

18 

36 

4 

2877 

AMERICAN  MANAGEMENT  SYSTEMS 

196.3 

8 

5.7 

-14 

2.9 

3.6 

7.3 

7.0 

61 

26 

7 

877 

ASCEND  COMMUNICATIONS 

202.4 

120 

35.1 

81 

17.3 

21.1 

20.6 

20.6 

40 

NA 

269 

4807 

AUTOMATIC  DATA  PROCESSING  (6) 

1126.3** 

9 

164.9 

15 

14.6 

13.9 

17.3 

20.0 

26 

17 

14 

13070 

BAY  NETWORKS  (6) 

512.9 

-2 

0.3 

NM 

0.1 

5.6 

-8.9 

-9.8 

NM 

135 

95 

3477 

BDM  INTERNATIONAL 

250.6 

11 

6.9 

27 

2.7 

2.4 

12.9 

10.9 

37 

27 

71 

691 

CABLETRON  SYSTEMS  (10) 

380.6 

26 

60.3 

NM 

15.9 

NM 

20.3 

20.5 

22 

41 

35 

4759 

CADENCE  DESIGN  SYSTEMS 

187.5 

15 

37.1 

45 

19.8 

15.7 

9.4 

9.5 

71 

6 

-4 

2512 

CERIDIAN 

414.5 

12 

43.8 

-8 

10.6 

12.8 

37.8 

47.7 

14 

-6 

NA 

2563 

CISCO  SYSTEMS  (5) 

1592.4 

73 

338.5 

61 

21.3 

22.8 

28.8 

29.1 

31 

83 

72 

32006 

COMDISCO  (3) 

690.0** 

19 

33.0 

18 

4.8 

4.8 

10.0 

16.0 

13 

2 

20 

1400 

COMPUSERVE  (8) 

211.0** 

4 

-14.2 

NM 

NM 

4.6 

NM 

-15.4 

NM 

NA 

NA 

949 

OECISIONONE  HOLDINGS  (6) 

205.1 

19 

9.5 

63 

4.6 

3.4 

8.9 

15.6 

15 

NA 

NA 

416 

ELECTRONIC  DATA  SYSTEMS 

3591.6 

7 

194.1 

-11 

5.4 

6.5 

6.4 

8.3 

47 

14 

0 

19060 

FIRST  DATA 

1243.3 

10 

136.2 

29 

11.0 

9.4 

15.0 

18.0 

24 

47 

20 

15210 

FISERV 

206.5 

6 

18.1 

24 

8.8 

7.5 

9.9 

12.8 

26 

26 

19 

1678 

GTECH  HOLDINGS  (10) 

246.3 

28 

23.0 

45 

9.3 

8.2 

11.8 

21.7 

17 

92 

36 

1317 

HBO 

219.9 

27 

35.7 

63 

16.3 

12.7 

17.2 

15.4 

55 

90 

39 

4711 

INGRAM  MICRO 

3650.0 

33 

40.4 

69 

1.1 

0.9 

NA 

NA 

25 

NA 

NA 

3144 

INTERGRAPH 

252.8 

-2 

-26.3 

NM 

NM 

NM 

NM 

-21.6 

NM 

-10 

NA 

411 

INTUIT  (5) 

266.0 

21 

44.7 

86 

16.8 

11.0 

-0.8 

-0.8 

NM 

180 

NA 

1034 

MICROSOFT  (6) 

3208.0 

45 

1042.0 

85 

32.5 

25.5 

32.4 

36.2 

48 

NA 

30 

128935 

NOVELL  (2) 

i74  8 

-14 

50.8 

-20 

13.6 

14.5 

6.5 

6.8 

28 

24 

-6. 

3251 

ORACLE  (7) 

1372.6 

35 

169.3 

16 

12.3 

14.3 

30.6 

35.2 

34 

40 

75 

24258 

PARAMETRIC  TECHNOLOGY  (3) 

198.0 

41 

53.1 

44 

26.8 

26.2 

31.6 

30.6 

32 

66 

57 

5259 

PAYCHEX  (7) 

195.6 

27 

19.3 

40 

9.9 

9.0 

29.0 

29.1 

47 

28 

40 

3299 

2.; 


1.3 


0. 
1. 
1. 

Li 
0.9 
0.9 


RPORATE  SCOREBOARD 


dPANY 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

MARGINS 

5-YEAR  GROWTH 

12 

MONTHS' 
earning:. 
PER 
SHARE 

1ST 
QUARTER 
1997 
$  MIL. 

CHANGE 
FROM 
1996 

% 

1ST 
QUARTER 
1997 
$  MIL. 

CHANGE 
FROM 
1996 

% 

1ST 
QUARTER 
1997 

% 

1ST 
QUARTER 
1996 

% 

ON 
INVI  Mlh 
CAPITAL 

% 

ON 
COMMON 
EQUITY 

% 

P-E 
4-18 

COMMON 
EQUITY 

% 

EARNINGS 
PER 
SHARE 

% 

SHARES 
OUTSTANDING 
4-18 
$  MIL. 

GUARD  SCIENTIFICS 

447.6 

4 

4.5 

13 

1.0 

0.9 

10.8 

12.1 

35 

14 

18 

680 

0.63 

SARD  DATA  SYSTEMS 

187.4 

25 

18.1 

24 

9.7 

9.8 

7.9 

7.9 

48 

27 

6 

1804 

0.89 

kSE 

241.9 

-1 

3.5 

NM 

1.5 

NM 

-16.3 

-16.3 

NM 

43 

NA 

1226 

-0.90 

STAR  (8) 

527.5 

18 

7.5 

NM 

1.4 

NM 

17.1 

27.5 

7 

NA 

NA 

321 

1.13 

PAPER  &  FOREST  PRODUCTS 

Jolni  LAJsVlt'Uol  1  c. 

r\ 
u 

7AQ  Q 

-07 

"J  1 

3  .  Z 

D.O 

D .  1 

B  1 

o  I 

£  1 

C 

O 

FOREST  PRODUCTS 

UP  COMPOSITE 

6285.7 

2 

151.8 

-15 

2.4 

2.9 

3.0 

1.2 

NM 

6 

NA 

15322 

0.32 

E  CASCADE 

1273.6 

4 

-15.2 

NM 

NM 

2.1 

2.0 

-5.4 

NM 

0 

NA 

1503 

-1.46 

IGIA-PACIFIC 

3145.0 

3 

90.0 

80 

2.9 

1.6 

5.0 

5.7 

34 

7 

NA 

6958 

2.21 

SIANA  PACIFIC 

554.6 

-5 

42.0 

NM 

7.6 

NM 

NM 

-10.5 

NM 

5 

NA 

1931 

-1.45 

NIER 

260.1 

-12 

18.4 

-42 

7.1 

10.7 

NM 

-1.7 

NM 

-1 

NA 

1173 

-0.45 

ERSAL  FOREST  PRODUCTS 

214.7 

35 

3.3 

24 

1.5 

1.6 

13.8 

17.8 

13 

23 

31 

236 

1.03 

AMETTE  INDUSTRIES 

837.7 

-3 

13.3 

-82 

1.6 

8.5 

4.8 

6.7 

27 

15 

44 

3522 

2.39 

»APER 

UP  COMPOSITE 

17568.3 

-1 

618.2 

-43 

3.5 

6.1 

7.1 

10.2 

23 

7 

22 

71969 

1.76 

ATER 

348.5 

-26 

-0.3 

NM 

NM 

24.1 

6.2 

7.5 

20 

4 

NA 

1723 

2.07 

VIPION  INTERNATIONAL 

1366.7 

-11 

-37.1 

NM 

NM 

5.5 

2.1 

0.5 

NM 

2 

88 

4431 

0.21 

iAPEAKE 

294.5 

6 

-3.5 

NM 

NM 

2.8 

3.8 

4.1 

42 

8 

31 

772 

0.79 

50LIDATED  PAPERS 

379.8 

-10 

28.1 

-47 

7.4 

12.4 

7.5 

12.1 

15 

6 

26 

2391 

3.46 

HOWARD 

400.8 

4 

49.7 

85 

12.4 

7.0 

36.9 

NM 

11 

NA 

NA 

2259 

2.65 

RNATIONAL  PAPER 

4900.0 

2 

34.0 

-65 

0.7 

2.0 

3.5 

2.6 

53 

10 

11 

12649 

0.79 

IS  RIVER  CORP.  OF  VIRGINIA 

1381.9 

-11 

47.5 

132 

3.4 

1.3 

6.1 

8.4 

20 

-6 

NA 

2521 

1.46 

IERLY-CLARK 

3237.6 

1 

364.2 

16 

11.3 

9.8 

22.7 

32.4 

19 

14 

-17 

27957 

2.59 

D 

1135.7 

6 

20.2 

-35 

1.8 

2.9 

5.6 

8.0 

16 

11 

39 

2854 

3.37 

ATCH 

399.4 

3 

6.4 

28 

1.6 

1.3 

5.1 

6.6 

19 

1 

5 

1180 

2.18 

JLLER 

379.0 

16 

27.5 

-79 

7.3 

39.4 

11.3 

15.1 

48 

16 

43 

1615 

0.21 

TVACO  (2) 

736.4 

-2 

35.5 

-43 

4.8 

8.3 

5.9 

8.3 

15 

5 

15 

2765 

1.83 

ERHAEUSER 

2608.0 

0 

46.0 

-68 

1.8 

5.5 

6.0 

8.0 

24 

6 

10 

8851 

1.84 

PUBLISHING  &  BROADCASTING 

JSTRY  COMPOSITE 

10999.6 

13 

718.6 

345 

6.5 

1.7 

6.4 

10.9 

31 

8 

15 

81447 

1.40 

JONES 

606.0 

4 

25.4 

-33 

4.2 

6.4 

9.3 

10.8 

21 

3 

21 

3794 

1.85 

&  BRADSTREET 

459.0 

2 

38.0 

74 

8.3 

4.9 

NM 

NA 

NM 

-13 

NA 

4270 

-0.46 

VETT 

1076.8 

5 

135.1 

56 

12.5 

8.4 

14.3 

22.9 

18 

12 

16 

12012 

4.77 

COMMUNICATIONS 

352.3 

12 

-12.6 

NM 

NM 

NM 

NA 

-86.8 

NM 

11 

NA 

1330 

-0.27 

HT-RIDDER 

679.3 

-3 

174.7 

643 

25.7 

3.4 

22.5 

37.0 

9 

-1 

14 

3570 

4.38 

RAW-HILL 

652.9 

12 

15.0 

-7 

2.3 

2.8 

25.3 

36.3 

10 

6 

33 

5126 

4.95 

A  GENERAL 

216.1 

17 

8.2 

-45 

3.8 

8.1 

10.4 

14.6 

13 

19 

40 

815 

2.39 

EDITH  (6) 

223.0 

2 

18.4 

34 

8.3 

6.3 

19.6 

20.7 

20 

-6 

64 

1231 

1.13 

YORK  TIMES 

692.5 

10 

51.8 

58 

7.5 

5.2 

4.7 

6.4 

39 

10 

29 

3981 

1.04 

lER'S  DIGEST  ASSOCIATION  (6) 

684.3 

-8 

37.6 

NM 

5.5 

NM 

44.9 

44.6 

15 

-10 

-10 

2920 

1.87 

JLASTIC  (7) 

210.7 

-2 

-12.5 

NM 

NM 

4.1 

4.6 

4.2 

31 

87 

14 

410 

0.82 

PPS  (E.W.) 

290.7 

14 

30.0 

52 

10.3 

7.8 

10.8 

11.0 

22 

14 

7 

3120 

1.74 

WARNER 

3034.0 

47 

52.0 

NM 

1.7 

NM 

0.0 

-3.3 

NM 

14 

NA 

24666 

-0.77 

S  MIRROR 

773.9 

-4 

45.2 

74 

5.8 

3.2 

10.8 

19.7 

30 

-12 

24 

5272 

1.79 

UNE 

593.9 

11 

64.5 

28 

10.9 

9.4 

12.0 

19.3 

18 

13 

19 

5148 

2.27 

HINGTON  POST 

454.1 

9 

47.7 

29 

10.5 

8.9 

17.0 

17.4 

16 

7 

15 

3782 

21.07 

SERVICE  INDUSTRIES 

USTRY  COMPOSITE 

37417.3 

19 

1372.5 

66 

3.7 

2.6 

9.2 

13.9 

22 

11 

10 

107084 

1.39 

CONSTRUCTION  &  ENGINEERING 

UP  COMPOSITE 

7584.5 

24 

281.6 

4 

3.7 

4.4 

6.5 

10.7 

25 

6 

0 

23060 

1.18 

SEE  ENTERPRISES  (10) 

240.2 

12 

5.7 

60 

2.4 

1.6 

NA 

16.7 

18 

4 

4 

458 

0.93 

-ER  MFG. 

188.1 

7 

1.9 

-42 

1.0 

1.9 

16.0 

19.4 

11 

28 

86 

253 

3.18 

G 

347.0 

0 

9.6 

-19 

2.8 

3.4 

12.5 

14.3 

17 

-4 

-7 

880 

1.11 

IR  (2) 

3434.1 

43 

62.0 

8 

1.8 

2.4 

16.0 

15.8 

16 

12 

14 

4443 

3.22 

BS  ENGINEERING  GROUP  (3) 

437.7 

-10 

11.4 

16 

2.6 

2.0 

13.0 

14.7 

15 

21 

9 

637 

1.67 

RISON  KNUDSEN  (1) 

389.5* 

528 

7.0 

NM 

1.8 

NM 

1.0 

1.0 

NM 

49 

NA 

652 

-0.08 

YE  &  WEBSTER 

349.5 

14 

5.6 

1 

1.6 

1.8 

NM 

-5.5 

NM 

-4 

NA 

475 

-1.29 

( TECHNOLOGIES 

2198.3 

3 

178.4 

-1 

8.1 

8.4 

5.3 

9.7 

32 

4 

-4 

15262 

0.96 

NDUSTRIAL  DISTRIBUTION 

(UP  COMPOSITE 

17092.9 

23 

512.9 

-9 

3.0 

4.1 

9.6 

13.8 

17 

14 

16 

31674 

1.95 

LIED  INDUSTRIAL  TECHNOLOGIES  (6)  297.2 

0 

6.8 

10 

2.3 

2.1 

11.6 

13.2 

15 

8 

36 

378 

2.08 

HOLDING  (11) 

189.3 

26 

-24.3 

NM 

NM 

NM 

NM 

-7.9 

NM 

NA 

NA 

132 

-0.78 

QW  ELECTRONICS 

1855.3 

9 

50.3 

-11 

2.7 

3.3 

12.7 

14.6 

14 

46 

56 

2713 

3.84 

ET(6) 

1378.4 

-1 

47.4 

-3 

3.4 

3.5 

9.9 

12.0 

13 

14 

23 

2429 

4.22 

INDUSTRIES 

218.5 

53 

0.8 

-74 

0.4 

2.2 

10.2 

9.7 

9 

8 

114 

123 

1.78 

E  CASCADE  OFFICE  PRODUCTS 

597.9 

30 

14.9 

-4 

2.5 

3.4 

11.0 

13.5 

21 

NA 

NA 

1161 

0.88 

IHTPOINT  199.2       76  5.4        117  2.7         2.2  9.5        14.3      29      348         19  380  0.60 


CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


RETURN 


1ST 
QUARTER 
1997 
$  MIL 


CHANGE 
FROM 
1996 

% 


1ST  CHANGE 

QUARTER  FROM 

1997  1996 

$  MIL  % 


MARGINS 

1ST  1ST 

QUARTER  QUARTER 

1997  1996 

%  % 


ON  ON 

INVESTED  COMMON 

CAPITAL  EQUITY 

%  % 


5-YEAR  GROWTH 

EARNINGS 
COMMON  PER 
P-E       EQUITY  SHARE 
4-18         %  % 


MARKET 
VALUE 
SHARES 
OUTSTANDING 
4-18 
$  MIL 


Mors 

FAKIG 

Pf 

sh: 


CELLSTAR  ( 1 ) 

256.6 

25 

6.0 

711 

2.3 

0.4 

-1.1 

-1.1 

NM 

126 

NA 

449 

-0. 

CRANE 

467.3 

7 

22.6 

24 

4.8 

4.2 

14.6 

20.9 

16 

10 

23 

1552 

ENRON 

5344.0 

75 

222.0 

4 

4.2 

7.0 

8.5 

16.1 

16 

14 

16 

9471 

2 

pr  iiniiir  DADTC 

utnUINc  rAK  1  b 

L457  6 

4 

76.6 

4 

5.3 

5.3 

17.0 

19.2 

19 

9 

9 

5739 

1. 

GETTY  REALTY  (11) 

257.0** 

26 

-13.7 

NM 

NM 

2.6 

NM 

-8.0 

NM 

3 

NA 

214 

-0. 

GRAINGER  (W.W.) 

985.6 

17 

54.6 

9 

5.5 

5.9 

14.6 

14.6 

18 

10 

11 

3903 

4. 

HUGHES  SUPPLY  (11) 

365.4 

20 

7.4 

46 

2.0 

1.7 

NA 

11.7 

10 

14 

41 

327 

3. 

KAMAN 

252.2** 

5 

-4.4 

NM 

NM 

2.2 

6.3 

6.0 

23 

-5 

1 

237 

0. 

MARSHALL  INDUSTRIES  (7) 

304.0 

6 

9.8 

-20 

3.2 

4.3 

11.6 

11.8 

14 

16 

25 

543 

2. 

RYERSON  TULL 

660.7 

6 

16.6 

-26 

2.5 

3.6 

11.2 

15.8 

10 

NA 

NA 

555 

1. 

UNISOURCE  WORLDWIDE  (3) 

1715.9 

-2 

10.5 

-63 

0.6 

1.6 

3.3 

3.7 

28 

NA 

NA 

1004 

0. 

VWR  SCIENTIFIC  PRODUCTS 

290.8 

5 

3.6 

68 

1.2 

0.8 

3.6 

4.6 

42 

41 

-25 

363 

0. 

(C)  PRINTING  &  ADVERTISING 

GROUP  COMPOSITE 

2689.7 

2 

82.0 

NM 

3.1 

NM 

12.5 

18.2 

20 

6 

14 

9879 

1. 

ADVO  (3) 

242.5 

5 

2.6 

NM 

1.1 

NM 

34.3 

NM 

15 

16 

0 

301 

0. 

BANTA 

275.4 

2 

10.0 

13 

3.6 

3.3 

10.1 

12.4 

15 

13 

12 

797 

1. 

DONNELLEY  (R.R.)  &  SONS 

1475.2 

-4 

29.3 

NM 

2.0 

NM 

9.3 

15.2 

20 

1 

NA 

4840 

1. 

OMNICOM  GROUP 

696.6 

18 

40.1 

30 

5.8 

5.2 

21.8 

23.2 

21 

19 

17 

3941 

2. 

(D)  OTHER  SERVICES 


GROUP  COMPOSITE 

10050.2 

16 

496.0 

47 

4.9 

3.9 

10.4 

15.7 

25 

17 

22 

42471 

1. 

ABM  INDUSTRIES  (2) 

291  6 

15 

4.8 

20 

1.7 

1.6 

12.0 

13.4 

17 

13 

9 

361 

1 

ACNIELSEN 

324.8 

6 

-4.1 

NM 

NM 

NM 

6.9 

6.8 

26 

NA 

NA 

824 

0 

ADMINISTAFF 

262.2 

35 

0.0 

NM 

NM 

NM 

23.3 

26.4 

57 

NA 

NA 

245 

0 

BORG-WARNER  SECURITY 

382.4 

-8 

4.0 

150 

1.0 

0.4 

10.6 

42.2 

19 

-46 

-38 

332 

0 

CINTAS  (7) 

210.0 

15 

22.5 

21 

10.7 

10.1 

15.1 

18.2 

30 

18 

17 

2599 

1 

COGNIZANT 

434.7 

17 

52.9 

31 

12.2 

10.9 

25.5 

NA 

26 

NA 

NA 

5423 

1 

CUC  INTERNATIONAL  (11) 

674.2 

24 

89.5 

36 

13.3 

12.0 

12.8 

13.1 

50 

68 

45 

8254 

0 

HANDLEMAN  (8) 

330.5 

-4 

6.5 

495 

2.0 

0.3 

NM 

-5.4 

NM 

4 

NA 

255 

-0 

INACOM 

841.7 

31 

5.2 

75 

0.6 

0.5 

13.8 

10.9 

13 

14 

17 

282 

1 

MANPOWER 

1850.6 

14 

26.6 

15 

1.4 

1.4 

23.6 

27.6 

19 

29 

NA 

3079 

1 

NORRELL  (2) 

281.2 

23 

7.2 

41 

2.6 

2.2 

13.8 

25.3 

23 

30 

96 

594 

1 

OLSTEN 

950.9 

25 

19.2 

-11 

2.0 

2.8 

5.6 

6.8 

25 

44 

18 

1332 

0 

PHH  (8) 

496.0 

9 

29.6 

52 

6.0 

4.3 

4.5 

14  7 

16 

9 

11 

1574 

2 

PINKERTON'S 

220.5 

10 

2.0 

16 

0.9 

0.9 

9.1 

9.8 

18 

2 

3 

221 

1 

PITTSTON  BRINK'S  GROUP 

251.4 

15.3 

29 

6.1 

5.6 

17.2 

19.5 

20 

NA 

17 

1349 

1 

ROBERT  HALF  INTERNATIONAL 

283.0 

44 

19.9 

50 

7.0 

6.7 

20.6 

22.0 

35 

31 

72 

2300 

1 

SAFETY-KLEEN 

220.2 

9 

11.8 

-9 

5.4 

6.5 

8.9 

12.5 

15 

0 

4 

866 

1 

SERVICE  CORP.  INTERNATIONAL 

638.4 

11 

131.1 

82 

20.5 

12.5 

8.6 

14.5 

24 

33 

17 

7735 

1 

SERVICEMASTER 

817.1 

10 

46.9 

16 

5.7 

5.5 

23.4 

31.6 

17 

NA 

14 

4351 

1 

VOLT  INFORMATION  SCIENCES  (2) 

288.8 

28 

5.0 

122 

1.7 

1.0 

12.8 

18.6 

20 

10 

139 

493 

2 

22  TELECOMMUNICATIONS 


INDUSTRY  COMPOSITE 

61509.6 

7 

6007.8 

-A 

9.8 

10.8 

13.7 

22.9 

16 

1 

10 

398088 

2.( 

(A)  EQUIPMENT  &  SERVICES 

GROUP  COMPOSITE 

29961.3 

8 

2039.2 

-7 

6.8 

7.9 

13.4 

18.7 

17 

14 

12 

160793 

2.; 

ADC  TELECOMMUNICATIONS  (2) 

256.8 

58 

10.4 

-36 

4.0 

10.0 

12.8 

12.9 

38 

33 

29 

3151 

0.1 

AT&T 

13048.0 

.? 

1122.0 

-24 

8.6 

11.4 

17.7 

25.9 

10 

3 

1 

54590 

3.; 

CENTURY  TELEPHONE  ENTERPRISESt 

199.0 

13: 

33.1 

12 

16.7 

16.9 

9.2 

13.0 

14 

28 

21 

1848 

2.; 

COMSAT 

281.7 

13 

-4.3 

NM 

NM 

3.7 

NM 

-0.6 

NM 

9 

-31 

1153 

-0. 

DSC  COMMUNICATIONS 

346.2 

12 

16.4 

42 

4.7 

3.7 

NM 

-0.2 

NM 

53 

NA 

2433 

0.( 

LCI  INTERNATIONAL 

314.7 

26 

20.5 

34 

6.5 

6.1 

13.7 

18.2 

19 

83 

NA 

1327 

0.' 

LUCENT  TECHNOLOGIES  (3) 

5149.0 

13 

66.0 

NM 

1.3 

NM 

27.9 

35.6 

28 

NA 

NA 

34421 

1.! 

MCI  COMMUNICATIONS 

4883.0 

9 

295.0 

0 

6.0 

6.6 

8.1 

11.0 

22 

35 

6 

26116 

1. 

SCIENTIFIC-ATLANTA  (6) 

301.7 

11 

16.5 

43 

5.5 

4.2 

5.4 

5.3 

45 

12 

45 

1158 

o.: 

SPRINT 

3618.9 

7 

290.0 

-7 

8.0 

9.3 

10.8 

13.4 

16 

25 

13 

18893 

2.: 

TELEPHONE  &  DATA  SYSTEMSt 

318.2 

23 

9.6 

-72 

3.0 

13.0 

4.1 

5.0 

22 

25 

28 

2257 

1.1 

TELLABS 

247.1 

43 

63.1 

103 

25.5 

18.1 

21.8 

22.1 

4  8 

34 

77 

7006 

O.f 

360  COMMUNICATIONS! 

306.8 

!8 

9.4 

35 

3.1 

2.9 

7.0 

13.1 

29 

NA 

NA 

1927 

0.! 

U.  S.  ROBOTICS  (3) 

690.2 

52 

91.5 

77 

13.3 

11.4 

29.0 

31.0 

21 

97 

53 

4514 

2j 

(B)  TELEPHONE  COMPANIES 

GROUP  COMPOSITE 

31548.3 

6 

3968.6 

-2 

12.6 

13.6 

14.0 

26.4 

15 

-5 

10 

237296 

2.5 

ALLTEL 

784.3 

1 

101.7 

21 

13.0 

10.9 

9.0 

15.1 

20 

14 

8 

5946 

l.f 

AMERITECH 

3859.0 

8 

536,0 

12 

13.9 

13.4 

19.2 

27.8 

15 

-1 

11 

iV-ihb 

3.! 

BELL  ATLANTIC 

3413.9 

6 

515.6 

11 

15.1 

14.4 

14.1 

24.1 

14 

-3 

4 

26156 

4.: 

BELLSOUTH 

4845.0 

7 

693.0 

-29 

14.3 

21.4 

12.8 

18.9 

16 

-1 

11 

40631 

2.( 

CINCINNATI  BELL 

429.5 

19 

57.2 

37 

13.3 

11.5 

21.5 

31.6 

19 

0 

37 

3718 

2.< 

FRONTIER 

573.4 

-12 

-13.6 

NM 

NM 

9.9 

9.5 

13.3 

19 

14 

1 

2640 

O.f 

GTE 

5281.0 

7 

665.0 

8 

12.6 

12.4 

14.7 

38.8 

15 

-8 

14 

42111 

2< 

NYNEX 

3301.5 

1 

159.6 

-25 

4.8 

6.6 

8.6 

18.3 

15 

-7 

8 

19530 

PACIFIC  TELESIS  GROUP 

2535.0 

7 

352.0 

11 

13.9 

13.3 

NA 

42.4 

NA 

-19 

3 

NA 

SBC  COMMUNICATIONS 

3456.0 

8 

517.0 

11 

15.0 

14.5 

18.4 

31.5 

14 

-7 

13 

46708 

1 

SOUTHERN  NEW  ENGLAND  TELECOMMS.  482.7** 

2 

46.1 

-12 

9.6 

11.0 

15.0 

40.3 

13 

-18 

6 

2396 

US  WEST  COMMUNICATIONS  GROUP 

2587.0 

5 

339.0 

15 

13.1 

11.9 

14.7 

32.2 

12 

NA 

10 

15495 

RPORATE  SCOREBOARD 


flPANY  SALES  PROFITS  RETURN 


MARGINS  5-YEAR  GROWTH  VALUE 


1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

MONTHS' 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

EARNINGS 

1997 

1996 

1997 

1996 

1997 

1996 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-18 

PER 

$  MIL 

% 

$  MIL 

% 

% 

% 

% 

% 

4-18 

% 

% 

$  MIL 

SHARE 

TRANSPORTATION 


LISTRY  COMPOSITE 

41685.5 

10 

1611.9 

105 

3.9 

2.1 

9.0 

16.5 

13 

9 

NA 

108017 

3.79 

AIRLINES 

UP  COMPOSITE 

19871.3 

9 

796.4 

NM 

4.0 

0.2 

15.8 

33.4 

8 

NA 

NA 

31265 

5.74 

>KA  AIR  GROUP 

380.4 

8 

-5.7 

NM 

NM 

NM 

8.3 

14.7 

9 

0 

54 

360 

2.78 

RICA  WEST  HOLDINGS 

462.2 

12 

14.0 

2 

3.0 

3.3 

2.3 

1.6 

63 

NA 

NA 

700 

0.25 

4426.0 

3 

152.0 

-3 

3.4 

-;  6 

13.1 

19.4 

7 

7 

NA 

8054 

12.27 

HNENTAL  AIRLINES 

1698.0 

14 

74.0 

-16 

4.4 

5.9 

17.1 

52.5 

7 

NA 

NA 

1831 

4.72 

A  AIR  LINES  (6) 

3420.0 

15 

189.0 

NM 

5.5 

NM 

18.0 

28.0 

9 

-1 

NA 

6884 

10.11 

THWEST  AIRLINES 

2375.5 

5 

64.6 

21 

2.7 

2.4 

16.0 

312.7 

7 

NA 

NA 

3981 

5.83 

THWEST  AIRLINES 

887.1 

15 

50.9 

54 

5.7 

4.3 

9.9 

13.7 

15 

20 

39 

3319 

1.49 

4121.0 

10 

105.0 

NM 

2.5 

0.2 

20.8 

63.9 

10 

1 

NA 

4360 

7.20 

IRWAYS  GROUP 

2101.1 

12 

152.7 

NM 

7.3 

NM 

25.0 

NM 

5 

NA 

NA 

1776 

5.55 

RAILROADS 

UP  COMPOSITE  ?™6A  !A__  _6*?A  _"2  _6-6  7.5  7.1  13.2      15  13  14         58257  4.43 

.INGTON  NORTHERN  SANTA  FE          2036.0         0        150.0        -20          7.4         9.2  6.8        14.2  13       41           5         11165  5.44 

*A!L                                            906.0         2          61.0         97          6.7         3.5  7.5        11.3  25         3           7          9355  4.64 

2567.0         2        151.0           3           5.9         5.8  8.9        16.8  11        10       122         10013  4.02 


5AS  CITY  SOUTHERN  INDUSTRIESt      228.1**     13         28.5         43        12.5        9.9         12.8       22.5      12       13        35  1820  4.21 

:OLK  SOUTHERN  1249.7"      3        127.8        -24         10.2       13.8  8.7        14.7       16         4         68         11290  5.80 

IN  PACIFIC  2810.0       43        128.0         20  4.6         5.4  5.0         9.2       18        13         39         14615  3.35 


TRANSPORTATION  SERVICES 

UP  COMPOSITE  7725.0       13       168.9         62         2.2        1.5  6.1         9.6      22        7        20        13434  1.60 


ORNE  FREIGHT 

655.5 

10 

14.4 

994 

2.2 

0.2 

6.1 

9.3 

17 

10 

19 

695 

1.89 

RICAN  FREIGHTWAYS 

193.1 

16 

1.5 

142 

0.8 

0.4 

3.7 

4.2 

47 

25 

-3 

422 

0.29 

TRANSPORTATION 

942.6 

11 

22.0 

61 

2.3 

1.6 

12.3 

19.3 

16 

3 

20 

1270 

1.76 

RAL  EXPRESS  (7) 

2906.8 

15 

63.0 

132 

2.2 

1.1 

9.2 

12.2 

18 

10 

118 

6138 

2.99 

Z(7) 

270.3 

12 

-16.8 

NM 

NM 

1.3 

NA 

-1.3 

NM 

127 

7 

334 

-0.09 

394.6** 

30 

31.2 

26 

7.9 

8.1 

6.5 

12.4 

11 

6 

20 

1029 

4.67 

GROUP 

251.1 

415 

2.0 

124 

0.8 

1.8 

34.4 

17.6 

20 

NA 

NA 

163 

1.40 

PORT  NEWS  SHIPBUILDING 

403.0 

-8 

13.0 

-32 

3.2 

4.3 

NA 

NA 

NA 

NA 

NA 

489 

NA 

STON  BURLINGTON  GROUP 

372.1 

7 

5.1 

35 

1.4 

1.1 

11.2 

11.5 

12 

NA 

NA 

458 

1.83 

,R  SYSTEM 

1335.9 

1 

33.7 

231 

2.5 

0.8 

NM 

-0.7 

NM 

-3 

NA 

2436 

-0.09 

TRUCKING  &  SHIPPING 

UP  COMPOSITE 

4292.4 

8 

0.3 

NM 

0.0 

NM 

-1.2 

-3.9 

NM 

-1 

NA 

5061 

-0.46 

ANDER  &  BALDWIN 

296.3** 

14 

21.2 

195 

7.2 

2.8 

7.2 

11.6 

14 

0 

-9 

1145 

1.75 

INSAS  BEST 

406.7 

1 

-0.3 

NM 

NM 

NM 

NM 

-23.0 

NM 

30 

NA 

113 

-1.63 

3ER  SYSTEMS 

641.2 

10 

-49.2 

NM 

NM 

1.7 

-29.4 

-41.6 

NM 

-10 

NA 

1135 

-5.67 

5QLIDATED  FREIGHTWAYS 

545.6 

9 

3.3 

NM 

0.6 

NM 

NM 

-15.3 

NM 

NA 

NA 

256 

-1.46 

r  (J.  B.)  TRANSPORT  SERVICES 

365.4 

3 

0.6 

-80 

0.2 

0.8 

4.2 

5.6 

27 

9 

-7 

525 

0.53 

ISTAR  SYSTEM 

305.6 

3 

3.0 

-5 

1.0 

1.1 

10.8 

12.7 

19 

48 

46 

352 

1.47 

)WAY  EXPRESS 

590.7 

14 

5.5 

111 

0.9 

0.5 

11.0 

11.0 

14 

NA 

NA 

357 

1.21 

IEIGHTWAYS 

355.8 

13 

9.8 

124 

2.7 

1.4 

8.9 

13.7 

17 

1 

19 

598 

1.61 

OW 

785.1 

6 

6.5 

NM 

0.8 

NM 

NM 

-1.6 

NM 

-4 

NA 

580 

-0.23 

UTILITIES  &  POWER  

ISTRY  COMPOSITE  54 798.3  15    jl60^  -3  8.4  9.9  6.4  1 1.2      13  5  7      206517  2.06 

ELECTRIC,  WATER  &  COGENERATION 


UP  COMPOSITE 

42099.1 

9 

3714.1 

-8 

8.8 

10.4 

6.3 

10.9 

13 

4 

5 

172190 

2.01 

261.0 

52 

40.0 

38 

15.3 

16.9 

8.1 

18.9 

33 

40 

20 

4522 

1.75 

GHENY  POWER  SYSTEM 

615.0 

-5 

79.9 

49 

13.0 

8.3 

6.1 

10.9 

14 

5 

0 

3335 

1.95 

RICAN  ELECTRIC  POWER 

1492.1 

-2 

182.2 

-5 

12.2 

12.6 

6.5 

12.8 

13 

1 

4 

7671 

3.09 

NTIC  ENERGY 

235.4 

-4 

21.5 

16 

9.1 

7.6 

5.1 

/  'i 

14 

1 

-7 

879 

1.17 

IMORE  GAS  &  ELECTRIC 

887.7 

3 

72.1 

-28 

8.1 

11.7 

5.8 

8.6 

16 

5 

5 

3802 

1.66 

rERIOR  ENERGY 

611.6 

1 

29.7 

43 

4.9 

3.4 

4.8 

6.6 

11 

-8 

-10 

1480 

0.88 

rRAL  &  SOUTH  WEST 

1278.0 

5 

29.0 

-38 

2.3 

3.9 

4.9 

7.3 

14 

5 

-3 

3992 

1.33 

ORP 

192.2 

8 

10.5 

-6 

5.5 

6.3 

5.1 

7.4 

19 

2 

-5 

529 

2.01 

RGY 

1030.2 

17 

117.4 

0 

11.4 

13.2 

7.6 

13.2 

17 

13 

-1 

5302 

2.02 

CO 

225.3 

-5 

16.5 

-25 

7.3 

9.3 

6.6 

11.3 

16 

2 

1 

1171 

2.19 

ENERGY 

1313.0 

2 

93.0 

-4 

7.1 

7.6 

7.5 

13.9 

14 

14 

8 

3286 

2.33 

50LIDATED  EDISON  CO.  OF  N.  Y. 

1886.1 

1 

166.6 

-5 

8.8 

9.3 

7.0 

11.7 

10 

4 

5 

6609 

2.84 

INION  RESOURCES 

1855.1 

50 

180.5 

12 

9.7 

13.0 

6.5 

10.0 

13 

5 

-2 

6297 

2.73 

360.2 

-3 

66.5 

4 

18.5 

17.2 

8.3 

14.6 

14 

3 

8 

2504 

1.75 

E  POWER 

1333.3 

15 

175.4 

-8 

13.2 

16.5 

7.5 

13.7 

13 

4 

7 

8719 

3.31 

ON  INTERNATIONAL 

2000.7 

2 

156.7 

-12 

7.8 

9.1 

6.3 

10.9 

13 

2 

0 

9021 

1.61 

/A 

507.9 

9 

50.5 

-25 

9.9 

14.5 

7.7 

13.6 

12 

2 

1 

2595 

1.83 

IDA  PROGRESS 

747.5 

1 

42.6 

-16 

5.7 

6.8 

7.8 

12.7 

12 

NA 

4 

2929 

2.52 

BROUP 

1445.2 

6 

106.8 

7 

7.4 

7.4 

8.0 

12.8 

13 

6 

8 

7998 

3.38 

1042.1 

2 

156.7 

31 

15.0 

11.7 

6.1 

11.3 

11 

6 

6 

3844 

2.85 

AIIAN  ELECTRIC  INDUSTRIES 

359.2 

10 

22.6 

10 

6.3 

6.3 

5.6 

10.3 

13 

7 

2 

1057 

2.60 

OVA 

570.2 

26 

49.5 

1 

8.7 

10.8 

6.2 

11.7 

8 

3 

19 

1618 

2.52 

5AS  CITY  POWER  &  LIGHT 

194.7 

-6 

-15.1 

NM 

NM 

11.9 

4.3 

7.1 

26 

1 

4 

1718 

1.05 

■  ENERGY 

1303.2 

49 

21.2 

-22 

1.6 

3.1 

7.3 

12.8 

17 

4 

2 

1625 

1.48 

\MERICAN  ENERGY  HOLDINGS 

584.4 

15 

38.1 

-25 

6.5 

10.0 

5.7 

10.2 

13 

16 

4 

1717 

1.29 
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CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


RETURN 


1ST 
QUARTER 
1997 
$  '.ill 


CHANGE 
FROM 
1996 

% 


1ST 
QUARTER 
1997 
$  MIL 


CHANGE 
FROM 
1996 

% 


MARGINS   

1ST  1ST 

QUARTER  QUARTER 

1997  1996 

%  % 


5-YEAR  GROWTH 


MARKET 
VALUE 


ON  ON  EARNINGS  SHARES 

INVESTED  COMMON              COMMON  PER  OUTSTANDING 

CAPITAL  EQUITY  P-E       EQUITY  SHARE  4-18 

%  %  4-18         %  %  $  MIL. 


MLH 

EAR 


MONTANA  POWER 

281.1 

6 

47.6 

18 

16.9 

15.2 

7.5 

12.1 

10 

4 

-6 

1181 

2 

NEW  ENGLAND  ELECTRIC  SYSTEM 

638.1 

9 

63.2 

-1 

9.9 

10.9 

7.0 

12.5 

11 

3 

3 

2238 

3 

NEW  YORK  STATE  ELECTRIC  &  GAS 

588.1 

-5 

82.0 

-17 

13.9 

15.9 

5.4 

8.6 

10 

4 

1 

1489 

2 

NORTHEAST  UTILITIES 

975  4 

-5 

26.0 

-65 

2.7 

7.2 

1.0 

-2.0 

NM 

6 

-50 

1124 

-0 

NORTHERN  STATES  POWER 

742.5 

3 

65.8 

-2 

8.9 

9.4 

7.4 

12.2 

12 

7 

9 

3194 

3 

OHIO  EDISON 

604.8 

1 

79.9 

3 

13.2 

12.6 

6.4 

12.2 

9 

1 

25 

3051 

2 

ORANGE  &  ROCKLAND  UTILITIES 

243.3 

-15 

7.0 

-52 

2.9 

5.1 

6.5 

9.2 

13 

2 

-2 

461 

2 

PACIFICORP 

1169.8 

16 

121.0 

-7 

10.3 

12.9 

6.6 

11.6 

12 

4 

10 

5718 

1 

PG&E 

3365.5 

50 

180.8 

-31 

5.4 

11.6 

4.8 

7.7 

15 

2 

-2 

9583 

1 

PORTLAND  GENERAL 

368.1 

22 

60.0 

19 

16.3 

16.8 

7.2 

14.4 

13 

8 

4 

1822 

2 

POTOMAC  ELECTRIC  POWER 

389.1 

-11 

23.0 

56 

5.9 

3.4 

5.6 

12.1 

12 

2 

-8 

2637 

1 

PP&L  RESOURCES 

785.8 

0 

123.8 

1 

15.8 

15.6 

5.8 

12.0 

10 

3 

-1 

3152 

2 

PUBLIC  SERVICE  CO.  OF  COLORADO 

677.7 

9 

62.9 

-2 

9  '-; 

10.3 

8.2 

12.3 

14 

7 

4 

2504 

2 

PUBLIC  SERVICE  CO.  OF  NEW  MEXICO 

298.8 

J  4 

24.9 

-6 

8.3 

10.9 

6.4 

9.3 

10 

2 

43 

695 

1 

PUBLIC  SERVICE  ENTERPRISE  GROUP 

1732.6 

-4 

206.4 

.1 

11.9 

11.0 

6.6 

11.4 

10 

3 

2 

5574 

2 

ROCHESTER  GAS  &  ELELIKIU 

314.8 

2 

41.4 

-2 

13.2 

13.7 

NA 

11.3 

8 

6 

4 

714 

2 

SCANA 

385.1 

-3 

58.7 

-16 

15.2 

17.8 

7.3 

12.1 

13 

10 

4 

2641 

1 

SOUTHERN 

2585.0 

7 

228.0 

-10 

8.8 

10.5 

6.8 

11.7 

13 

6 

3 

14387 

1 

SOUTHWESTERN  PUBLIC  SERVICE  (4) 

226.2 

1 1 

8.6 

-52 

3.8 

8.9 

7.0 

12.8 

16 

2 

1 

1483 

2 

TECO  ENERGY 

363.5 

7 

43.4 

2 

11.9 

12.4 

9.7 

16.0 

14 

7 

6 

2881 

1 

UNICOM 

1750.0 

4 

130.8 

-17 

7.5 

9.4 

5.6 

10.8 

7 

NA 

87 

4184 

2 

UNION  ELECTRIC 

487.3 

-2 

31.6 

-21 

6.5 

8.1 

6.4 

12.2 

13 

2 

0 

3600 

2 

WASHINGTON  WATER  POWER 

284.0 

15 

29.8 

-29 

10.5 

16.9 

NA 

9.0 

16 

6 

1 

]  000 

1 

WHEELABRATOR  TECHNOLOGIES 

248.2 

13 

38.3 

4 

15.4 

16.7 

5.7 

8.7 

19 

20 

-3 

2057 

0 

WPS  RESOURCES 

263.0 

19.0 

-22 

7.2 

9.7 

6.3 

9.1 

14 

5 

-2 

597 

1 

(B)  GAS,  OIL  &  TRANSMISSION 

GROUP  COMPOSITE 

12699.2 

37 

888.5 

21 

7.0 

7.9 

7.6 

12.9 

16 

8 

7 

34327 

2 

BROOKLYN  UNION  GAS  (3) 

589.3 

-1 

80.3 

8 

13.6 

12.5 

81 

13.7 

11 

9 

11 

1377 

2 

COLUMBIA  GAS  SYSTEM 

1527.7 

27 

162.7 

8 

10.7 

12.6 

8.2 

13.6 

14 

7 

22 

3224 

4 

EASTERN  ENTERPRISES 

376.9 

-10 

28.2 

-14 

7.5 

7,8 

8.1 

12.5 

12 

-4 

18 

673 

2 

EL  PASO  NATURAL  GAS 

1831.0 

202 

53.0 

NM 

2.9 

NM 

4.1 

7.3 

20 

11 

-13 

3328 

2 

MCN 

788.8 

0 

85.9 

5 

10.9 

10.3 

7.9 

14.7 

17 

16 

17 

1918 

1 

NICOR 

900.0 

28 

40.4 

-11 

4.5 

6.5 

9.7 

15.9 

14 

0 

4 

1621 

2 

ONEOK  (4) 

473.7 

2 

38.2 

-1 

8.1 

8.3 

NA 

13.3 

15 

3 

8 

812 

2 

PACIFIC  ENTERPRISES 

794.0 

26 

52.0 

-4 

6.6 

8.6 

8.4 

14.5 

13 

5 

8 

2532 

2 

PANENERGY 

2643.0 

56 

136.3 

34 

5.2 

6.0 

9.6 

16.1 

17 

14 

18 

6554 

2 

PIEDMONT  NATURAL  GAS  (2) 

312.5 

31 

37.3 

9 

11.9 

14.3 

8.2 

12.3 

13 

10 

10 

700 

■  id 

SONAT 

1122.3 

5  1 

66.8 

4  7 

6.0 

6.2 

10.4 

14.0 

20 

8 

19 

4493 

2 

USX  DELHI  GROUP 

338.7 

22 

1.4 

4;.' 

0.4 

0.9 

4.1 

4.6 

23 

NA 

-29 

126 

0 

WILLIAMS 

1001.4 

12 

105.9 

1 

10.6 

11.7 

6.4 

10.8 

20 

23 

23 

6968 

2 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


A&PIOc 

Abbott  Laboratories  1 2d 
ABM  Industries  21  d 
ACNielsen  21d 
ADC  Telecomm  22a 
Admmistalt  21  e 
Adobe  Systems  1  Be 
Advanced  Micro  9d 
ADVO  21c 
AEP  Industries  15a 
Aeroquip-Vickers  15a 
AES  24a 
AFLAC  17b 
Ahmanson  (H  F.)  17c 
Air  Products  &  Chemicals  4 
Airborne  Freight  23c 
AK  Steel  Holding  16b 
Alaska  Air  Group  23a 
Albemarle  4 
Alberto-Culver  6d 
Albertson's  10c 
Alcoa  16a 
Alex  Brown  17a 
Alexander  &  Baldwin  23d 
Alleghany  17a 
Allegheny  Power  24a 
Allegheny  Teledyne  5 
Allergan  12b 
AlliedSignal  5 
Allslate  17b 
Alltel  22b 
Alumax  16a 
Amerada  Hess  11a 
America  West  Holdings  23a 
American  Bankers  Insurance  1 7b 
American  Brands  6e 


American  Electric  24a 
American  Express  17a 
American  Freightways  23c 
American  General  17b 
American  Greetings  14d 
American  Home  12b 
Amencan  Intl  Group  17b 
American  Mgmt  Systems  18c 
American  National  17b 
American  Standard  13a 
American  Stores  10c 
Amentech  22b 
Ames  Dept  Stores  8 
Ametek  9a 
A  r  1 1 ,  ■  f  ■  r  i  12b 
Amoco  11a 
AMP  9d 
Amphenol  9d 
AMR  23a 

Analog  Devices  9d 
Andiew  9b 
Anheuser-Busch  6c 
Apogee  Enterprises  21a 
Apple  Computer  18b 
Applied  Industrial  Tech  21b 
Applied  Materials  15c 
APS  Holding  21b 
Arbor  Drugs  12a 
Arco  Chemical  4 
Arkansas  Best  23d 
Armco  16b 
Armstrong  World  6b 
Arrow  Electronics  21b 
Arvin  Industries  2b 
Ascend  Communications  18c 
Ashland  11a 

Associates  First  Capital  17a 


AST  Research  18b 
AT&T  22a 

Atlantic  Energy  24a 
Atmel  9d 

Automatic  Data  18c 

Auto/   8 

Avery  Dennison  15a 
Avnet  21b 
Avon  Products  6d 
AVX  9d 
Aztar  14c 


Baker  (J ) 
Baker  Hughes  11b 
Ball  7a 

Baltimore  G&E  24a 
Banc  One  3b 
Bancorp  Hawaii  3d 
Bank  ol  Boston  3a 
Bank  of  New  York  3a 
BankAmerica  3d 
Bankers  Trust  3a 
BanPonce  3c 
Banta  21c 
Bard  (C  R)  12d 
Barnes  &  Noble  8 
Barnett  Banks  3c 
Bausch  &  Lomb  1 2d 
Baxter  International  1 2d 
Bay  Networks  18c 
BDM  International  18c 
Bear  Stearns  17a 
Beckman  Instruments  9c 
Bccton,  Dickinson  12d 
Bed  Bath  X  Beyond  6b 
Bell  &  Howell  18a 


Bell  Atlantic  22b 
Bell  Industries  21b 
BellSouth  22b 
Bemis  7b 

Bergen  Brunswig  12a 
Best  Buy  6b 
Beverly  Enterprises  12c 
Bindley  Western  Inds  12a 
Birmingham  Steel  16b 
Black  &  Decker  15b 
Block  (H&R)  17a 
Bob  Evans  Farms  14a 
Boise  Cascade  19a 
Boise  Cascade  Office  Prods  21b 
Bon  Ton  Stores  8 
Borders  Group  8 
Borg-Warner  Security  21d 
Bowater  19b 
Bradlees  8 

Briggs  &  Stratton  1 5c 
Brightpoinl  21b 
Brinker  International  14a 
Bristol-Myers  Squibb  12b 
Brooklyn  Union  Gas  24b 
Brown  Group  6a 
Brown-Forman  6c 

Km. i  10c 

8runswick  14d 
Brylane  8 

Burlington  Northern  Santa  Fe  23b 
Burlington  Resources  11a 
Butler  Mfg.  21a 


Cabletron  Systems  18c 
Cabot  4 

Cadence  Design  Systems  18c 


Caliber  System  23d 
Campbell  Soup  10b 
Capital  One  Financial  17a 
Cardinal  Health  12a 
Carlisle  15a 
Carnival  14d 
Carpenter  Tech  16b 
Carson  Pine  Scott  8 
Case  15c 

Casey's  General  Stores  10c 
Caterpillar  15c 
CDW  Computer  Centers  8 
CellStar  21b 
Centerior  Energy  24a 
Central  &  South  West  24a 
Century  Aluminum  16c 
Century  Telephone  22a 
Ceridian  18c 

Champion  Enterprises  13b 
Champion  Intl  19b 
Charming  Shoppes  8 
Chase  Manhattan  3a 
Chesapeake  19b 
Chevron  11a 

Chiquita  Brands  Intl  10b 
Chiron  12b 
Chrysler  2a 
Cilcorp  24a 
Cincinnati  Bell  22b 
Cincinnati  Financial  17b 
Cincinnati  Milacron  15b 
CINergy  24a 
Cmtas  21d 
Cipsco  24a 
Circuit  City  Stores  6b 
Circus  Circus  14c 
Cirrus  Logic  9d 


Cisco  Systems  18c 
Citicorp  3a 
Clayton  Homes  13b 
Clorox  6d 
CMS  Energy  24a 
CNF  Transportation  23c 
Coastal  11a 
Coca-Cola  6c 
Coca-Cola  Enterprises  6c 
Cognizant  21d 
Cole  National  8 
Colgate-Palmolive  6d 
Coltec  Industries  15c 
Columbia  Gas  24b 
Comdisco  18c 
Comerica  3b 
Commerce  Group  17b 
Commercial  Metals  16b 
Commonwealth  Inds  16c 
Compaq  Computer  18b 
CompuCom  Systems  18a 
CompuServe  18c 
Comsal  22a 
ConAgra  10b 
Conrail  23b 

Consolidated  Edison  24a 
Cons  Freightways  23d 
Consolidated  Papers  19b 
Consolidated  Stores  8 
Continental  Airlines  23a 
Cooper  Industries  9a 
Cooper  Tire  &  Rubber  2c 
Corning  15a 
Corporate  Express  8 
Costco  8 

Countrywide  Credit  17a 
CPC  International  10b 


Cracker  Barrel  14a 

mi  21b 
Crestar  Financial  3c 
Crown  Cork  &  Seal  7a 
CSX  23b 

CUC  International  21d 
Cummins  Engine  2b 
CVS  12a 

Cyprus  Amax  Minerals  16c 
Cytec  Industries  4 


Dana  2b 

Danaher  15b 

Darden  Restaurants  14a 

Data  General  18b 

Dayton  Hudson  8 

Dean  Foods  10b 

Dean  Witter,  Discover  17a 

DecisionOne  Hldgs  18c 

Deere  15c 

Dekalb  Genetics  10b 
Delchamps  10c 
Dell  Computer  18b 
Delta  Air  Lines  23a 
Deluxe  18a 
Dexter  15d 
Dial  6d 

Diamond  Offshore  lib 
Diebold  18a 
Digital  Equipment  18b 
Dillard  8 

Disney  (Walt)  14d 
Dole  Food  10b 
Dollar  General  8 
Dominick's  Supermarkets  10 
Dominion  Resources  24a 
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Georgia  Gull  4 
Georgia-Pacific  19a 
Getty  Realty  21b 
Giant  Food  10c 
Gillette  6d 
Global  Marine  lib 
Golden  Poultry  10b 
Good  Guys  6b 
Goodrich  (B.F.)4 
Goodyear  Tire  &  Rubber  2c 
Goody's  Family  Clothing  8 
GPU  24a 
Grace  (W.  R.)  4 
Grainger  (W  W  )  21b 
Great  ASP  10c 
Great  Lakes  Chemical  4 
Great  Western  17c 
Green  Tree  Financial  17a 
GTE  22b 

Gtech  Holdings  18c 
Guidant  12d 
Guilford  Mills  15d 
Gulfstream  Aerospace  1 


Halliburton  lib 
Handleman  21  d 
Hanna  (M  A)  14b 
Kannaford  Brothers  10c 
Harcourt  General  5 
Parley-Davidson  14d 
harnischfeger  15c 
Harrah's  Entertainment  14c 
Harris  9b 
Harsco  15a 
Hasbro  14d 
Hawaiian  Electric  24a 
Hayes  Wheels  Intl  2b 
HBO  18c 

Health  Care  &  Retirement  12c 
Health  Management  Assets  1 2c 
Healthsouth  12c 
Hechinger  8 
Heilig-Meyers  6b 
Heinz  (H.J.)  10b 
Hercules  4 
Hershey  Foods  10b 
Hewlett-Packard  18b 
Hillenbrand  15a 
Hills  Stores  8 
Hilton  Hotels  14c 
Home  Depot  8 
HON  Industries  18a 
Honeywell  9c 

Honzon/CMS  Healthcare  12c 

Hormel  Foods  10b 

Host  Marriott  14c 

Host  Marriott  Services  14a 

Hub  Group  23c 

Hubbell  9a 

Hudson  Foods  10b 

Hughes  Electronics  9b 

Hughes  Supply  21b 

Hunt  (J.B.)  23d 

Huntington  Bancshares  3b 


IBM  18b 

IKON  Office  Solutions  5 
Illinois  Tool  Works  15a 
lllinova  24a 
IMC  Global  4 
InaCom  21d 
Ingersoll-Rand  15c 
Ingram  Micro  18c 
Inland  Steel  16b 
Integrated  Health  Svcs.  12c 
Intel  9d 
Interface  15d 
Intergraph  18c 
Intermet  16c 
Interstate  Bakeries  10b 
Intimate  Brands  8 
International  Flavors  4 
Intl.  Multifoods  10a 
International  Paper  19b 
Intl.  Specialty  Prods  4 
Intuit  18c 
Iomega  18b 
ITT  Hartford  Group  17b 
ITT  Industries  5 


Jabil  Circuit  9d 
Jacobs  Engineering  21a 
James  River  19b 
Jefferson  Smurfit  7b 
Johnson  &  Johnson  1 2d 
Johnson  Controls  15a 


Jones  Apparel  Group  6a 


K  ill  Communications  20 
Kaiser  Aluminum  16a 
Kaman  21b 

Kansas  City  Power  &  Light  24a 
Kansas  City  Southern  23b 
Kaufman  &  Broad  13b 
Kellogg  10b 
Kellwood  6a 
Kerr-McGee  11a 
KeyCorp  3b 
Kimball  Intl  6b 
Kimberly-Clark  19b 
Kmart  8 

Knight-Ridder  20 
Kohl's  8 
Kroger  10c 


La-Z-Boy  6b 
La  large  13a 
Lam  Research  15c 
Lands'  End  8 
Landstar  System  23d 
LCI  International  22a 
Lear  2b 

Leggett  &  Piatt  6b 

Lehman  Brothers  Holdings  17a 

Lennar  13b 

Lexmark  Intl.  Group  18b 
LG&E  Energy  24a 
Lilly  (Eh)  12b 
Limited  8 

Lincoln  Electric  15b 
Lincoln  National  17b 
Litton  Industries  9b 
Liz  Claiborne  6a 
Lockheed  Martin  1 
Longs  Drug  Stores  12a 
Louisiana-Pacific  19a 
Lowe's  8 
LSI  Logic  9d 
LTV  16b 

Lucent  Technologies  22a 
Lukens  16b 


Mac  Frugal's  8 
MagneTek  9a 
Mail-Well  7b 
Mallinckrodt  12d 
Manor  Care  12c 
Manpower  21d 
Mark  IV  Industries  15a 
Marriott  Intl.  14c 
Marsh  &  McLennan  17a 
Marshall  &  llsley  3b 
Marshall  Industries  21b 
MascoTech  2b 
Mattel  14d 
Maxxam  16a 
May  Department  Stores  8 
Maytag  6b 
MBNA  3a 
McCormick  10b 
McDonald's  14a 
McDonnell  Douglas  1 
McGraw-Hill  20 
MCI  Communications  22a 
McKesson  12a 
MCN  24b 

M.DC  Holdings  13b 

Mead  19b 

Media  General  20 

Medtronic  1 2d 

Mellon  Bank  3a 

MEMC  Electronic  Materials  9d 

Mercantile  Bancorp.  3b 

Mercantile  Stores  8 

Merck  12b 

Meredith  20 

Merrill  Lynch  17a 

Meyer 'Fred)  8 

Michaels  Stores  8 

MicroAge  18a 

Micron  Electronics  18b 

Micron  Technology  9d 

Microsoft  18c 

MidAmencan  Energy  Holdings  24a 
Miller  (Herman)  18a 
Minnesota  Mining  15a 
Mirage  Resorts  14c 
Mitchell  Energy  11a 
Mobil  11a 

Mohawk  Industries  15d 
Molex  9d 
Monsanto  4 


Montana  Power  24a 

Pilgrim's  Pride  10b 

Service  Merchandise  8 

Morgan  (J  P.)  3a 

Pinkerton's  21d 

ServiceMaster  21d 

Morgan  Stanley  17a 

Pioneer  Hi-Bred  10b 

Shaw  Industries  15d 

Morrison  Knudsen  21a 

Pitney  Bowes  18a 

Sherwin-Williams  13a 

Morton  International  4 

Pittston  Brink's  Group  21d 

Shoney's  14a 

Motorola  9b 

Pittston  Burlington  Group  23c 

ShopKo  Stores  8 

Mueller  Industries  16c 

Pittway  5 

Silicon  Graphics  18b 

Murphy  Oil  11a 

PNC  Bank  3a 

Smart  4  Final  10a 

Musicland  Stores  14d 

Polaris  Industries  15a 

Smith  (A  O  )  2b 

Polaroid  14d 

Smith  International  lib 

Portland  General  24a 

Smithfield  Foods  10b 

Nabisco  Holdings  10b 

Potlatch  19b 

Snap-on  15b 

Nabors  Industries  11b 

Potomac  Electric  24a 

Solectron  9d 

Nacco  Industries  15b 

PP&L  Resources  24a 

Sonal  24b 

Nalco  Chemical  4 

PPG  Industries  13a 

Sonoco  Products  7b 

National  City  3b 

Praxair  4 

Southern  24a 

National  Semicond  9d 

Premark  Intl  5 

Southern  National  3c 

National  Service  9a 

Procter  &  Gamble  6d 

Southern  New  Eng  Tel  22b 

National  Steel  16b 

Proffitt's  8 

Southland  10c 

NationsBank  3c 

Progressive  17b 

SouthTrust  3c 

Navistar  International  2a 

ProSource  10a 

Southwest  Airlines  23a 

NCH  6d 

Provident  1 7b 

Southwestern  PS  24a 

NCR  18b 

Providian  1 7b 

Spiegel  8 

Neiman  Marcus  Group  8 

PS  Co.  of  Colorado  24a 

Sports  Authority  8 

New  England  Electric  24a 

PS  Co.  of  New  Mexico  24a 

Springs  Industries  15d 

New  York  State  E&G  24a 

Public  Service  Ent  24a 

Sprint  22a 

New  York  Times  20 

Pulte  13b 

SPX  15b 

Newell  15a 

Newport  News  Shipbuilding  23c 
Nicor  24b 

St.  Jude  Medical  12d 
Stage  Stores  8 

Quaker  Oats  10b 

Standard  Federal  Bancorp  17c 

Nike  6a 

Quaker  State  11a 

Standard  Motor  Prods.  2b 

NL  Industries  4 

Qualcomm  9b 

Standard  Products  2b 

Noble  Affiliates  11b 

Quality  Food  Centers  10c 

Standard  Register  18a 

Nordstrom  8 

Quanex 16b 

Stanley  Works  15b 

Norfolk  Southern  23b 

Quest  Diagnostics  12c 

Staples  8 

Norrell  21d 

Quorum  Health  Group  12c 

Star  Banc  3b 

Nortek  13a 

Northeast  Utilities  24a 

State  Street  3a 
Sterling  Chemicals  4 

Northern  States  24a 

Ralston  Purina  10b 

Stewart  &  Stevenson  15c 

Northern  Trust  3b 

Raychem  9a 

Stone&  Webster  21a 

Northrop  Grumman  1 

Raymond  James  Finl.  17a 

Stori6  Conts  iner  7b 

Northwest  Airlines  23a 

Rayonier  19a 

Stryker  12d 

Norwest  3b 

Raytheon  9b 

Summit  Bancorp  3a 

Novell  18c 

Read-Rite  9d 

Sun  11a 

Nucor  16b 

Reader's  Digest  20 

Sun  Microsystems  18b 

Nynex  22b 

Reebok  International  6a 

SunAmenca  17b 

..... 

Regions  Financial  3c 

Sunbeam  6b 

ReliaStar  Financial  17b 

Sundstrand  1 

Oakwood  Homes  13b 

Republic  New  York  3a 

SunGard  Data  Systems  18c 

Occidental  Pet.  11a 

Revco  D.S.  12a 

SunTrust  Banks  3c 

Office  Depot  8 

Revlon  6d 

Supervalu  10a 

OfficeMax  8 

Reynolds  Metals  16a 

Sybase  18c 

Ohio  Casualty  17b 

Rhone-Poulenc  Rorer  12b 

Sybron  International  1 2d 

Ohio  Edison  24a 

Richfood  Holdings  10a 

Sysco  10a 

Old  Kent  Financial  3b 
Ofin  4 

Rite  Aid  12a 
RJR  Nabisco  6e 

Olsten  21d 

Roadway  Express  23d 

Talbots  8 

Omnicom  Group  21c 

Robert  Half  International  21d 

Tandem  Computers  18b 

Oneok  24b 

Rochester  G&E  24a 

Tandy  6b 

Oracle  18c 

Rock-Tenn  7b 

Tech  Data  18a 

Orange  &  Rockland  Uts  24a 

Rockwell  International  5 

Teco  Energy  24a 

Oregon  Steel  Mills  16b 

Rohm  4  Haas  4 

Tecumseh  Products  13a 

Oryx  Energy  11a 

Rohrl 

Tektronix  9c 

Outback  Steakhouse  14a 

Ross  Stores  8 

Teleflex  15a 

Owens  &  Minor  1 2d 

Rouge  Steel  16b 

Telephone  &  Data  Sys.  22a 

Owens  Corning  13a 

Royal  Caribbean  Cruises  14d 

Tellabs  22a 

Owens-Illinois  7a 

RPM  13a 

Temple-Inland  7b 

Rubbermaid  15a 

Tenet  Healthcare  12c 

jjJlMHBllmwffllM! 

Ruddick  10c 

Teradyne  9c 

Pacific  Enterprises  24b 

Russell  6a 

Terra  Inds.  4 

Pacific  Telesis  Group  22b 

Ryder  System  23c 

Texaco  11a 

PacifiCorp  24a 

Ryerson  Tull  21b 

Texas  Industries  13a 

PameWebber  Group  17a 
Pall  5 

Texas  Instruments  9d 
Textron  5 

Pamida  Holdings  8 

Safeguard  Scientifics  18c 

Thiokol  1 

PanEnergy  24b 

Safety-Kleen  21d 

Thomas  4  Belts  9a 

Parametric  Technology  18c 

Safeway  10c 

Thorn  Apple  Valley  10b 

Parker  Hannifin  15a 

Saks  Holdings  8 

3Com  18b 

Paychex  18c 

Sallie  Mae  17a 

3M  15a 

Payless  Cashways  8 

Salomon  17a 

360  Communications  22a 

Payless  ShoeSource  8 

Samsomte  15a 

Tiffany  8 

Penn  Traffic  10c 

Sara  Lee  10b 

TIG  Holdings  17b 

Penney  (J.C.)8 

Savannah  Foods  10b 

Time  Warner  20 

Pennzoil  11a 

SBC  Communications  22b 

Times  Mirror  20 

Pentau  15c 

Scana  24a 

Timken  15c 

Pep  Boys  8 

Schering-Plough  12b 

TJX  8 

Perkin-Elmer  9c 

Schlumberger  lib 

Toll  Brothers  13b 

Petsmart  8 

Scholastic  20 

Torchmark  17b 

Pfizer  12b 

Schuller  19b 

Toro  6b 

PG&E  24a 

Schulman  (A.)  4 

Tosco  11a 

Phar-Mor  12a 

Schwab  (Charles)  17a 

Toys  'R'  Us  8 

Phelps  Dodge  16c 

SCI  Systems  9d 

Tracor  9b 

PHH21d 

Scientific-Atlanta  22a 

Transamerica  17b 

Philip  Morris  6e 

Scotts  4 

Travelers  Group  17a 

Phillips  Petroleum  11a 

Scripps  (E  W.)  20 

Travelers  Property  Casualty  1 7b 

Phillips  Van  Heusen  6a 

Seagate  Technology  18b 

Tribune  20 

PhyCor  12c 

Sealed  Air  15a 

Trump  Hotels  14b 

Piedmont  Natural  Gas  24b 

Sears.  Roebuck  8 

TRW  5 

Pier  1  Imports  6b 

Service  Corp  Intl  21  d 

Tupperware  15a 

20th  Century  Industries  17b 
Tyco  Intl  15c 


U  S  Bancorp  3d 
U.S.  Home  13b 
U  S  Office  Products  8 
U  S  Robotics  22a 
U  S  Surgical  1 2d 
UAL  23a 

UCAR  International  9a 
Unicom  24a 
Unih  15d 
Union  Camp  7b 
Union  Carbide  4 
Union  Electric  24a 
Union  Pacific  23b 
Union  Pacific  Resources  11a 
Union  Planters  3c 
Union  Texas  11a 
UnionBanCal  3d 
Unisource  Worldwide  21b 
Unisys  18b 

United  Asset  Mgmt.  17a 
United  Technologies  1 
United  Wisconsin  Services  12c 
Unitrin  17b 
Universal  Foods  10b 
Universal  Forest  Products  19a 
Universal  Health  12c 
Unocal  11a 
'  IN!  im  17b 

US  Airways  Group  23a 

US  West  Communications  22b 

USF&G  17b 

USFreightways  23d 

USG  13a 

USLife  17b 

UST  6e 

USX-Delhi  Group  24b 
USX-Marathon  11a 
USX-U  S.  Steel  16b 


Valero  Energy  11a 
Valspar  13a 
Value  City  8 
Vanstar  18c 
Varian  Associates  9b 
Vastar  Resources  11a 
Vencor  12c 
Venture  Stores  8 
VF  6a 
Viad5 

Volt  Info.  Sciences  21 d 
Vulcan  Materials  13a 
VWR  Scientific  Products  21b 


Waban  8 
Wachovia  3c 
Wal-Mart  Stores  8 
Walgreen  12a 
Wallace  Computer  18a 
Walter  Industries  16b 
Warner-Lambert  12b 
Washington  Mutual  17c 
Washington  Post  20 
Washington  Water  Power  24a 
Weatherford  Enterra  lib 
Wells  Fargo  3d 
Western  Atlas  lib 
Western  Digital  18b 
Westinghouse  Electric  9a 
WestPoinl  Stevens  6a 
Westvaco  19b 
Weyerhaeuser  19b 
Wheelabrator  Techs  24a 
Whirlpool  6b 
Whitman  5 

Willamette  Industries  19a 
Williams  24b 
Williams-Sonoma  6b 
Winn-Dixie  Stores  10c 
Witco  4 

WLR  Foods  10b 
WMX  Technologies  21a 
Woolworth  8 
Worthington  Inds  16b 
WPS  Resources  24a 


Xerox  18b 
Yellow  23d 
York  Intl.  13a 
ZaJe  8 

Zenith  Electronics  6b 


RIIQIMFQc;  WFFIC   /  H/l  flV    1  O     1QQ7    \  A<\ 


Personal  Business 


EDITED  BY  KERRY  CAPELL 
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Erik  Schneider  hated  to 
contend  with  the 
mountain  of  bills  he 
kept  returning  to  after  his 
frequent  business  trips.  So 
last  spring  when  the  Prince- 
ton (N.J.)  sales  and  market- 
ing consultant  learned  about 
Security  First  Network 
Bank,  which  claims  to  be  the 
first  bank  on  the  World  Wide 
Web  to  allow  customers  to 
pay  bills,  shuffle  funds  be- 
tween accounts,  and  handle 
other  banking  chores,  he  was 
thrilled.  "I  have  my  computer 
with  me  all  the  time," 
he  says.  "So  it's  not  go-  | 
ing  to  get  any  more 
convenient." 

Or  cheaper.  Basic 
sfnb  checking  accounts 
carry  no  monthly  fees 
or  minimum  balance  re- 
quirements, and  since 
the  bank,  with  only  one 
physical  branch — in  At- 
lanta— carries  lower 
overhead  costs  than  its 
more  established  competitors, 
consumers  are  able  to  reap 
the  benefits.  For  instance, 
Schneider  opened  a  money 
market  account  at  3.5%,  well 
above  the  national  average  of 
2.6%.  sfnb  hopes  to  add  in- 
surance products  and  broker- 
age capabilities.  Of  course,  in 
some  ways,  Schneider  still 
banks  the  old-fashioned  way. 
He  uses  an  sfnb  atm  card, 
writes  the  odd  paper  check, 
and  phones  a  customer  ser- 
vice representative,  available 
toll-free  at  any  time. 
HYPE,  NOT  HELP,  sfnb  is  tiny 
relative  to  most  of  its  com- 
petitors. But  must  major- 
banks,  and  scores  of  smaller- 
institutions  and  credit  unions, 
soon  will  be  letting  customers 
"bank  by  browser"  as  well. 
The  bulk  of  current  banking- 
related  Web  sites  serve  up 
little  more  than  glorified  on- 


line brochures.  Until  now, 
most  consumers  who  have 
wanted  true  home  banking- 
have  generally  punched  com- 
mands into  a  touch-tone 
phone  or  connected  with  a 
bank  using  a  personal  finance 
software  program  such  as  In- 
tuit's  Quicken  or 
Microsoft  Money. 
Or  they  used  pro- 
prietary software 
that  connects 
with  a  bank's  pri- 
vate network. 
Chase  Manhat- 


ington  Web  Bank,  Royal  Bank 
of  Canada,  and  Wells  Fargo, 
that  allow  customers  to  make 
transactions  at  their  Web 
sites.  But  Jupiter  Communi- 
cations, a  market  research 
firm,  predicts  that  the  num- 
ber of  online  banking  house- 


Quicken  software  or  fr 
their  browsers)  can  get  st 
and  mutual-fund  data,  r< 
time  insurance  quotes,  £  pthe 
the  Bank  Rate  Monitor 
find  surveys  on  CD  rates 
home  equity  lines  of  credi 
Microsoft's  Investor 


Ions 
of 


tan  customers  have  been  able 
to  transfer  money,  pay  bills, 
and  monitor  account  activity 
using  Money  or-  Quicken,  at 
a  cost  (deducted  from  your 
account)  of  $2.95  per  month 
and  50(Z  per 
transaction. 
In  A  p  r  i 1 , 
however,  Chase  (800  242- 
7324)  introduced  a  propri- 
etary program  that  lets  con- 
sumers handle  these  same 
capabilities  for  free.  Later 
this  year,  customers  will  be 
able  to  do  the  tasks  on  the 
Web,  also  without  extra  fees 
being  charged. 

Chase  will  be  joining  a  still 
relatively  small  roster  of  in- 
stitutions, including  Bank  of 
America,  First  Union,  Hunt- 


BANKING 


holds  will  reach  4.5  million  by 
the  end  of  1997,  up  from  2.5 
million  in  1996.  By  yearend, 
online  transactions  will  grow 
from  155  million  to  286  mil- 
lion, Jupiter-  figures.  And  by 

  2002,  more 

than  18  mil- 
lion house- 
holds will  make  some  1.4  bil- 
lion transactions. 

Meanwhile,  a  number  of 
banks  hope  to  broaden  their 
online  fare,  offering  rapid  ap- 
proval on  mortgages,  auto 
loans,  insurance  products,  se- 
curities trading,  and  so  on — 
that  is  already  available  else- 
where on  the  Web.  For 
example,  consumers  who  ac- 
cess the  Quicken  Financial 
Network  (either  directly  from 


fkictil 

Web  site  lets  people  trs  press 
portfolios,    r  ead  busim 
news,  and  trade  via  W 
links  to  E.Schwab,  Fidelit  >r 
Web  Xpress,  e*trade,  a 
PC  Financial  Network.  Me; 
while,  Block  Financial's  G 
ductor  Web  site  (www.c 
ductor.com),  is  a  financial 
permarket  where  consumi 
can  pay  bills,  pore  throu 
stock  data,  and  get  free  Lj". 
surance  quotes. 

Some  important  behir  L 
the-scenes  developments  a  P 
will  simplify  online  banki:  ; 
In  January,  CheckFree,  In  fcut! 
it,  and  Microsoft  agreed  t<  hi\\ 
standard  called  Open  Fin;  \\M 
cial  Exchange  to  make  it  si  Li, 
pier  for  banks  to  more  sea  * 
lesslv  swap  data  over  t 


1  Rn   RIIQIMCCC  \MCCU   I  M  AV    lO  1QQ7 


ith  consumers  via  desk- 
id  Web-based  software, 
cts  adhering  to  ofx 
appear-  this  fall.  Quick- 
Money  users,  for  in- 
!,  will  be  able  to  view 
ame  up-to-the-second 
:e  and  transaction  in- 
:ion  that  is  available  at 
A. 

AROUND.  With  every- 
a  mere  mouse  click 

it  may  not  much  mat- 
your  bank  is  located 
the  street  or  the  coun- 

onsider:  About  30%  of 
of  America's  home 

lg  checking  customers 


e  outside  the  11  states 
uch  the  bank  has  a  re- 
resence.  Says  David 
lan,  director  of  money 
trategies  at  Forrester 
rch:  "You  no  longer 
to  settle  for  whatever 
:al  bank  offers." 


Of  course,  if  you're  happy 
with  your  Main  Street  thrift, 
ask  them  what  their  cyber- 
plans  are.  When  will  the 
bank  offer  bill-paying  and 
other  account  capabilities 
over  the  Net?  Do  they  ex- 
pect to  provide  a  full  range  of 
financial  planning  and  bro- 
kerage services?  Then  exam- 
ine the  bank's  current  Web 
site.  Does  it  offer  easy  navi- 
gation? If  it  doesn't  meet 
your  expectations,  check  out 
the  home  pages  of  other  well- 
known  banks  or  consult 
FiTech  Inc.'s  MyBank  Direc- 
tory page  (www.mybank. 
com),  which  provides 
hyperlinks  to 
more  than  600 
U.  S.  and  foreign 
banks'  Web  sites. 
What's  more, 
|  Internet  transac- 
tions cost  banks 
J  far  less  than  do 
I  those  in  tradition- 
al branches.  Ac- 
cording to  Booz, 
I  Allen  &  Hamil- 
ton, a  transaction 
in  a  full-service 
branch  costs 
$1.07.  By  con- 
,  trast,  the  average 
telephone  trans- 
action costs  banks 
54(2;  ATM  ma- 
chines, 27(2;  and  PC 
banking,  about  1.5(2.  A 
Web  transaction  costs 
just  a  penny.  In  time,  con- 
sumers should  expect  savings 
to  be  passed  along  to  them. 

Some  banks  are  already 
shedding  online  fees,  though 
you'll  still  typically  fork  over 
between  $3  and  $7  per  month 
for  electronic  bill  paying. 


Then  again,  if  you  write  more 
than  20  checks  each  month, 
you'll  save  on  32(2  stamps. 
Meanwhile,  many  companies 
are  working  on  "bill  present- 
ment" systems,  so  when  your 
utility  bill  comes  due,  say,  a 
message  will  pop  up  asking 
if  you  want  to  pay  it. 

Many  of  the  consumers 
who  have  resisted  cyber- 
banking  thus  far  are  worried 
about  security.  But  banks, 
which  employ  top-notch  en- 
cryption techniques,  are  try- 
ing to  assuage  these  fears. 
Wells  Fargo,  for  example, 
guarantees  your  losses  if 
funds  vanish  from  your  ac- 
counts. And  with  increasingly 
secure  browsers  and  the  ad- 
vent of  "smart  cards" — a  chip 
embedded  in  a  credit-card- 
like piece  of  plastic — Inter- 
net accounts  should  become 
even  safer.  Indeed,  Wells  Far- 
go plans  to  use  a  Mondex 
smart  card  that,  along  with 
passwords,  will  enable  con- 
sumers to  digitally  identify 
themselves. 

ELECTRONIC  MOOLA.  Smart 
cards  may  also  eventually  be 
used  to  help  turn  PCs  into 
atms.  No,  your  computer 
won't  be  able  to  spit  out  cold 
currency.  But  in  the  future, 
smart  cards  may  digitally 
store  the  electronic  equivalent 
of  cash,  downloaded  via  your 
PC.  Westport  (Conn.)-based 
Home  Financial  Network  has 
an  alliance  with  Fischer  In- 
ternational, which  makes  a 
$60  smart-card  reader  that  fits 
into  a  personal  computer's  3.5- 
inch  disk  drive  slot. 

However,  it  may  be  years 
before  smart  cards  are  widely 
accepted  in  the  U.  S.  Minus 


Banking  on  the  Internet 


INTUIT 

:ken  program  connects  to 
Lit  43  banks,  and  the 
:ken  Financial  Network  Web 
(www.qfn.com)  offers 
irance  quotes,  tax  info,  and 
ual-fund  data.  Separate 
kNOW  service  lets  folks  pay 
;  on  AOL,  and,  later  this 
;  the  Web. 


MECA  SOFTWARE 


MICROSOFT 

Microsoft  Money  personal- 
finance  software  includes 
hot  links  to  online  banking 
Web  sites  and  its  own 
Microsoft  Investor  site 
(investor.com),  where 
consumers  can  track  and 
trade  securities. 


smart  cards,  hfn  presently 
sells  its  banking  software  to 
Barnett  Banks,  First  Union, 
and  other  institutions. 

The  next  generation  of  fi- 
nancial management  offer- 
ings over  the  Internet  should 
also  incorporate  the  "push" 
model  popularized  by  Point- 
Cast, a  Webcaster  of  news 
and  other  services.  The  idea 
is  to  dispatch  custom-select- 
ed information  directly  to 
consumers,  thereby  sparing 
them  the  bother  of  search- 
ing the  Web  for  it.  MECA 
Software  now  peddles  its 
Managing  Your  Money  pro- 
gram directly  to  banks.  The 
banks,  in  turn,  are  passing 
the  program  on  to  cus- 
tomers, usually  at  no  cost. 
meca  cut  a  deal  with  Marim- 
ba, a  software  company,  to 
test  a  concept  in  which  each 
morning,  people  will  be  able 
to  peek  at  account  balances, 
check  out  company  news  re- 
lated to  their  stock  holdings, 
and  get  the  local  paper — all 
without  having  to  log  onto 
the  Net. 

Through  its  One  On  One 
Banking  service,  Vertigo  De- 
velopment Group  is  working 
on  a  similar  idea.  Intelligent 
software  agents  will  let  con- 
sumers receive  such  person- 
alized messages  as  "your  six- 
month  CD  is  coming  due  next 
month.  Click  here  to  explore 
investment  options." 

Several  other  behind-the- 
scenes  ventures  will  make  life 
easier  for  those  who  want  to 
bank  over  the  Internet.  Who 
knows?  Before  long,  it  may 
be  simpler  to  get  cash  from 
your  computer  than  your  pig- 
gy bank.  Edward  Baig 


WELLS  FARGO 


Jointly  owned  by  several 
banks,  its  Managing  Your 
Money  software  program  is 
distributed  free  at  many 
banks.  In  the  works:  a  pilot 
program  to  "push"  account 
info,  stock  quotes,  and  other 
financial  news  tailored  to 
consumers. 


Web  site  (www.wellsfargo.com) 
allows  Net  consumers  to 
access  account  histories, 
schedule  bill  payments,  order 
checks,  buy  travelers  checks, 
and  transfer  money  between 
accounts.  Bill-paying  service 
costs  $5  a  month. 
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Personal  Business 


TODAY'S  TRAINING  GROUND 
FOR  TOMORROW'S  JOCKS 


The  13-year-old  boys' 
baseball  team  coached 
by  Marietta  (Ga.) 
pathologists'  assistant 

Bob  King  practices  10  hours 
a  week  year-round.  Yet  most 
won't  even  earn 
a  place  on  the  lo- 
cal high  school  roster,  King 
figures. 

As  more  kids  participate 
in  a  wider  array  of  sports — 
and  competition  at  the  high 
school  level  intensifies — sum- 
mer sports  camps  have  be- 
come a  logical  training 
ground  to  give  kids  an  edge. 
Many  camps  reported  a  50% 
increase  in  attendance  last 
summer.  The  largest  spike  in 
campers  comes  from  female 
athletes:  More  than  2  million 
high  school  girls  currently 
participate  in  a  sport,  and 
that  number  is  increasing  5% 
annually,  according  to  the  Na- 
tional Federation  of  State 
High  School  Assns.  There  is 
a  camp  for  every  sport,  no 
matter  what  your  child's  skill 
level — including  nontradition- 
al  ones  such  as  mountain  bik- 
ing and  white-water  rafting. 
Many  programs  have  mid- 
June  deadlines,  so  you'll  need 
to  register  soon. 

Recognizing  this  emerging 
market,  sports  academies  and 
companies  such  as  Nike  are 
sponsoring  programs  that 


CAMPS 


promise  something  for  every- 
one, including  parents.  For 
example,  at  Nike's  Pebble 
Beach  golf  camp — $1,250  for 
two,  minus  lodging — adults 
can  join  their  children,  age  7 
and  above,  for  a  week  of  in- 
struction and  play. 

If  your  child's 
goal  is  simply  to 
improve  for  high  school 
athletics  or  leam  the  funda- 
mentals of  one  sport,  a 
nonboarding  summer 
camp  run  by  the  local 
high  school  or  college  is 
probably  sufficient.  Here, 
for  an  average  cost  of 
$500  per  week,  kids  re- 
ceive instruction  from 
college-age  athletes. 
DAILY  ROUTINE.  But  if 
your  child  wants  more 
intensive  instruction, 
consider  an  academy, 
many  of  which  can  be 
found  by  running  an 
Internet  search  using 
the  key  words  "sports 
camp."  Although  they're 
open  to  anyone,  sports 
academies  typically  are 
geared  toward  those 
with  real  athletic  poten- 
tial. Most  cost  around 
$3,000  for  a  month-long 
residential  stay  and  allow 
kids  to  concentrate  on  one 
sport  but  receive  exposure 
to  a  number  of  others.  For 
example,  Nick  Bolletieri,  the 
former  coach  of  tennis  pros 


Andre  Agassi  and  Monica 
Seles,  is  adding  ice  skating 
and  ballet  to  the  curriculum 
at  his  22-year-old  tennis 
academy. 

After  you  have  determined 
what  type  of  program  your 
child  should  attend,  request 
a  daily  itinerary.  It's  a  good 
idea  to  interview  the  camp's 
director  about  the  amount 
and  level  of  instruction.  Col- 
lege coaches  instruct  for  a 
minimum  of  six  hours  daily 
at  all  of  Nike's  200  five-day 
camps,  which  are  open  to 
boarders  and  commuters.  Be- 
ginning next  summer,  Alberto 
Salazar,  the  former  champion 


NIKE  CAMPS:  College  coaches  teach  kids 


distance  runner,  will  run 
Nike-sponsored  track-and-field 
camps. 

But  intensive  training  may 
be  preferable  to  sports-camp 
"factories,"   which  feature 


A  Sampling  of  Summer  Sports  Programs 


CAMP/LOCATION/PHONE 

SPORTS 

COST 

BOLLETIERI  SPORTS 

Braedenton,  FL;  800  872-6425 

Tennis,  soccer,  baseball,  football,  golf,  and  in 
1988,  ice  skating  and  ballet 

$398/5  days 
$998/1  month 

KUTSHER'S  SPORTS  ACADEMY 

Monticello,  NY;  800  724-0238 

All  sports,  including  lacrosse, 

softball,  gymnastics,  martial  arts,  and  volleyball 

$2850/1  month 
$4950/2  months 

NIKE  SPORTS 

200  locations;  800  645-3226 

All  sports,  including  white-water 
rafting,  golf,  and  in-line  skating 

$500  to  $625 
5  days 

U.S.  SPORTS 

Six  Northern  states;  800  669-5049 

Swimming 

$500/1  week 

DATA:  BUSINESS  WEEK 

high  camper-to-coach  rai 
and  overemphasize  unsti 
tured  play.  Local  camps 
usually  the  biggest  offend 
since  they  tend  to  hire  h 
school  athletes  at  barg; 
basement  prices.  Ideally 
camp  should  offer  a  minirr 
of  one  instructor  for  everj 
kids,  says  Don  Shaw,  wh 
girls'  volleyball  camp  at  Si 
ford  University  has  one  co 
for  every  four  girls  and  c( 
$495  for  five  days  (415  ' 
0561).  Typically,  the  more 
pensive  the  camp,  the  bet 
the  ratio.  A  four-week 
at  Kutsher's  Sports  Acade 
in  New  York's  Catskill  Mo 
tains,  which  featu 
more  than  a  do 
sports,  runs  ab 
$2,850— but  there  is 
coach  for  every  th 
campers. 

Then,  look  into 
coaches'  experience.  A 
ing  about  the  turno 
rate  of  the  camp's  £ 
will  give  you  an  ide 
how  well  the  progran 
run  and  how  much 
structors  actually  w 
to  be  on  the  field  cos 
ing — rather  than  va 
tioning.  If  your  chile 
interested  in  a  ca 
that  advertises  pro  s 
letes  as  coaches,  si 
as  the  Offense-Defe 
football  program 
Hofstra  University 
Hempstead,  N.  Y.  (< 
243-42%),  you'll  want  to  m, 
sure  the  coaches  do  nv 
than  visit  in  the  morning 
a  pep  talk.  At  Offense 
fense,  even  the  15  NFL  p 
ers  who  run  the  progr 
along  with  100  high  sc 
and  college  coaches  and  ei 
nfl  coaches,  must  en 
mentoring  young  playe 
otherwise,  they  aren't  as] 
back,  says  camp  director  E 
Whittier.  Jerome  Bettis 
nfl's  leading  rusher  in  IS 
will  join  the  staff  this  si 
mer  for  the  $315  five-c 
camp. 

No  doubt  your  kid  is  pr 
ably  a  long  shot  for  the  N 
But  who  knows — maj 
someday  there  will  be 
scholarship  for  white-wa 
rafting.        Brad  Wolver 
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The  New  Standard 
Isn't  Gold. 


1  K 


obis 


5490 

SINCE 


Credit  line  up  to 

H00,000 


MBNA®  Platinum  Plus  .  .  . 
the  only  card  you'll  ever  need. 


y  No  Annual  Fee 

y  5.9%  Fixed  Introductory  Annual  Percentage 
Rate  (APR)  for  cash  advance  checks  and 
balance  transfers'!" 

y  Priority  Customer  service — 24  hours  a  day 

y  Credit  line  increase  decisions  in  1 5 
minutes  or  less 

y  $  1  million  Travel  Accident  Insurance* 

y  Free  Year-End  Summary  of  Charges 

>•  MBNA  Platinum  Plus  Registry — 
card  and  document  registry,  emergency 
cash  and  airline  tickets,  and  more 

►  Exclusive  MBNA  Platinum  Plus  fraud  and 
privacy  protection 

y  Free  express  delivery  for  card  replacement 

y  Supplemental  lost  checked  luggage 
protection — up  to  $3,000 


Call  1-800-523-7666  to  Request  Yours  Today! 


Please  mention  priority  code  QQRA  when  calling. 
MBNA* 

PLATINUM  pLUS 

t   b   e       n   e   w        s   /   a    n   d  a    r  d 

f  The  Annual  Percentage  Rate  (APR*  tur  purchases  and  ATM  and  Bank  cash  advances  is  16.99%  The  current  promotional  APR  utter  tor  cash  advance  checks  and  balance  transfers  is  5  °9E  through  your  first  five  statement  closing  dates, 
commencing  the  month  after  your  account  is  opened  When  your  minimum  monthly  payment  is  not  received  by  the  close  of  the  first  complete  billing  cycle  following  us  Payment  Due  Date,  or  when  the  promotional  offer  expires,  whichever 
occurs  first,  your  APR  for  both  new  and  outstanding  cash  advance  balances  (consisting  of  cash  advance  check  and  balance  transfer  transactions)  will  be  16  99%  Transaction  fee  for  Bank  and  ATM  cash  advances  is  29f  of  each  cash  advance 
(minimum  $2)  Transaction  tee  lor  credit  card  cash  advance  checks  is  I9i  ot  each  cash  advance  (minimum  $2,  maximum  $10)  Transaction  fee  for  the  purchase  of  wire  transfers,  money  orders,  bets,  lottery  tickets,  and  casino  gaming  chips  is 
29?  of  each  such  purchase  (minimum  $2)  Cash  advances  and  balance  transfers  may  not  be  used  to  pay  off  or  pay  down  any  MBNA  account  MBNA  may  alWate  your  monthly  payments  to  your  promotional  APR  balanced)  before  your 
nonpromotional  APR  balamds)  I  understand  that  if  this  credit  card  application  is  approved  for  an  account  with  a  credit  line  of  less  than  55,000,  I  will  receive  a  Preferred  Card. 

*  Certain  restrictions  apply  to  this  benefit  and  others  described  in  the  materials  sent  soon  after  your  account  is  opened  Preferred  Card  Customer  benefits  differ  Year- End  Summary  of  Charges  is  not  available,  maximum 
Common  Carrier  Travel  Accident  Insurance  coverage  is  up  to  $500,000;  and  there  are  additional  costs  lor  Registry  benefits,  MasterCard  is  a  federally  registered  service  mark  ot  MasterCard  Internationa]  Inc.,  used 
pursuant  to  license 

MBNA  is  a  federally  registered  service  mark  of  MBNA  Amenta  Bank,  N  A 

MBNA  America  Bank,  N.A.,  is  the  exclusive  issuer  and  administrator  of  the  Platinum  Plus  credit  card  program. 
OIW  MBNA  America  Bank.  N  A  AD  U9-97 


Enter  Symbol: 


INTC  -  INTFL  CORP 

E.change 

NASOAO 

Delay 

at  least  15  minutes 

Last  Price 

97  7,8  at  13  20 

Change 

Up  7/8  (<0  90%) 

High 

98  7*  at  12  37 

96  al  10  29 

Open 

97  1/8 

Previous  Close 

97  on  9/19 

Volume 

SS.P  Comslock 

7.472,100 

Here's  to  America  Online.  The  coolest  place  for  the  hottest  tips. 
Track  your  portfolio. ..research  companies. ..plan  your  next 
market  move.  Play  the  market  with  America  Online,  and  you'll 
discover  great  returns. 

There's  something  for  everyone  on  America  Online.  From  non-stop  sports  action  to  instant  Internet 

access.  From  exchanging  e-mail  with  family  and  friends  to 
"chatting"  about  your  favorite  hobby.  From  breaking  news  to 
business  forums. 

Plus  you  can  enjoy  BusinessWeek  Online.  Leaf  through  the 
magazine's  electronic  pages  for  global  business  information 
and  analysis  —  before  it  hits  the  newsstand.  Even  interact  with 
editors  and  newsmakers  online. 
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Apetky  woild  economy  *nd  '.urging 
poiale  ptofth  ineflii  iff  IRU  lo  h» 


El  BW  Daily  BnefmR 

leytnarkei  mlofioi 


We're  forecasting  strong  appreciation  of  the  results. 
Because  America  Online  is  as  easy  as  it  is  informative. 


KESSII  Simply  point,  click,  and  you're  ON 

Try  AOL  FREE  for  50  Hours,  can  Today  1  -  800-293-3600 
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Lsiness  Week  Index 


)UCTION  INDEX 


ange  from  last  week:  0.2% 
ange  from  last  year:  4.7% 


PRODUCTION  INDEX 

Apr.l9=122.4 
  1992=100   


pr.  Aug.  Dec.  Apr 

96  1996  1996  1997 

index  is  a  4-week  moving  average 

duction  index  edged  higher  during  the  week  ended  Apr.  19.  Before 
ion  of  the  four-week  moving  average,  the  index  rose  strongly,  to 
from  122.4  in  the  previous  week.  In  the  latest  week,  the  seasonally 
1  output  levels  of  cars,  coal,  and  lumber  were  up  sharply,  but  truck 
ion  declined,  probably  reflecting  parts  shortages  because  of  a  strike, 
jer  Plains  flooding  also  slowed  rail-freight  traffic. 

tion  index  copyright  1997  by  The  McGraw-Hill  Companies 


)ING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%CHG 

PRICES  (4/25)  S&D  500 

765.37 

766.34 

17.1 

RATE  BOND  YIELD.  Aaa  (4/25) 

7.75%  7.73% 

3  6 

rRIAL  MATERIALS  PRICES  (4/25) 

105  1 

104.7 

-4.0 

■SS  FAILURES  (4/18) 

NA 

NA 

NA 

STATE  LOANS  (4/16)  billions 

NA 

NA 

NA 

SUPPLY.  M2  (4/14)  billions 

$3,895.8 

$3, 897. Or 

4.4 

.  CLAIMS.  UNEMPLOYMENT  (4/19)  tho 

us.  324 

332 

-12.7 

i:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun 
reet  (failures  of  large  companies),  Federal  Reserve,  Labor  Dept. 

REST  RATES 

IL  FUNDS  (4/29) 

LATEST 
WEEK 

5  53'-'.. 

WEEK 
AGO 

5.50% 

YEAR 
AGO 

5.50°, 

RCIAL  PAPER  (4/30)  3-month 

5  72 

5.70 

5.40 

ICATES  OF  DEPOSIT  (4/30)  3  month 

5.72 

5.71 

:  ,3 

MORTGAGE  (4/25)  30-year 

8  22 

8.29 

8.16 

TABLE  MORTGAGE  (4/25)  one  year 

6.05 

6.16 

5.84 

(4/25) 

8.50 

:-:  '  ,i  i 

8  25 

:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial 

Markets 

PRODUCTION  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

STEEL  (4/26)  thous.  of  net  tons 

2,057 

2,069# 

1.5 

AUTOS  (4/26)  units 

131,261 

1  32  541rS 

-6.9 

TRUCKS  (4/26)  units 

119,192 

12O,705rff 

10  0 

ELECTRIC  POWER  (4/26)  millions  of  kilowatt-hrs. 

56,464 

',(.,.'■)' IB f) 

1.5 

CRUDE-OIL  REFINING  (4/26)  thous.  of  bbl./day 

14,275 

14.275# 

1.2 

COAL  (4/19)  thous.  of  net  tons 

20,363# 

18,561 

2.6 

LUMBER  (4/19)  millions  of  ft. 

505. 1# 

485  4 

9.9 

RAIL  FREIGHT  (4/19)  billions  of  ton-miles 

26. 2# 

25.3 

-1.5 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAi.  SFPA2,  Association  of 
American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (4/30)  $/troy  oz. 

340.150 

341.000 

-13.3 

STEEL  SCRAP  (4/29)  #1  heavy,  $/ton 

133.50 

137.00 

-4.3 

COPPER  (4/25)  e/ib. 

115.4 

110.2 

-10.0 

ALUMINUM  (4/25)  <z/ib. 

76.0 

74.5 

2.0 

COTTON  (4/26)  strict  low  middling  1-1/16  in.,  e/lb.  69.17 

68.64 

18  1 

OIL  (4/29)  $/bbl. 

20.15 

19.22 

-3.4 

CRB  FOODSTUFFS  (4/29)  1967=100 

2  37  63 

239  86 

-5.8 

CRB  RAW  INDUSTRIALS  (4/29)  1967=100 

333.37 

332.90 

-1.4 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (4/30) 

LATEST 
WEEK 

126  95 

WEEK  YEAR 
AGO  AGO 

126.19  104.37 

GERMAN  MARK  (4/30) 

1.73 

1.71 

1.53 

BRITISH  POUND  (4/30) 

1.62 

1.62 

1  50 

FRENCH  FRANC  (4/30) 

5.84 

5.78 

5.17 

ITALIAN  LIRA  (4/30) 

1712.2 

1702.5  1564.5 

CANADIAN  DOLLAR  (4/30) 

1.40 

1.39 

1.36 

MEXICAN  PESO  (4/30) 

7.944 

7.873 

7.480 

TRADE-WEIGHTED  DOLLAR  INDEX  (4/30) 

107.1 

106.4 

97.2 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars,  Trade-weighted  dollar  via  J. P.  Morgan. 


sta  in  the  production  indicators  are  seasonally  ad[usted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
it.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA-Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


VEHICLE  SALES 

May  5  ►  Vehicle  sales  likely  fell  to 
lal  rate  of  13.3  million  in  April, 
k7  million  in  March.  That's  the 
forecast  of  economists  surveyed  by 
ernational,  one  of  The  McGraw-Hill 
lies.  Car  buying  was  strong  in  the 
arter,  helped  by  warm  weather  and 
x  refunds.  Although  some  auto  mak- 
report  sales  earlier,  all  companies 
have  reported  until  this  date. 

W  INVENTORIES 

/,  May  6,  10  a.m.EDi>  Manufactur- 
Jably  increased  their  inventories  by 
l  March,  the  same  healthy  gain 
d  in  February. 


PRODUCTIVITY  AND  COSTS 

Wednesday,  May  7,  10  a.m.EDT  ►  Output 
per  hour  worked  in  the  nonfarm  sector  prob- 
ably grew  at  an  annual  rate  of  2%  in  the 
first  quarter,  after  a  1.2%  advance  in  the 
fourth.  If  so,  nonfarm  productivity  increased 
1%  over  the  past  year.  Last  quarter's  strong 
output  gain  was  mostly  met  by  an  equally 
robust  growth  in  hours  worked.  As  a  result, 
unit  labor  costs  likely  increased  by  0.5%  in 
the  first  quarter,  after  a  2.6%  advance  in 
the  fourth.  The  report  will  also  include  data 
on  fourth-quarter  productivity  and  costs  in 
the  nonfinancial  sector.  This  data,  while  lag- 
ging behind  the  total  nonfarm  numbers, 
seem  to  better  reflect  the  anecdotal  reports 
on  efficiency  in  this  expansion.  Nonfinan- 


cial-sector  productivity  rose  2.2%  in  the 
year  ended  in  the  third  quarter. 

BEIGE  BOOK 

Wednesday,  May  7,  2  p.m. edt  ►  The  Feder- 
al Reserve  Board  will  release  its  compila- 
tion of  economic  activity  around  its  12  dis- 
tricts. The  beige  book  is  prepared  in 
advance  of  the  Fed's  upcoming  policy 
meeting  on  May  20. 

INSTALLMENT  CREDIT 

Wednesday,  May  7,  3  p.m. edt  ►  The  mms 
survey  expects  that  consumers  added  $6 
billion  in  new  credit  in  March,  only  a  bit 
less  than  the  $6.7  billion  taken  on  in 
February. 
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%R  great  guide 
to  making 
money  in  the 
stock  market/' 

—MICHAEL  F.  PRICE, 

.    President,  Mutual  Senes  Funds,  Inc. 

This  book 
is  great!" 

—ALAN  "ACE"  GREENBERG 

Chairman  of  the  Board,  Bear  Stearns 


"Consider  this  book  your 
treasure  map  to  stock 
market  fortune!" 

-MICHAEL  STEINHARDT. 

the  "Dean"  of  Wall  Street 
hedge  fund  managers 

'I  hope  few  investors  read 
this  smart,  sophisticated, 
fun  book.  I  don't  want 
competition  profiting  from 
its  very  real  insights." 

-ANDREW  TOBIAS, 

bestselhng  author  of 
The  Only  Investment  Guide 
You'll  Ever  Need 

"There  are  many  ways 
to  make  money 
in  the  market; 
these  are  some 
of  the  best!" 

—JIM  ROGERS. 

CNBC,  author  of  Investment  Biker 


YOU  CAN  BE  A 

STICK 
MARKET 
GENIUS 


(Even  if  you're  1 
not  too  smart!  J 

UNCOVER  THE  SECRET  HIDING  PLACES 
OF  STOCK  MARKET  PROFITS 

TOEL  GREENBLATT 


I© 
____ 


SIMON  &  SCHUSTER 

A      VIACOM  COMPANY 

http://www.SimonSays.com 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABB  60 
Acer  64, 113 
Adidas  76 

Advanced  Micro  Devices 

(AMD)  42,113 
Affiliated  Managers  Group  88 
Allstate  (ALL)  36,92 
American  Airlines  (AMR)  48 
American  International  Group 

(AIG)  98 

America  Online  (AOL)  6, 8, 48, 
100,113 

Apple  Computer  (AAPL)  6,100 
Asset  Strategy  Consulting  88 
AT&T  (T)  6.50,128 
AudioNet  108 

B 


Baird  (Robert  W)  84 

Baldwin  Piano  (BPA0)  64 

Bank  of  America  (BAC)  84,150 

Barclays  Global  Investors  88 

Bamett  Banks  150 

BBN  (BBN)  6 

Beal  (M  R.)  88 

Bear  Stearns  (BSC)  42,128 

BellSouth  (BLS)  128 

BIA  44 

Biochem  Pharma  (BCHXF)  104 
Block  Financial  (HRB)  150 
BMW  8 

Boeing  (BA)  50 
Bombardier  (BBD  B)  50 
Booz  Allen  &  Hamilton  150 
Brother  Industries  98 
Burger  King  46 
Burson-Marsteller  58 
By-Tel  113 


Cablevision  Systems  (CVC)  8 
Chaisson  Motors  8 
Chase  Manhattan  (CMB)  85, 
128,150 

Checkers  (CHKR)  46 
Chevron  (CHV)  128 
Choice  Hotels  International  8 
Chrysler  (C)  128 
Chubb (CB)  92 
Citicorp  (CCD  85,128 
CKE  Restaurants  (CKE)  46 
Classic  Sports  Network  8 
CNN  48 

Coca-Cola  (K0)  76 
Compaq  Computer  (CPQ)  42,  85, 
113 

Conference  Board  33 
Conseco  (CNC)  50 
Corcoran  Group  24 
Credit  Suisse  First  Boston  128 


Daewoo  58,64 

Daniels  44 

Dataquest  42 

Davis  Financial  Fund  98 

Dean  Witter  Reynolds  (DWD)  24 

Dell  Computer  (DELL)  42,113 


Delphi  Automotive  (GM)  64 
Digital  Equipment  (DEC)  42 
DRI/McGraw-Hill  (MHD)  130 


Electrolux  60 

Enhanced  Security  Planning  12 
Excite  113 
Exxon  (X0N)  128 


Ferragamo  (Salvatore)  127 
Fidelity  Investments  6 
Fidelity  National  Financial 
(FNF)  46 
Firstar  (FSR)  84 
First  Chicago  NBD  (FCN)  84 
First  Union  (FTV)  150 
Fischer  International  150 
FITech  150 
Flagstar  Bank  36 
Footstar  76 
Ford(F)  39,128 
Forrester  Research  150 
Fox  Network  (NWS)  44 
FurmanSelz  127 


Gateway  2000  (GATE)  113 
GE  Capital  (GE)  50 
General  Motors  (GM)  64, 108, 
128 

Geneva  Group  6 
Gilead  Sciences  (GILD)  104 
Glaxo  Wellcome  (GLX)  104 
Goldman  Sachs  38,88 
Gordon  &  Glickson  48 
Grey  Advertising  127 
GTE (GTE)  6,  50 


Hardee's  46 
Heilig-Meyers  (HMY)  98 
Hewlett-Packard  (HWP)  42 
Hildebrandt  36 

Hirsch  International  (HRSH)  98 
Hitachi  (HIT)  64 
Home  Financial  Network  150 
Home  Shopping  Network 
(HSN)  44 
Honda  (HMC)  54 
HPR(HPRI)  127 
Huntington  150 


IBM  (IBM)  6,42,50.88,113, 
128 

Imasco  (IMS)  46 
ING  Barings  54 
Intel  (INTO  6,21,42,85,108, 
113,128 

International  Data  42,113 
Intuit  (INTV)  150 
Investor  60 


Jupiter  Communications  108, 
150 


Kapor  Enterprises  100 


Karan  (Donna)  (DK)  50 
KFC  58 

Kidder  Peabody  94 
Klein  (Anne)  50 
Kmart  (KM)  128 

L 


Laredo  National  Bank  64 
Lehman  Brothers  (LEH)  54, 104 
Leucadia  National  (LUK)  50 
LG  64 

Lotus  Development  (IBM)  100, 
113 

Lucent  Technologies  (LU)  50,  64 
Lycos  113 

M 


Macroeconomic  Advisers  128 
Marimba  150 
MasterCard  48 

Matsushita  Electric  Industrial  64 
May  Department  Stores  (MAY)  50 
McDonald's  (MCD)  58 
McGraw-Hill  155 
MCI  Communications 

(MCIC)  113 
McKinsey  58,  100 
MECA  Software  150 
Mendelsohn/Zien  46 
Mercantile  Bancorp  (MTL)  84 
Merrill  Lynch  (MER)  92,94, 128, 

130 

Mesa(MXP)  6 
Michelin  107 

Micro  Design  Resources  42 
Microsoft  (MSFT)  42, 48, 48,  58, 

108,113,128,150 
MMS  International  (MHP)  155 
Montgomery  Ward  50 
Moody's  Investors  Service  94 
Morgan  Stanley  (MS)  76. 94, 

128,130 

N 


National  City  (NCC)  84 
NationsBank  (NB)  84 
Netscape  Communications 
(NSCP)  113 
NexGen  42 
Nike(NKE)  76,152 
Niss.in  54 

Nomura  Securities  94 
Nordbanken  60 

Northwest  Airlines  (NWAC)  48,  58 
Norwest  (NOB)  38 


Oppenheimer  88 
Oracle  (ORCL)  6 
P 


Packard  Bell  NEC  42, 113 
PaineWebber  (PW)  24 
Paradigm  88 
Patricof  127 
PCTravel.com  48 
PepsiCo  (PEP)  85 
Peterson  Tool  127 
Pinnacle  Systems  21 
Playboy  Enterprises  (PLA)  127 
PNC  Bank (PNC)  84 
PointCast  150 
Progressive  Networks  1 08 
Protein  Design  Labs  (PDLI)  104 
Prudential  Insurance  88 
Puma  76 


Quaker  Oats  (OAT)  128 
QVC  44 


Rally's  Hamburgers  (RLLO  46 
RBI  Communications  113 
Reebok  International  (RBK)  76 
Roy  Rogers  46 

S 


Saab  60 

Salomon  Brothers  (SB)  92, 12 
Samsung  58 
Sanyo  64 

Savoy  Pictures  (SPE!)  44 
Sears  (S)  50 
S-E-Banken  60 

Security  First  Network  Bank  1i ,L 
Sharp  58 
Shearson  (LEH)  88 
Shore  Trust  39 
Sibson  40 
Silver  King  44 
SKF  60 

SmithKlme  Beecham  (SBH)  It 
Sony  (SNE)  58,  64 
Standard  &  Poor's  (MHP)  98 
State  Farm  36 
Sun  Microsystems  (SUNW)  11 
Symantec  (SYMC)  21 

T 


Bill 

ft  ral 


:; 


Tajima  Industries  98 
Teledesic  50 
Ticketmaster  48 
(imefTWX)  48 
TotalNews  48 
Toyota  (T0Y0Y)  54 
Transatlantic  Holdings  (TRH) 
Travelers/Aetna  Property  (TAP)  !:; 
Travelogix  48 
TriarcfTRY)  128 
True  Value  Hardware  64 

U 


III  " 


UAL  (UAL)  128 
UBS  Securities  44, 54, 84 
Umbro  USA  76 
United  Airlines  (UAL)  48 
US  Airways  (U)  50 
U.  S.  Robotics  (USRX)  50,113 
U.S.  Trust  98 
U  S  West  (USW)  50 


II!,.,.. 

to 


Vertigo  Development  150 
Vietnam  Airlines  32A 

W 


Bl:.:;, 


Wal-Mart  Stores  (WMT)  58,64 
Warner  Bros.  (TWX)  44 
Washington  Post  48 
Washington  Research  Group  4 1 
Wells  Fargo  (WFC)  150 
Wendy's  46 
Willis  Faber  92 
Worthington  Growth  98 


Xerox  (XRX)  50,100 
Y 


Yahoo1  (YHOO)  113 
Z 


Zenith  Electronics  (ZE)  64 
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/estment  Figures  of  the  Week 


%  change 


BEST-PERFORMING  Last 


500 

Oct.     Apr.  Apr.  24-30 


801.34 

■  795 


k change       1 -week  change 

1%  +3.6% 


IENTARY 

i  rallied  mightily,  with 
w  Jones  industrials  gain- 
9%  for  the  week.  The 
ir  S&P  500  did  even  bet- 
icking  a  3.6%  increase, 
are  within  striking  dis- 
of  the  highs  set  earlier 
year.  The  beleaguered 
cap  stocks  rallied  last 
too,  but  they're  in  the 
ir  the  year.  The  equity 
took  its  cues  from  the 
market,  which  cheered 
iment  economic  reports 
i  inflation  in  the  midst  of 
growth.  Long-term  Trea- 
dropped  below  7%  for 
st  time  in  over  a  month. 


REST  RATES 


ISURY  BOND  INDEX 

Oct.     Apr.  Apr.  24-30 


1470 
1459.04 

■  1445 


k  change 


1-week  change 

+1.4°/ 


■  1395 


JAL  FUNDS 


10*"  mm  U.S.  Diversified  S»  All  Equity 
;al  return         52-week  total  return 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

7009.0 

2.9 

25.9 

NASDAQ  Combined  Composite 

1260.8 

2.7 

5.9 

S&P  MidCap  400 

257.1 

2.3 

8.4 

oolv  ollldllUdp  DUU 

1  Jo.  / 

1.6 

2.8 

S&P  SuperComposite  1500 

170.7 

3.4 

20.1 

%  change 

crrTADc 

Latest 

Week 

Year 

Bloomberg  Information  Age 

244.6 

5.1 

17.1 

S&P  Financials 

90.9 

6.5 

38.9 

S&P  Utilities 

186.1 

1.7 

-3.1 

PSE  Technology 

250.2 

3.6 

13.0 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

4436.0 

1.1 

16.2 

Frankfurt  (DAX) 

3438.1 

1.2 

37.2 

Tokyo  (NIKKEI  225) 

19,151.1 

2.2 

-13.1 

Hong  Kong  (Hang  Seng) 

12,903.3 

1.5 

17.7 

Toronto  (TSE  300) 

5976.6 

1.7 

16.1 

Mexico  City  (IPC) 

3756.6 

-1.8 

17.9 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

GROUPS 


month  % 


Last  12 
months  % 


Machine  Tools 
Computer  Software 
Trucking 
Airlines 
Cosmetics 


18.6  Semiconductors  63.7 

15.6  Savings  &  Loans  55.8 
12.8  Invest.  Banking/Brkrge.  48.8 

12.7  Computer  Software  47.4 
12.0  Household  Products  46.9 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Oil  &  Gas  Drilling 
Shoes 

Defense  Electronics 
Gold  Mining 
Hospital  Management 


-14.4 
-12.2 
-11.7 
-10.1 
-5.8 


Gold  Mining 
Broadcasting 
Engineering  &  Constr. 
Defense  Electronics 
Machine  Tools 


-34.1 
-17.3 
-16.7 
-14.2 
-11.1 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


S&P  500  Dividend  Yield  1.86%  1.90%  2.16% 

S&P  500  P/E  Ratio  (Last  12  mos.)     20.1  19.9  19.2 

S&P  500  P/E  Ratio  (Next  12  mos.)*    16.6  16.2  NA 

First  Call  Earnings  Surprise*  3.52%  3.64%  NA 

TECHNICAL  INDICATORS  Latest 


Week 
ago 


Reading 


S&P  500  200-day  average  730.1  726.8  Positive 

Stocks  above  200-day  average       56.0%  54.0%  Neutral 

Options:  Put/call  ratio                  0.58  0.69  Negative 

Insiders:  Vickers  Sell/buy  ratio       1.76  1.96  Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Micron  Technology 

353/s 

-5 

Wells  Fargo 

267  5/8 

-16'/2 

Texaco 

104'/2 

-5 

Ameritech 

61 

-'/4 

L.M.  Ericsson-ADR 

31  '/2 

-2^16 

Motorola 

567/s 

-3^8 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Intel 

150 

107/8 

Cisco  Systems 

50 

17/8 

Ascend  Communications 

41  7/l6 

"/16 

Philip  Morris 

39 'A 

1^64 

WorldCom 

23 'A 

l'/4 

Amgen 

587s 

2'/4 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.08 

5.06 

4.84 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.23 

5.37 

5.14 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.23 

5.22 

4.87 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.89 

6.00 

5.62 

GENERAL  OBLIGATIONS 

5.05% 

5.07% 

5.59% 

5.63% 

10-YEAR  TREASURY  NOTES 

6.71 

6.89 

6.66 

PERCENT  OF  TREASURIES 

75.23 

73.77 

80.37 

79.42 

30-YEAR  TREASURY  BONDS 
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Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

EV  Trad.  Greater  India 

9.8 

Amerindo  Technology  D 

-12.8 

Latin  America 

3.7 

Precious  Metals 

-7.6 

Papp  America-Abroad 

8.9 

Van  Wagoner  Post-Venture 

-12.4 

Financial 

3.6 

Real  Estate 

-2.8 

L.  Roy  Papp  Stock 

8.4 

Van  Wagoner  Micro-Cap 

-12.1 
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3.4 

Small-cap  Growth 

-2.0 

Rydex  OTC 

8.3 

Blanchard  Precious  Metals 

-11.9 

Large-cap  Blend 

3.3 

Natural  Resources 

-1.9 

Fidelity  Select  Prokerage 

7.7 

Cappiello-Rush  Gold 

-11.0 

Large-cap  Value 

2.5 

Small-cap  Blend 

-0.7 

Leaders 
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52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 
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47.9 
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46.7 
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-42.6 
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28.9 

Japan 
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43.0 
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28.1 
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-14.0 
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18.0 

Diversified  Pacific/Asia 

-8.7 
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39.0 

Van  Wagoner  Emerging  Gr. 

-38.0 

Large-cap  Value 

17.4 

Communications 

-4.1 

e  as  of  market  close  Wednesday,  Apr.  30,  1997,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Apr.  29.  For  a  more  detailed  explanation,  write 
lude  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 


THE  END  OF  CONVENTIONAL  WISDOM 


We  stand  humbled  before  this  mighty  American  economy. 
Chugging  into  its  seventh  year  of  expansion,  it  con- 
tinually surprises.  No  other  business  cycle  has  confounded  ex- 
perts and  policymakers  in  so  many  ways.  In  its  strength 
(growing  an  amazing  5.6%  in  the  first  quarter),  stamina,  and 
soundness,  this  economy  defies  conventional  wisdom. 
Let  us  count  the  ways. 

Conventional  wisdom  says  that  an  unemployment  rate  of 
5.2%  is  below  nairu,  economists'  term  for  the  unemploy- 
ment rate  below  which  inflation  starts  to  accelerate.  Compe- 
tition for  workers  at  this  low  rate  should  be  generating 
wage  inflation,  sending  overall  prices  higher.  Oops.  The  eci,  or 
employment  cost  index,  rose  a  mere  0.6%  in  the  first  quarter 
and  is  up  only  2.9%  for  the  year.  It  was  only  yesterday  that 
nairu  was  said  to  be  6.5%.  How  low  can  unemployment  go? 
No  one  really  knows.  Sorry,  bond  market  vigilantes. 

Conventional  wisdom  says  that  a  hike  in  the  minimum 
wage  should  "infect"  all  wages,  triggering  inflation.  Mini- 
mum wages  are  currently  being  raised,  thanks  to  Congress 
and  the  President,  but  the  biggest  wage  inflation  in  the  U.  S. 
is  in  high  tech,  where  prices  are  actually  falling.  In  the  rest  of 
the  economy,  steady  growth  is  sucking  in  young  workers,  old- 
er discouraged  workers,  and  new  welfare  workers,  slowing 
"wage-push"  inflation.  Sorry,  conservative  economists. 

Conventional  wisdom  says  that  corporate  profits  shrink 
when  wages  rise.  They  "always"  do  this  late  in  the  busi- 
ness cycle.  Excuse  us,  but  this  time  around,  costs  are  under 
control,  and  corporate  profits  for  the  900  companies  on  busi- 
ness week's  Corporate  Scoreboard  rose  21%  in  the  first 
quarter  of  1997.  Return  on  equity  hit  17.5%,  the  highest  in  a 


decade  (page  128).  So  much  for  mainstream  economis 
Conventional  wisdom  holds  that  higher  marginal  tax  ral 
curb  economic  growth  and  cut  government  revenues.  They 
ten  do,  but  not  when  revenues  are  used  to  cut  the  budj 
deficit.  Since  Washington  hiked  the  top  rate  on  income  tax 
1992,  tax  revenues  have  surged  and  the  economy  has  prosper 
Taxes  raised  to  cut  the  budget  deficit  lowers  interest  rates  2 
promotes  growth,  which  generates  tax  revenues.  The  deficit 
now  down  to  $70  billion.  Sure,  it  is  better  to  shrink  governmi 
and  cut  spending  than  it  is  to  raise  taxes.  But  when  politick 
won't  offend  their  middle-class  constituencies,  raising  taxes 
cut  deficits  can  work.  Sorry,  supply-siders. 

Need  we  go  on?  The  fact  is  that  big  changes  in  the  ( 
namics  of  growth  are  turning  the  tenets  of  conventional  e 
nomic  wisdom  on  their  heads.  Globalization  and  high  te> 
nology  are  changing  the  business  cycle  in  unforeseen  wa; 
There  is  little  pricing  power  for  corporations  and  hardly  a 
for  unions.  The  best  explanation  we  have  is  that  a  new  bu 
ness  cycle  is  determining  America's  destiny.  Informati 
technology  is  replacing  autos  and  housing  as  the  drivi 
force  in  the  economy,  while  global  markets  influence  capi 
flows,  price  and  wage  pressures,  and  profits  (BW — Mar.  3 
If  the  economic  process  is  clearly  different,  its  outcomes 
main  unclear.  The  Federal  Reserve,  to  its  credit,  has  genera 
been  skeptical  of  conventional  economic  wisdom.  Its  moneta 
policies  have  accommodated  the  vast  changes  under  w; 
and  it  has  not  panicked  in  the  face  of  sharply  falling  une 
ployment.  The  Fed  should  continue  to  reject  yesterda; 
shibboleths.  In  this  strangest  of  times,  all  the  evidence  in 
cates  that  it  pays  to  err  on  the  side  of  growth. 


MEXICO:  TIME  FOR  A  REALITY  CHECK 


The  image  of  Mexico  keeps  changing  in  American  minds. 
In  the  '70s  and  '80s,  it  was  Spanish-speaking  innkeepers 
offering  inexpensive  vacations  on  nearby  beaches.  By  the 
early  '90s,  it  was  English-speaking,  Harvard  University- 
trained  technocrats  negotiating  the  North  American  Free 
Trade  Agreement  to  transform  their  Third  World  country  into 
a  First  World  nation.  Today,  it  is  drug-running  banditos  and 
corrupt  judges  turning  Mexico  into  a  crime  haven.  Each  of 
these  simplistic  pictures  has  led  to  serious  policy  miscalcula- 
tions by  the  U.  S.,  swinging  wildly  from  benign  neglect  to 
overly  optimistic  expectations  to  deep  disillusionment. 

It's  time  for  :j  reality  check.  Just  a  few  yt  ars  ago,  Mexico 
was  a  one-party  state  with  a  closed  economy,  oday,  a  clean- 
government,  right-of-center  political  party,  tht  pan,  controls 
four  states  and  governs  a  third  of  the  population  at  the  local 
level,  including  the  major  cities  along  the  booming  border 
(page  64).  Together  with  the  leftist  prd,  the  pan  will  vie 
with  the  long-dominant  pri  for  control  of  Congress  in  the  up- 


coming July  6  elections.  The  very  corruption  sweeping  M< 
ico  appears  to  be  generating  its  own  political  backlash. 
Mexico's  economy  has  gone  from  being  regulated 


r 


closed  to  one  of  the  freest  in  the  world.  Capital,  trade,  and  :  l 
vestment  flow  more  freely  across  Mexico's  borders  than  th  | 
do  across  Korea's,  Japan's,  India's,  or  China's,  nafta  gc 
some  of  the  credit,  but  much  of  it  goes  to  the  technocrats  w  jj 
started  dismantling  barriers  years  before  nafta. 

Mexico  must  find  a  way  to  clean  up  its  corrupt  police  a  i 
judiciary.  And  export-driven  growth  must  spread  to  the  r( 
of  the  economy.  Increasing  domestic  demand  would  bring 
more  imports  and  curtail  the  large  U.  S.  deficit  with  Mexit 
Finally,  the  government  should  end  its  control  of  the  uni 
movement  and  allow  independent  unions  to  negotiate  wag< 
which  now  average  $1.21  an  hour.  They  would  probably  mo 
higher,  broadening  the  country's  middle  class. 

It  is  time  for  the  U.S.  to  see  Mexico  clearly.  Currel 
pessimism  is  as  overdone  as  past  optimism. 
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Next   time  you're  thinking  about  choosing 
a  business  PC,  consider:  instead  of  running 
around   and    locating   each    and  every 


HPVectraVE  PC   in  your  network,   you   can   save  your 

for  Business  from$992 

breath   bv   using  the   HP  Veetra  V  and   X  Series  PCs.  Our 


Intel™  P  e  n  t  i  u  m  ® processor-based  PCs  are   designed  not 


just  to  be  manageable,  but  to  actually  help  you  manage 


Between    our    hardware    and    software    features    1  i  k 


Top  TOOLS  and  Op  en  View,  we  offer  a  host  of  non- 


proprietary, DM  I  -  s  ta  n  d  a  r  d  s  -  b  a  s  e  d  management 

pentium 

solutions.  You  can  remotely  monitor  and  upgrade  the  BIOS 


of  multiple   PCs   throughout    your   entire   network,*  collect 


asset  data  from   them,   troubleshoot   problems  before  they 


even  become  problems  and,  in  general,  get  more  work  do  in 


Have  a  seat  and  please  type:  www.hp.com/go/vectracommercial 


Better  products,  better  productivity. 


HEWLETT 
PACKARD 


ting  warms  the  heart  quite  like 
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ile  developing  new  ways  for  friends  and  loved  ones  to 
iress  their  affection,  Hallmark  Cards  fell  in  love  with  the 
iness  possibilities  they  discovered  on  the  Internet. 
Hallmark,  with  the  help  of  Giant  Step,  a  Microsoft  Site 
Ider  Network  member,  used  Microsoft  technology  to  build 
of itable  Web  site  that  customers  use  to  send  personalized 
ds  to  friends  via  e-mail,  locate  stores  carrying  ornaments 
!  collectibles,  and  even  have  digital  reminders  sent  of  their 
tortant  events.  At  the  same  time,  Hallmark  is  able  to 
ect  valuable  information  to  help  provide  their  customers 
h  ever  improving  products  and  services. 


Hallmark  is  one  of  many  companies  using  Microsoft 
technology  to  develop  Web  sites  where  customers  get 
information  and  get  in  touch  with  each  other.  The  question 
is  no  longer  whether  the  Internet  has  practical  business 
applications,  but  rather,  whether  your  company  is  making 
best  use  of  this  extraordinary  business  venue.  Take  a  look 
at  www.hallmark.com,  and  while  you're  there,  send  a 
greeting  to  someone  you  love. 

To  learn  more  about  how  Hallmark  and  others  are 
building  business  advantage  on  the  Web,  visit  us  at  the 
address  below. 


Microsoft 


Where  do  you  want  to  go  today?  www.microsoft.com/sitebuilder/webadvantage/ 
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SMOKE  AND  MIRRORS 

THE  NAME  GAME 
OVER  HAVANAS 

CUBA'S   FAMOUS  COHIBA 

cigar  is  especially  prized 
during  today's  craze  for 
premium  leaf.  But  Gen- 
eral Cigar,  an  American 
company,  has  held  U.  S. 
rights  to  the  name  since 
1978.  So  the  Cubans,  THE 
foreseeing  an  end  to  ~ 
Washington's  embargo  on 
their  goods,  have  filed  with 
the  U.S.  Patent  &  Trade- 
mark Office  to  cancel  Gener- 
al Cigar's  rights. 

While  Cuba  has  long  been 
able  to  register  trademarks 
in  the  U.  S.,  it  never  did  with 
Cohiba — made  legendary  as 
Fidel  Castro's  favorite  brand. 
General  Cigar,  which  sells 
just  a  small  quantity  of  non- 
Cuban  Cohibas,  contends  that 
its  U.  S.  rights  are  solid  be- 
cause it  registered  first.  Gen- 
eral Cigar  points  out  that  the 
Cubans  have  said  they  did 
not  market  the  Cohiba  com- 
mercially until  1982,  well  af- 
ter the  American  company 
got  its  trademark. 

However,  Pamela  Falk,  a 
law  professor  at  the  City 
University   of  New  York, 


REAL  THING:  A  Cohiba 

thinks  that  the  Cubans  may 
have  an  advantage,  if  they 
can  show  that  they  used  the 
product  first.  "When  you 
speak  of  Cohiba,"  says 
Adargelio  Garrido,  legal  di- 
rector of  Habanos,  the  maker 
of  the  island's  legendary 
smoke,  "you  speak  of  a  cigar 
made  in  Cuba." 

American  and  Cuban  cigar 
makers  are  united  on  one 
point,  though:  opposing  alleged 
counterfeit  Cohibas  from  the 
Dominican  Republic.  Monte- 
cristi  de  Tobacos,  which  makes 
Cohiba  Dominican,  says  its 
government  has  O.K.'d  the 
name  for  domestic  use — and 
it  doesn't  export.  The  Cubans 
are  cracking  down  on  their 
own  illegal  makers,  who  fob 
off  bogus  Cohibas  on  tourists. 
Gail  DeGeorge  and  Gail  Reed 


THE  LIST  PINK-SLIP  BLUES 


CORPORATE  JOBS: 

Look  for  Corporate  Amer- 
ica's most  nervous  man- 
agers in  research  and 
development.  In  a  study, 
Hagberg  Consulting 
Group  asked  people  at 
all  corporate  levels  to 
rate  executives  on  lead- 
ership, social  skills,  and 
problem-solving  abilities 
in  order  to  dope  out  who 
was  most  in  danger  of 
getting  canned.  The  R&D 
crowd  came  out  the 
worst.  The  glad-handers 
in  marketing  were  the 
best  off. 


THE  RISK  FACTOR 


FUNCTION 


PERCEIVED 
IN  TROUBLE* 


RESEARCH 

OPERATIONS 

INFO  TECHNOLOGY 

ENGINEERING 

FINANCE 

SALES 

ADMINISTRATION 


44% 

36% 
31% 
31% 
25% 
23% 
21% 


PERSONNEL/HUMAN  RESOURCES  18% 

MARKETING  17% 

*  PERCENT  OF  SURVEY  RESPONDENTS  AGREE- 
ING THAT  EXECUTIVES  IN  THESE  AREAS  HAVE 
CAREER-THREATENING  PROBLEMS 

DATA  HAGBERG  CONSULTING  GROUP 


TALK  SHOW  Ul  just  don't  think  it's  inappropriate ...  to  hai 
me  taxed  at  28%  if  I  sell  my  Berkshire  shares  when  someom 
who's  trying  to  find  a  cure  for  cancer  is  taxed  at  39%" — Warn 

Buffet,  on  why  the  capital-gains  tax  shouldn't  be  lowered further 

CONTINENTAL  DRIFT 

WILL  BLAIR  CLONES  OVERRUN  EUROPE? 


TONY  BLAIR  S  LANDSLIDE 
victory  in  Britain  has  pols  all 
over  continental  Europe 
rushing  for  the  center.  With 
French  elections  slated  for 
the  end  of  May  and  German 
elections  coming  up  in  '98, 
there's  a  scramble  to  match 
the  middle-ground  formula  of 
Blair's  Labor  Party. 

Still,  don't  expect  the  Con- 
tinent's leftist  parties  to  soon 
make  the  radical  reinvention 
that  took  Britain's  Labor  Par- 
ty years  to  achieve.  In  Ger- 
many, the  most  prominent 
pro-business  voice  of  the  So- 
cial Democrats,  rivals  to 
Chancellor  Helmut  Kohl's 
center-right  Christian  De- 
mocrats, is  Gerhard  Schroder, 
Prime  Minister  of  Lower 
Saxony.  But  he  stands  little 
chance  of  gaining  his  party's 
nod  to  challenge  Kohl.  The 
favorite  is  SPD  Chairman  Os- 


kar  Lafontaine,  an  old-sfc 
socialist.  Besides,  Kohl  m 
already  styled  himself  as  Be 
candidate  of  change. 

The  picture  is  not  unsinp' 
in  France, 
where  Presi- 
dent Jacques 
Chirac  has 
usurped  the 
middle  while 
Socialist  Li- 
onel Jospin 
stumps  for 
a  shorter 
workweek. 
But  in  Italy, 
Blair's  ap- 
proach is 
finding  favor  ~ 
across  the  political  spectrj 
Deputy  Prime  Minister  \% 
ter  Veltroni,  a  former  CM 
munist,  has  even  appearecl 
London  photo  opportunitf 
with  Blah1.         Julia  Flyk 


FIRST  COUP : 


FAMILY  VALUES 

TAKE  THIS  SONG 
AND  SHOVE  IT 

THE   EARS  OF 

Texas  are  upon 
you,  rappers. 
State  law- 
makers are 
poised  to  bar 
Texas  pension 
funds  from  in- 
vesting in  pro- 
ducers of  vio- 
lent or  vulgar 
music. 

The  state 
senate  has  unani- 
mously passed  the 
ban;  the  house  like- 
ly will  follow.  Gover 
nor  George  W.  Bush  ~ 
has  taken  no  stand.  If  he 
signs  the  bill,  the  state 
would  be  the  first  to  take  on 
songs  such  as  the  late  Tupac 
Shakur's  Me  and  My  Girl- 
friend. Maryland  killed  a  sim- 
ilar bill  earlier  this  spring. 

The  Recording  Industry 


SHAKUR: 

Banned? 


Assn.  warns  that  m 
Texas  bill  could  afrB 
vast  number  ofl 
ties — from  Ray  Char! 
Let's  Go  Get  Stoned  I 
Johnny  Cash's  Fo£sl 
m.  Prison  Blues-t 
MM  claim  proponeM 
dismiss  as  alannl 
The  bill  applies! 
corporations  ovl 
ing  at  least  10%| 
a  music  compal 
plus  those  that  I 
rectly  promote  rrl 
sic.  Its  author,  G| 
State    Senator  B| 
Ratliff,   targets  Sel 
gram,  50%  owner  of  dl 
tibutor  Interscope  R<| 
ords,    whose  artist 
include   Shakur,  felkt 
"  gangsta  rapper  Snol 
Doggy  Dogg,  and  shock-rocl 
er  Marilyn  Manson.  The  l\ 
would,  for  instance,  make  tl 
$55  billion  Teacher  Retirl 
rnent  System  of  Texas  s<( 
$51  million  in  Seagram  stocj 
Seagram  declined  comment, 
Stephanie  Anderson  Forel 
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Why  a  Fidelity  Rollover  IRA 
is  the  first  thing  you  should  think  of 
when  you  leave  or  change  jobs. 


More  than  7  million  Americans 
trust  their  retirement  savings  to  Fidelity 

If  you're  about  to  receive  a  retirement  plan  distribution,  here's  something 
you  should  consider.  More  Americans  trust  their  retirement  savings  to 
Fidelity  through  IRAs  and  employer-sponsored  retirement  plans.  Why? 
Our  passion  for  helping  people  realize  their  retirement  goals. 

More  choice  of  investments 

With  Fidelity  FundsNetwork'5'  you  can  select  from  over  600  no-load 
mutual  funds  from  hundreds  of  companies,  including  Fidelity!  You  can 
also  choose  stocks,  fixed  income  securities  and  annuities. 

Personalized  retirement  planning  assistance 

To  help  you  understand  all  your  Rollover  IRAoptions  and  make  informed 
investment  decisions,  Fidelity's  dedicated  Retirement  Specialists  are 
available  by  phone  to  help  seven  days  a  week.  Or  you  can  meet  with  a 
Fidelity  representative  at  one  of  over  80  Investor  Centers. 

Helpful  tools  and  guides 

To  help  you  create  an  investment  strategy  tailored  to  your  needs,  Fidelity 
offers  Retirement  Planning  Thinkware"  now  free  and  downloadable 
from  our  Web  site,  plus  special  guides  and  workbooks,  including 
mutual  fund  performance  guides.  So  whatever  stage  of  retirement 
planning  you're  in.  Fidelity  has  solutions  for  you. 

Get  started  today 

Join  the  millions  of  investors  at  Fidelity  today.  Stop  by  an 
Investor  Center,  visit  our  Web  site,  or  call  for  your  free 
Rollover  IRA  Fact  Kit.  You'll  find  that  Fidelity  works 
harder  to  help  you  succeed. 


Fidelity  Investments 

www.fidelity.com 

1-800-544-3205 

TDD  SERVICE:  1-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET. 

more  complete  information  on  any  fund  or  variable  annuity  available  through  Fidelity,  including  charges  and  expenses,  fidelity  investment! 

for  a  free  prospectus.  Read  it  carefully  before  you  invest.  gj 

more  information  on  the  FundsNetwork  program,  call  for  a  FundsNetwork  Performance  Directory. 

uities  are  distributed  by  Fidelity  Brokerage  Services,  Inc.,  Fidelity  Insurance  Agency.  Inc.,  and  Fidelity  Investments 

ranee  Agency  of  Texas,  Inc.  Fidelity  Brokerage  Services,  Inc.  Member  NYSE.  SIPC.  Fidelity  Distributors  Corporation.  (ft 

8385.001  NETWORK 


Up  Front 


THE  FUND  FRONT 


FORGET  SKYDIVING.  TRY  THIS  IPO  THRILL  RIDE 


ATTENTION,  RISK-LOVERS.  HERE 

comes  a  mutual  fund  that 
could  be  a  wild  ride:  It  in- 
vests almost  exclusively  in 
initial  public  offerings, 
a  volatile  arena. 
Up  to  now,  the 
closest  you  could 
get  to  playing 
that  market 
without  buying 
individual  IPOs, 
were  small-cap 
growth  funds, 
which  often  are 
big  in  ipos. 

The  new  fund  is  to  be  run 
by  Renaissance  Capital,  a 
Greenwich  (Conn.)  boutique 
that  specializes  in  IPOs  but 
has  never  managed  a  mutual 
fund  before.  The  Renaissance 
ipo  Fund  considers  companies 
to  be  ipos  through  their  first 
three  years  in  the  public 
market. 

The  fund  expects  fre 
quent  trading,  hence  port- 


folio turnover  double  that  of 
the  average  small-cap  growth 
fund.  Adding  to  the  risk,  the 
fund  may  buy  stocks  on 
margin  and  sell 
them  short,  too, 
according  to  its 
prospectus. 
Owning  this 
fund  won't  be 
cheap.  The 
expense  ra- 
tio— its  costs 
as  a  percent  of 
assets — will  be 
steep  2%.  Re- 
naissance can't  comment 
because  the  fund  is  awaiting 
the  nod  from  regulators. 

Still,  ipos  are  in  a  slump 
now,  and  that  usually  makes 
the  stocks  a  relative  bargain. 
The  number  of  ipos  dropped 
to  28  in  April  from  a  peak  of 
120  in  October.  This  might 
even  make  investing  in  the 
fund  a  little  less  risky. 
Jeffrey  M.  Ladenimit 


SPORTS  BIZ 


FOUL  BALL 
FOR  BLACKS 


JACKIE  ROBINSON  BROKE 

baseball's  color  barrier 
50    years    ago.  But 
these  days,  few  African  w 
Americans  bother  to  /  v 

watch  the  national  pas-  j 
time:  Just  5%  of  ball-  .      j  %J§il 
park    crowds    are  MARKETING  MISS: 
black.  And   it  has  Jackie  Robinson 
been  like  that  for  ~ 
years.    Meanwhile,  blacks 
make  up  18%  of  the  pro  bas- 
ketball gate. 

Why  does  baseball  have 
such  paltry  black  attendance? 
One  reason,  says  a  study  that 
the  St.  Louis  Cardinals  com- 
missioned from  Washington 
University's  Olin  School  of 
Management,  is  a  media- 
influenced  perception  that 
ballpark  stands  are  often 


filled  with  liquored-up 
white  folks.  Anoth- 
er is  that  blacks  in 
particular  think 
that  baseball  is  far 
less  exciting  than  oth- 
er sports.  Another  Olin 
finding:  Selling  Robin- 
son or  Negro  League 
nostalgia  isn't  such  a 
great  idea.  To  many 
blacks,   this  only 
i  evokes  the  era  of 
|r  segregation. 

Meanwhile,  Ma- 
jor League  Base- 
ball is  working  to 
~  attract  more  mi- 
nority attendance  by  beefing 
up  its  inner-city  baseball  pro- 
grams to  interest  black  youth 
in  the  game.  The  Cards  are 
increasing  the  number  of  TV 
ads  featuring  black  stars, 
including  one  with  Brian 
Jordan  and  Dmitri  Young- 
eating  at  a  downtown 
greasy  spoon  while  urging 
viewers  to  come  out  to  a 
game.      Richard  A.  Melcher 


DRAWN  &  QUARTERED 


NEW  WORLD  ORDER 

HIGHLY  IGNITABLE: 
U.S.  OIL  TO  CHINA 

AS    CHINA    COMES    UP  FOR 

renewal  of  its  most-favored 
nation  status,  American 
drillers  are  quietly  ratchet- 
ing up  the  oil  flow  to  the 
People's  Republic.  In 
1996,  the  U.  S.  exported 
a  mere  three  barrels  per 
day  to  China.  But  since 
January,  BP  America  has 
exported  2.6  million  bar- 
rels— worth  $57  million — 
to  China.  And  in  March, 
Chinese  and  bp  officials 
agreed  on  a  deal  for  3.6 
million  more  barrels,  bp 
declines  comment,  be-  ~ 
yond  confirming  the  sales. 

The  shipments  of  crude, 
however,  have  gop  politicians 
and  some  Dems  in  a  rage. 
Reason:  The  oil  is  from  Alas- 
ka's North  Slope,  which  until 
recently  had  been  preserved 


for  U.  S.  consumption  tol 
duce  dependence  on  forq 
sources.  Trade  hawks  ar 
buying  the  White  House  | 
giunent  that  oil  exports, 
small,  are  a  good  way  to 
the  U.  S.  trade  deficit 
Asia.  Upset  over  China's  I 
man  rights  record,  Reprea 
tative  Dan  Burton  (R-Ii 


ALASKA 


porti 


and  his  allies  seek  to  ri 
state  export  curbs.  And  w 
Chinese  demand  expected 
gush,  environmentalists  n 
Washington  will  open 
Alaskan  wildlife  areas 
drilling.   Christina  Del  V 


THE  BIG  PICTURE 


REACH  OUT  AND  SWAY  SOMEONE 

You've  seen  Candice  Bergen  and  her  dime,  happy 
Chinese  villagers  on  the  horn,  and  on  and  on. 
Phone  competition  is  ferocious.  Just  telling 
consumers  about  all  the  new  discount  plans 
eats  up  airtime.  And  airtime  is  big  money. 

TEN  BIGGEST  TELECOM 
COMPANIES'  ADVERTISING 

BILLIONS  OF  DOLLARS 


'91  '92  '93  '94  '95  '96 
DATA.  COMPETITIVE  MEDIA  REPORTING 


FOOTNOTES  Of  1997  college  grads  polled,  percent  who  expect  to  be  downsized  twice  in  their  careers:  22%  ;  once:  25%  ;  never:  35 
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I  just  love 
to  drive. 


h  its  215-hp  V6,  quick-ratio  power  steering  and  specially  tuned  suspension,  the  Monte  Carlo  Z34* 
the  car  you  can  trust  to  make  driving  something  more  than  just  a  means  to  an  end.  The  1997 
Monte  Carlo  Z34.  Personal  space.  From  Genuine  Chevrolet. 


Genuine  Chevrolet 

The  Cars  More  Americans  Trust. 


YOU'LL 
FIND  US 
ON  TOP. 


IN  THE 
WORLD  OF 
DOCUMENT 
SYSTEMS, 


you  to  a  world  of  sys 


solutions  more  advanced  than  you  m 
have  imagined.  Everything  from  di 
systems  that  connect  document  proces 
to  your  network,  to  America's  number 
copier  company  1 5  years  running.* 

And  while  others  may  try  to  impr 
you  with  their  name,  we  use  technolo, 
leadership  to  make  our  poinx.  Take 
NP  6085,  for  instance.  A  high-volu 
copier   that    introduces    both  cen 


reproduction  and  departmental  users  t 


lev 


AND 
AT  THE 
EDGE. 


evel  of  productivity.  And  the  GP200F, 
lost  advanced  digital  solution  yet  for 
ng,  printing,  faxing  and  scanning 
tly  on  your  network.  Advanced 
T)s  the  competition  would  prefer  you 
now  about. 

So  if  you're  looking  for  the  right 
on  for  your  office,  look  a  little  further 
a  little  higher  For  more  information,  call 
D-OK-CANON  anytime,  or  visit  us  on 
Veb  at  http://www.usa.canon.com. 


Dataquest 

A  Gartner  Group  Company 


Canon 
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TIGER,  BURNING  BRIGHT 

THE  WORLD  OVER  

On  my  recent  trip  to  Germany,  a 
taxi  driver  asked  if  I  was  an  American 
and  if  I  played  golf.  I  realized  he  was 
wearing  a  golf  cap,  and  then  I  noticed 
an  array  of  golf  tees  neatly  arranged  in 
the  dashboard  air  vents.  Before  I  could 
respond,  he  said:  "Tiger  Woods,  Au- 
gusta National!"  I  took  business  week 
out  of  my  briefcase  and  showed  him 
the  cover  photo  ("Tiger,  Inc.,"  Cover 
Story,  Apr.  28).  The  driver  smiled  and 
said:  "Tiger  Woods  is  beautiful.  He  is 
great."  We  said  good-bye  at  the  sta- 
tion, and  on  the  train  trip  to  Munich,  I 
reflected  on  how  this  young  man  has 
been  embraced  as  a  role  model  all  over 
the  world. 

Jeffrey  Cehelsky 
Sudbury,  Mass. 

DAVID  BRONNER  ABLY  SERVED 
ALABAMA'S  PENSION  FUND 

Pension  fund  managers,  like  football 
coaches,  are  accustomed  to  Monday- 
morning  quarterbaeking,  and  "How  not 
to  do  a  deal"  (The  Corporation,  May 
5)  is  certainly  that.  The  article  basi- 
cally says  that  Retirement  Systems  of 
Alabama  made  a  nice  profit  on  a  deal 
but  should  have  made  more. 

The  principal  error  of  the  article  is 
its  central  point:  that  Retirement  Sys- 
tems' investment  staff  failed  to  pro- 
vide for  a  prepayment  penalty  in  the 
deal.  But  the  Park  Communications 
deal  did  include  a  prepayment  penalty, 
pursuant  to  which  Retirement  Systems 
were  paid  $17  million.  Thomas  G. 
Milne,  who  was  quoted  as  saying  there 
was  no  prepayment  penalty,  has  ad- 
vised me  the  quote  is  inaccurate. 

The  article  recognizes  that  Retire- 
ment Systems  earned  13.5%  on  this  in- 
vestment, but  it  overlooked  the  fact 
that,  as  a  part  of  the  deal,  Park  also 
agreed  to  provide  $12  million  worth  of 
free  advertising  for  the  Robert  Trent 
Jones  Golf  Trail,  which  is  owned  by 
Retirement  Systems,  and  for  the  state 
of  Alabama. 


CORRECTIONS  &  CLARIFICATION 

In  "Salomon  steps  into  the  dayli 
(Finance,  May  5),  business  week  transp 
Salomon  Brothers'  mergers-and-acq 
tions  ranking.  It  should  have  read:  "In  I 
it  has  gone  to  No.  5  in  1996  from  No. 
1995." 


The  PGA  Tour  Mastercard  pictured  in 
bTe!"  (Finance,  April  28)  was  launche 
First  USA  Bank  in  February  and  has  no 
nection  with  an  earlier  PGA  Tour  Master 
issued  by  SafeCard  Services  Inc.  and  Suni  s 
Banks  Inc. 
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It  is  easy  to  criticize  a  particuli  i 
vestment  years  later,  but  it  is 
meaningful  to  evaluate  an  inve 
performance  on  a  broader  basis.  D 
Dr.  David  Brenner's  service  as 
executive  of  the  Alabama  Retire 
Systems,  the  funds  have  grown 
$500  million  to  $16  billion,  and  R< 
ment  Systems,  which  were  25%  fa 
are  now  virtually  100%  funded 

The  Alabama  Retirement  Sys 
are  generally  regarded  as  among 
best  retirement  systems  in  the  coi 
and,  most  importantly,  Alabama 
lie  employees'  pension  benefits 
secure. 

William  T.  Stej 
General  Co 
Retirement  Systems  of  Alal 
Montgomery, 
Editor's  note:  The  $17  million 
Stepfiens  mentions  was  part  of  tlie 
annual  interest  rate  earned  by  the 
and  reported  in  the  story.  The  fee 
payable  under  various  eircumsta 
including  prepayment  of  the  debt. 


I  take  strong  exception  to  "Ho 
to  do  a  deal."  I  was  a  member  of 
Bronner's  staff  in  the  late  1970s, 
we  pioneered  the  use  of  many  ne| 
nancial  instruments  of  the  day,  su 
the  infant  mortgage  securities  mar| 
Did  we  make  mistakes  in  these 
instruments?  Yes,  but  there  was  n; 
a  question  of  personal  profit  or  th 
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This  profound  and  uplifting  book 
is  for  the  leader  in  all  of  us." 

—DR.  JAMES  F.  MOORE,  Author  of  The  Death  of  Competition 
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The  Living  Company 
Arie  de  Geus 

Foreword  by  Peter  M  Senge 
S24.95 


A  landmark  work  by  Arie  de  Geus,  the  creator 
of  the  learning  organization  concept. 
"Arie  de  Geus  gives  leaders  of  the  future 
an  indispensable  guidebook  in  which 
commitment  to  values,  people,  learning, 
and  innovation  define  the  'living  company.' 
It's  in  my  book  bag." 

—  FRANCES  HESSELBEIN,  President 
and  CEO,  The  Drucker  Foundation 

"A  great  book  by  a  grand  sage.  If  you  liked 
The  Fifth  Discipline,  you'll  love  this." 

—  DR.  JIM  BOTKIN,  President, 
International  Corporate 
Learning  Association  (InterClass) 
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Available  at  bookstores,  or  call  1-800-988-0886  •  1-617-496-1449 
Mention  priority  code  2152. 


tives  involved.  We  were  concerned 
with  building  the  best  state  pen^| 
fund  in  the  nation. 

David  Bronner  instilled  in  his  si 
the  mental  toughness  to  be  succesj 
in  money  management,  and  he 
taught  us  the  value  of  dealing  honej 
and  ethically  with  all  parties  concer 
Implying  that  David  Bronner  acted! 
personal  gain  or  abused  his  positioi| 
simply  not  an  accurate  view  of  the 
or  the  values  he  represents. 

I  have  never  known  David  Bron| 
to  be  other  than  totally  forthright 
fair  in  his  dealings  with  the  investr 
community,  his  board,  and  the  publl 
Joseph  W.  Smith! 
Senior  Vice-Presid| 
American  Family 
Assurance  Co.  of  Columll 
Columbus, 

Editor's  note:  The  story  did  not  sa% 
intend  to  suggest  that  David  Bron\ 
acted  unethically  or  for  personal  go 
It  credited  him  with  a  good  investm\ 
record. 
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LOTUS  NOTES®  4.5.  WORKING  THE  WEB  TO  WORK  TOGETHER  BETTER. 

Alright,  so  there's  a  lot  going  on  in  your  day:  managing  e-mail,  sharing  work,  juggling  your 
calendar,  coordinating  appointments  and  staying  on  top  of  web-based  information  that 
changes  every  minute.  Hey,  that's  business.  And  since  you're  not  going  to  get  any  sympathy, 
you'd  do  well  to  get  Lotus  Notes  4.5.  It's  designed  to  leverage  the  power  of  the  Web  so  you 
can  work  more  closely  with  your  colleagues,  and  put  all  the  information  your  job  demands 
right  there  on  your  desktop. 

A  PLACE  WHERE  YOU  CAN  REALLY  GET  SOME  WORK  DONE.  Lotus  Notes  4.5 
is  your  central  access  point  for  all  information  in  the  business  world.  It  ensures  that  the 
information  you  depend  on  is  literally  up-to-the-second,  and  that  you  become  aware  when 
something  important  changes  -  whether  it's  the  starting  time  for  your  afternoon  meeting 
or  an  update  to  a  website  that's  vital  to  your  business. 

Notes  is  now  thoroughly  tied  to  the  Web,  so  it  not  only  gives  you  direct  access  to  the 
expanding  universe,  it  lets  you  update  the  content  of  your  company  website  directly.  It  even 
helps  you  stay  productive  while  you're  off-line,  stuck  on  a  plane  or  wherever. 

Notes  has  always  been  about  working  together  better.  In  its  latest  version,  it's  also  the  best 
Internet  client,  so  you  can  move  to  a  whole  new  level  of  web-based  collaboration  -  and  get 
on  top  of  all  that  information  before  it  gets  on  top  of  you.  Find  out  more  about  how  you  can 
use  Lotus  Notes  4.5  to  do  your  job  better  by  visiting  our  website  at  www.lotus.com. 
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Books 


SHADOW  SHOGUNS 

The  Rise  and  Fall  of  Japan's  Postwar 

Political  Machine 

By  Jacob  M.  Schlesinger 

Simon  &  Schuster  •  366pp  •  $25 


JAPAN 

A  Reinterpretation 

By  Patrick  Smith 
Pantheon  •  385pp  •  $27.50 


SO  THIS  IS  WHERE 
JAPAN  IS  HEADED 


To  Western  eyes,  Japan  has  al- 
ways been  something  of  a  house 
of  mirrors.  Its  social  cohesion, 
world-class  multinationals,  and  unique 
brand  of  bureaucratic  capitalism  seemed 
an  unbeatable  combination  during  the 
1980s.  Then,  this  decade,  its  economic 
slide  and  backward  diplomacy  high- 
lighted some  glaring  weaknesses:  occa- 
sional ethnic  snobbery,  enduring  insu- 
larity, and  a  money-bag  political  system, 
all  of  which  often  defied  understanding 
and  invited  ridicule. 

Sorting  through  these  paradoxes  isn't 
easy.  Perhaps  that's  why  published 
works  on  Japan  often  get  trapped  in 
one  of  two  conceptual  cul-de-sacs.  Nu- 
merous tomes  since  the  1980s  have  ei- 
ther exaggerated  the  country's  strengths 
or,  more  recently,  smugly  dispatched 
the  Japanese  model  to  history's  scrap 
heap.  Two  new  books,  while  saddled 
with  some  contradictions,  are  refresh- 
ingly cant-free  about  what  ails  Japan 
and  where  it  might  be  heading. 

Wall  Street  Journal  reporter  and  for- 
mer Tokyo  correspondent 
Jacob  M.  Schlesinger,  au- 
thor of  Shadow  Shoguns, 
thinks  Japan's  stunning  eco- 
nomic rise  and  fall  owe 
much  to  its  money-driven 
politics.  Japan:  A  Reinter- 
pretation by  former  Inter- 
national Herald  Tribune 
Tokyo  bureau  chief  Patrick 
Smith  also  sees  a  dysfunc- 
tional political  system  as  a 
root  cause  of  the  country's 
woes,  but  Smith's  analysis 
is  broader,  drawing  on  lit- 
erary and  sociological  sources  as  well 
as  on  personal  observations. 

Shadow  Shoguns  is  a  lively  and  anec- 
dote-rich account  of  the  eerie  parallels 
between  Tokyo's  now-battered  political 
machine  and  that  of  New  York's  Tam- 


many Hall.  Both  were  systems  driven 
by  "blatant  favoritism,  monumental 
amounts  of  pork,  and  gold-plated  cor- 
ruption," Schlesinger  writes.  And  in  a 
sense,  Japan's  was  the  natural  out- 
growth of  U.  S.  cold-war  diplomatic  pri- 
orities that  freed  the  coun-  i^m^hm 


Japan's  Postwa 


try  of  national-security 
concerns  and  helped  create 
a  postwar  political  culture 
focused  almost  exclusively 
on  economic  advancement. 

Schlesinger's  strongest 
chapters  trace  the  emer- 
gence of  Japan's  most  col- 
orful postwar  political  fixer: 
Kakuei  Tanaka.  The 
antithesis  of  the  polished 
Tokyo  University  elite  who 
ran  the  country  before 
World  War  II,  Tanaka  was 
the  son  of  a  compulsive  gambler  and 
hailed  from  snow  country,  a  blizzard- 
prone  region  in  Northwest  Japan  long 
ignored  by  the  central  government. 
Although  poor,  Tanaka  quickly 
amassed  a  personal  fortune 
in  construction,  as  Japanese 
cities  required  rebuilding  af- 
ter the  war.  By  parlaying 
his  wealth — buying  the  loy- 
alty of  fellow  pols  often 
with  envelopes  stuffed  with 
yen — and  by  promising  and 
delivering  new  train  lines, 
bridges,  and  highway  ex- 
tensions to  his  constituents, 
Tanaka's  political  career 
took  off  in  the  late  1940s. 
He  built  a  powerful  follow- 
ing within  the  ruling  Lib- 
eral Democratic  Party.  By  1972,  Tana- 
ka, then  54,  had  become  the  youngest 
Prime  Minister  in  postwar  history. 

Schlesinger  masterfully  demonstrates 
why  Tanaka  personified  the  collusive 
ties  between  Japanese  politicians  and 
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Big  Business.  With  the  economy  grv- 
ing  at  double-digit  rates,  Tanaka  o\r- 
saw  a  multibillion  dollar  public-woes 
bonanza.  Nobody  seemed  to  mind  tat 
his  business  interests,  and  those  ofis> 
cronies,  were  enriched  along  the  viy. 
And  even  after  being  convicted  for  k 
role  in  the  Lockheed  bribes-for-contift 
scandal  in  the  mid-'70s,  Tanaka  si] 
called  the  shots  and  handpicked  a  sew 
of  premiers. 

Yet  over  time,  as  one  outrage  %• 
lowed  another,  it  became  clear  tm 
"Tanaka  was  not  a  monstrous  aben- 
tion,  as  many  Japanese  had  liked  to  j- 
lieve,"  says  Schlesinger.  In  the  late  '<rs, 
17  pols  were  indicted  for  engaging  ir; 
licit  stock  deals  or  bribery  with  an 
placement  company  called  Recruit,  jj 
■hbmh  1332,  evidence  surfaced  tit 
another     ldp  "shad* 
shogun,"  Shin  Kanemat, 
had  introduced  yakuza  le 
ers   to   Sagawa  Kyut 
a    parcel-delivery  co 
pany  that  was  interest) 
in    expanding    its  r 
estate  lending  to  undj 
world  borrowers. 

By  1993,  as  Japanese  i 
the  sting  of  the  bust 
stock  and  property  pric 
the  ldp's  decades-long  r 
of  political  dominance  fin 
crashed.  At  the  time,  the  rise  to  pow 
of  an  anti-LDP  coalition  was  herald! 
by  some  as  the  end  of  an  era.  Ail 
ironically,  the  ldp  collapse  resulted  frJ 
the  actions  of  a  Tanaka  protege:  Ichi 
Ozawa,  who  led  a  defection  from  ti 
party  and  eventually  created  the  opp 
sition  New  Frontier  Party.  Sehlesingj 
whose  wife  served  as  an  aid  to  Ozavl 
ably  covers  Ozawa's  conversion  froi 
party  hack  to  radical  reformer. 

Yet  he's  far  from  persuasive  in  J 
guing  that  Ozawa  "may  go  down  in  hi 
tory  as  a  kind  of  Japanese  Gorbachej 
and  that  the  nation's  political  cult 
likely  will  become  more  responsive, 
ter  all,  two  reform  coalition  gove 
ments  orchestrated  by  Ozawa  ha 
come  and  gone,  and  the  ldp  under  R; 
taro  Hashimoto  is  in  firm  control  of  t 
current  one.  There's  now  even  talk  t 
a  chunk  of  Ozawa's  New  Frontier  gro 
will  bolt  back  to  the  ldp,  returning  it 
uncontested  power.  If  so,  the  LDP  mig. 
be  tempted  to  continue  the  sordid  mo| 
ey  politics  of  old. 


SCHLESINGER  DISSECTS  A  CORRODING  POLITICAL 
SYSTEM;  SMITH  PROBES  THE  NATIONAL  PSYCHE 
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Business  Owners  ck  Managers 
Are  Invited  to  Meet... 


Richard  Thalheimer 
Founder  and  Chairman  of 
The  Sharper  Image 
Wednesday,  10:15  - 11:00  am 


Guy  Kawasaki 
Marketing  and  business  strategy 
guru  for  Apple  computer 
Thursday,  1:00  -2:15  pm 


OSITION 
NFERENCE 


Bill  Walsh 

Former  Superbowl  championship 
coach  of  the  San  Francisco  49ers 
Wednesday,  1:00  -  2:15  pm 

And  see  the  Latest  in  New  Products  L  Services  for  Small  Businesses, 

Network  with  Other  Entrepreneurs  and  Develop  New  Business  Relationships, 

Identify  New  Sources  of  Money,  Learn  New  Marketing  Tips  and  Get  Answers 
to  Your  Questions  at  a  1 5-Session  Small  Business  Conference, 

Surf  the  Net  and  See  the  Latest  Online  Technologies  at  the 
Dun  &  Bradstreet  Internet  Pavilion. 

Wednesday  &  Thursday 
May  21     22,  1997 
Moscone  Convention  Center 
San  Francisco,  CA 


YE  MONEY  &  TIME  -  REGISTER  TODAY!  CALL  1-800-580-3388 


Today's  Forecast:  Clean,  Clear  Skies. 
(Brought  To  You  By  The  Following  Award  Winners.) 


Some  awards  recognize  more  than  just 


:ompany's  sales.  You  see,  each  of  tl 


organizations  listed  here  has  bee 


selected  as  a  Partner  of  the  Year  fc 


making  an  outstanding  contributio 


to  the  U.S.  EPA's  Green  Lights®  a 


Bank  of  America  •  City  and  County  of  Denver  •  Columbia/HCA 


Healtlicare  Corporation  •  CMB  Associates,  Inc.  •  Cox  Newspapers/ 


Atlanta  Journal  &  Constitution  •  Elks  Club  oj  State  College 


Honeywell,  Inc. '  J.C.  Blair  Memorial  Hospital  •  Lighting  Management 


Consultants,  Inc.  •  Siemens  Business  Communication  Systems,  Inc. 


I  'niversity  of  Cincinnati  •  (  uiversity  ol  Missouri  -  Columbia  •  I  'niversity 


ofRochestei  'Washington  Hilton  &Toum  *WESCO Distribution, Inc. 


B  U  I  L  DINGS 


iW  Green 
w  Lights 


Energy  Star"  Buildings  programs.  The 


organizations  have  installed  energy-efEcie 


lighting  and  building  technologies,  allowin 


them  to  use  energy  more  efficiently,  sav 


money,  and  reduce  air  polludon.  To  lear 


more,  call  the  toll-free  Energy  Star  Hotlin 


at  1-888-STAR-YES  (1-888-782-7937). 


18-CA2 


Play&oases  t&at  anlocl^ 
t&e  Imagination  of  c&ildren 
can  mal^e  dreams  frappen 


for  ot6«rs. 


Dreams  flapped 


Join  as  for  Dream?  Happen. 

an  extraordinary  collection  of  imaginative, 
life-size  children's  playhouses,  created  and 
donated  by  renowned  Bay  Area 
architects  and  builders. 


PlayWse  Display,  May  17- Jane  7 
Free  Children's  Activities  over 
Memorial  Day  WeeX«nd 
Play&oiise  Auction  and  Gala,  Saturday,  Jan«  7 
All  at  Stanford  Shopping  Center 


Dreams  Happen  benefits 
Christmas  in  April'Mid-Peninsala. 

a  non-denominational,  community-based 
project  dedicated  to  helping  people 
improve  their  living  conditions 
It  is  neighbor  helping  neighbor 
and  people  helping  people  to  achieve 
the  most  basic  need  of  a  warm  and 
safe  living  environment 
In  one  day,  scores  of  volunteers 
come  together  to  rebuild  homes, 
lives,  and  dreams 


For  more  information,  please  call  (415)  361-4920 


MaKlUg  Dream?  Happen  for  C&ristmas  in  April 


ipan:  A  Reinterpretation  also  sees  a 
ltry  in  the  midst  of  a  profound 
sformation,  one  as  historic  as  the 
19th  century  Meiji  Restoration  that 
in  building  an  industrial  state  or 
wartime  collapse  that  brought  the 
pings  of  U.  S.-style  democracy.  "The 
mese  stand  poised  to  rid  themselves 
le  psychology  of  dependence"  and  a 
image  as  a  virtual  military  protec- 
te  of  the  U.  S.,  says  the  author, 
it's  more,  Smith  notes,  Japanese  are 
seeking  to  alter  the  very  thing  that 
t  people  think  sets  them  apart:  the 
;ionship  between  the  individual  and 
ity. 

mith  argues  convincingly  that,  for 
uries,  the  West's  views  of  Japan 
!  been  skewed  by  cultural  arrogance, 
also  delivers  a  scathing  critique  of 
;rica's  Chrysanthemum  Club  intel- 
aals,  led  by  Harvard  University's 
an  0.  Reishchauer,  that  "presided 
■  the  formal  marriage  of  American 
larship  to  cold-war  ideology." 
hese  scholars  portrayed  Japan  as 
sssentially  conformist  society  that, 
igh  temporarily  hijacked  by  mili- 
;ts,  would  ultimately  embrace  West- 
ways,  including  democratic  politics 
market  economics.  In  Washington, 
i  views  justified  enlisting  a  former 
ny  to  fight  communist  expansion  in 
i.  In  Tokyo,  they  provided  a  handy 
of  dodging  tough  questions  about 
m's  wartime  rampage  in  Asia.  The 
lor  credits  a  later  generation  of 
kers  such  as  Chalmers  Johnson  for 
ting  out  that  Japan  never  really  al- 
d  its  political  economy — or  even  in- 
led  to  do  so.  However,  he  faults 
e  of  these  so-called  revisionists  for 
ing  Western  paranoia  with  images 
Japan  hell-bent  on  global  economic 
ination. 

nfortunately,  Smith  doesn't  deliver 
kind  of  breakthrough  analysis  one 
Id  expect  from  the  book's  title,  at 
t  not  convincingly.  Smith  has  a  dis- 
dng  eye  for  the  conflicted  nature  of 
nary  Japanese,  demonstrating  that 
iy  desire  to  break  free  of  mass  con- 
lity  and  express  their  individuality, 
offers  plausible  evidence  that  a  new, 
ireviously  submerged,  Japanese  na- 
al  identity  is  starting  to  take  shape. 
vever,  there's  less  guidance  on  how 
might  change  Japan's  political  or 
lomic  model  or  affect  its  relation- 
i  with  the  rest  of  the  world, 
n  the  end,  both  Smith's  and 
lesinger's  books  are  worth  a  read, 
y  demonstrate  that  no  single  theory 
adequately  explain  the  complexities 
lodern  Japan.  It's  a  far  too  interest- 
place  for  that. 

BY  BRIAN  BREMNER 

'remner  is  business  week's  Tokyo 
eau  chief. 


"A  global  hedge  fund 

available  to  the  public" 

The  Contrarian  Fund™ 


* .*  *  * 

MORNINGSTAR  RATED 


The  Contrarian  Fund  has  earned  the 
Morningstar  Four-Star  rating  based 
on  its  risk-adjusted  performance 
against  478  international  equity 
mutual  funds  for  the  three- 
year  period  ending  3/31/97. 
This  Fund  employs  a  global 
investment  strategy  to  try 
to    limit    your  downside 
risk   while  growing  your 
investment.  To  learn  more 
about  the  advantages  and 
risks  of  investing  in  this 
Fund,  please  call  today. 


1-800-766-3863  ext.  777 


www.rsim.com 


ROBERTSON 
STEPHENS  & 
COMPANY 


For  more  information,  including  management  fees,  expenses  and  the  special  risks  (i.e.,  short  selling, 
using  options  and  futures)  associated  with  The  Contrarian  Fund,  call  Robertson,  Stephens  &  Company 
LLC,  distributor,  for  a  prospectus.  International  investing  can  involve  greater  currency  fluctuations,  less 
political  and  economic  stability  and  different  accounting  standards. 

Morningstars  proprietary  ratings  reflect  historical  risk-adjusted  performance,  are  subject  to  change 
monthly  and  are  calculated  from  the  Fund's  three-year  average  annual  returns  in  excess  ot  90-day  T-bill 
returns  with  appropriate  tee  adjustments.  For  the  one-year  period  ending  3/31/97,  the  Fund  received  two 
stars  and  was  rated  among  939  international  equity  funds.  Ten  percent  of  the  tunds  in  an  investment 
category  receive  five  stars,  the  next  22.5%  receive  four  stars,  the  next  35%  receive  rhree  stars  and  the 
next  22.5%  receive  two  stars. 


Bringing    the    Fund    Manager    to  You 


Technology  &  You 


BY  STEPHEN  H.  WILD  STROM 

THEY  DO  IT  ALL- 
AND  DO  IT  WELL 


Units  that  fax,  scan, 
copy,  and  even  print 
in  color  can  be  a  boon 
to  a  small  business 

Printers,  scanners,  fax 
machines,  and  copiers 
have  lots  of  functions 
in  common.  A  copier,  for  ex- 
ample, is  just  a  scanner  plus 
a  printer.  So  nothing  could 
be  more  logical  than  combin- 
ing several,  or  all,  of  these 
roles  in  a  single  box.  Unfor- 
tunately, when  the  first  gen- 
eration of  such  multi- 
function devices  came  on 
the  market  a  couple  of 
years  back,  they  were 
jacks-of-all-trades  but 
masters  of  none,  and 
old-fashioned  single-pur- 
pose units  continued  to 
dominate  the  market. 

Today,  multifunction 
units  have  grown  up  and 
added  top-quality  color 
printing  to  a  range  of 
other  complementary 
abilities.  They  can  be 
very  useful  in  business, 
especially  in  small  offices 
where  both  space  and 
money  are  often  tight. 
VERSATILE.  Perhaps  the 
most  interesting  of  the 
new  breed  is  the 
Hewlett-Packard  Office- 
Jet Pro  1150C  for  Win- 
dows 3.1  or  95.  This 
$999  unit,  about  the  size  and 
shape  of  a  small  copier,  func- 
tions as  a  printer,  scanner, 
and  flatbed  copier. 

The  print  mechanism  of  the 
OfficeJet  is  taken  from  hp's 
DeskJet  870  series  ink-jet 
printer.  It  turns  out  text  at 
up  to  eight  pages  per  minute 
(four  pages  per  minute  for 
near-laser  quality)  and  color 
at  up  to  three  pages  per 


minute.  The  copier  works 
even  when  the  computer  it  is 
attached  to  is  turned  off  or 
busy  doing  other  things,  turn- 
ing out  black  and  white  copies 
at  seven  pages  per  minute.  It 
will  enlarge  by  up  to  400%, 
reduce  by  50%,  and  it  gives 
you  a  choice  of  black  and 
white  or  color  copies  from  col- 
or originals.  While  it  lacks  a 
sheet  feeder,  it  should  handle 
most  small-office  copy  chores, 
with  color  as  a  bonus. 

The  scanning  function  also 
works  well,  sending  data  to 


HEWLETT-PACKARD  OFFICEJET  1150C 


"l  -       Flatbed  color  scanning  and 
copying.  Printing  at  up  to  8  ppm  black, 
3  ppm  color 

OPERATING  SYSTEMS:  Windows  95,  3.1 
INCLUDED  SOFTWARE:  Caere  Omni- 
Page, Adobe  PhotoDeluxe 

c-V  $990  DATA:  HEWLETT-PACKARD 


the  computer  over  the  print- 
er cable.  While  the  OfficeJet 
can't  send  or  receive  faxes 
directly,  anything  it  scans  can 
be  sent  to  a  fax  program, 
such  as  Windows  95's  built- 
in  fax  service  or  Symantec's 
WinFax. 

The  only  part  of  the  Of- 
ficeJet that  gave  me  trouble 
was  optical  character  recog- 
nition— and  for  reasons  that 


have  more  to  do  with  the  aw- 
ful complexity  of  software 
than  the  device  itself.  Dur- 
ing installation  of  the  Office- 
Jet, my  four-month-old  hp 
Pavilion  computer  crashed 
and  refused  to  reboot.  After 
a  couple  of  tech  support  calls 
to  different  hp  divisions,  I 
learned  that  the  problem  was 
a  conflict  between  the  Caere 
OmniPage  OCR  program  sup- 
plied with  the  printer  and 
software  "drivers"  used  by 
the  S3  viRGE  video  adapter 
in  the  Pavilion.  Downloading 
a  new  version  of  the  viRGE 
drivers  fixed  the  problem, 
and  the  OCR  software  works 
fine.  But  consumers  should 
not  have  to  deal  with  com- 
plex problems  such  as  this, 
especially  when  buying  a 
computer  and  printer  from 
the  same  manufacturer. 

The  1150C's  little  brother, 
the  $500  OfficeJet  500,  looks 
more  like  a  fax  machine. 
It  handles  color  printing 
(it's  based  on  the 
DeskJet  690  series  print- 
ers) and  serves  as  a 
sheet-fed  scanner  and 
copier.  It  also  can  be 
used  as  a  stand-alone 
fax  machine  when  the 
computer  is  not  avail- 
able. While  print  speed 
is  about  half  that  of  the 
1150C  (four  pages  per 
minute  for  black  and 
white)  and  the  quality  is 
not  quite  as  good,  the 
OfficeJet  500  can  be  a 
versatile  addition  to 
many  small  offices. 

Cannon  Computer 
Systems  offers  the  $500 
Multipass  C2500,  which 
offers  similar  features  to 
the  OfficeJet  500  but 
prints  at  up  to  five 
pages  per  minute.  And  watch 
for  additional  models  with 
added  capabilities — and  prob- 
ably lower  prices — to  hit  the 
market  this  summer  and  fall. 

Multifunction  devices  still 
aren't  for  everyone.  But  the 
new  machines  are  very  good 
at  what  they  do,  and  chances 
are  that  one  of  these  combo 
units  can  save  you  both  space 
and  money. 


BULLETIN  BOARD 


LAPTOPS 

POWER  CRAMMING 

In  the  increasingly  cookie-cut 
ter  world  of  PCs,  ultraportablej 
laptops  stubbornly 
resist  standardized 
designs,  with  every 
manufacturer  hav- 
ing a  different 
idea  of  how 
to  cram  a 
lot  of  power 
into  an  easy-to-carry  pack- 
age. The  LifeBook  655TX  from  [ 
Fujitsu  (888  466-8434)  fea- 
tures a  133-megahertz  or! 
155-MHz  mmx  Pentium,  I 
12.1-in.  active-matrix  ' 

LIFEBOOK  655TC 


SECOSiC  BATTERY 


MULTIMEDIA  UNIT 

screen,  is  just  1.2  in.  thick, 
and  weighs  4.4  pounds. 
Attach  a  second  battery  and  a 
multimedia  unit  to  the  bottom 
and  you  get  a  cd-rom  and 
floppy  drive  in  an  8-pound 
unit  about  the  size  and  shape 
of  a  conventional  multimedia 
laptop.  The  LifeBook  655TX 
starts  at  $3,999. 

WHITEBOARDS 
N0TA  BENE 

A  dry-erase  whiteboard  can  be: 
a  great  tool  for  a  brainstorm-  j 
ing  session.  But  once  you 
wipe  the  board  clean,  those 
brilliant  thoughts  are  gone. 
Not  with  the  Ibid  computer- 
ized whiteboard  from  Micro- 
touch  Systems  (508  659- 
9000).  The  Ibid  is  a  $500,  2- 
by  3-ft.  board  that  plugs  into 
a  Windows  PC.  Anything  you 
write  on  the  board  is  recorded 
and  can  be  saved  to  a  file 
with  the  push  of  a  button.  You 
can  print  a  copy  of  the  saved 
image  or  E-mail  it. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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ranee  Telecom  just  opened  a  new  door 
in  broadcast  communications. 


We  proudly  announce 
GlobeCast,the  new  world  leader 
in  broadcast  services. 

From  around  the  world  to  your  front  door, 
our  new  GlobeCast"  division  transmits  more 
news,  entertainment  and  sporting  events  than 
anyone  else. 

So  when  you  watch  your  favorite  team 
in  the  NBA,  the  NHL,  Major  League  Baseball 
or  the  1998  World  Cup,  odds  are  we're  bringing 
it  to  you.  And  when  it  comes  to  major  events 
broadcast  on  ABC,  CBS,  Fox  or  NBC,  we're  there 
to  make  sure  you  see  it. 

GlobeCast's  video  service  is  another  of  the 
world-class  communications  capabilities  of 
FranceTelecom,  a  leader  in  voice,  data,  wireless,  ^ 
cable  and  online  services.  We  invite  you  to  visit 
us  at  www.francetelecom.com. 

Together,  we  can  build  the  world  to  come. 


{£ssr\  FranceTelecom 


Economic  Viewpoint 


BY  RUDI  DORNBUSCH 


MEXICO  SHOULD  DITCH  THE  PESO 
FOR  THE  DOLLAR 


wm 

GOOD  MOVE: 

Adopting  the 
greenback 
would  end  the 
cycles  of  crisis, 
collapse,  and 
recovery 
triggered  by 
wildly  printing 
money  in 
election  years 


Rudi  Dornbusch  is  professor  of 
economics  and  management  at 
Massachusetts  Institute  of  Technology 


If  Mexico  wants  to  change,  it  should  give 
up  the  peso  and  adopt  the  dollar  as  its 
currency.  If  that  is  done,  an  economic 
boom  will  result  within  the  year,  with  6% 
growth  almost  guaranteed. 

Why  give  up  the  peso?  Because  each  time 
Mexico  makes  economic  progress,  a  currency 
crisis  destroys  it.  Mexico's  economy  runs  on  a 
political  cycle,  with  presidential  elections  com- 
ing every  six  years.  By  the  third  or  fourth 
year,  the  economy  is  almost  always  growing, 
as  it  is  now.  Then  election-year  spending  and 
borrowing  lead  to  a  peso  crisis.  This  is  the 
third  year  of  the  current  political  cycle,  and 
Mexico  has  successfully  emerged  from  the 
1994-95  peso  crisis.  Unless  Mexico  changes 
its  currency  system,  a  replay  of  the  crisis-col- 
lapse-recovery cycle  will  occur  in  2000,  the 
year  of  the  next  presidential  election. 

The  seeds  for  trouble  are  already  planted. 
There  are  grave  political  uncertainties  as 
democracy  catches  up  with  a  bankrupt  official 
party  and  its  hold  on  power.  The  congres- 
sional elections  in  July,  when  the  National 
Action  Party  and  the  Revolutionary  Democ- 
ratic Party  may  increase  their  clout,  will  in- 
dicate what  is  to  come.  The  financial  system  is 
in  trouble,  too.  It  continues  to  limp  along 
with  dilapidated  balance  sheets  and  daily  in- 
fusions of  government  support. 

Nations  like  to  have  their  own  money  for 
many  reasons.  First  and  most  prominent  is 
nationalism.  A  country  has  its  flag,  its  air- 
line, and  its  money.  They  are  part  of  its  cul- 
ture and  identity.  Printing  money  is  also  a 
source  of  funding  for  governments.  They  can 
pay  out  more  to  their  political  constituencies 
by  letting  the  printing  presses  run.  Mone- 
tary policy,  exercised  through  adjustments  in 
interest  and  exchange  rates,  can  also  be  valu- 
able by  providing  flexibility  to  offset  shocks  to 
the  economy. 

abused  POLICY.  It  is  immediately  clear  that 
these  traditional  arguments  are  not  compelling 
when  it  comes  to  Mexico.  Every  six  years, 
Mexican  government  officials  have  abused 
just  this  flexibility,  causing  peso  crises.  They 
have  overvalued  the  currency  and  printed 
money,  even  in  the  face  of  capital  flight. 

A  dollar-  plan  for  Mexico  could  not  be  more 
simple.  The  country  declares  that  the  dollar  is 
legal  tender-.  The  central  bank  uses  its  dollar 
reserves  to  retire  large  bills  from  circulation 
and  replaces  them  with  real  dollar  bills.  Coins 
and  small  change  in  pesos  can  be  left  without 


risk.  The  banking  system  makes  loans  a 
takes  deposits  only  in  dollars. 

The  net  effect  would  be  to  end  currer 
volatility  and  inflation  in  Mexico.  Prices 
wages  would  no  longer  reflect  the  uncertaii 
that  comes  with  regular  peso  crises  and  so: 
ing  inflation  every  six  years.  Wage  grow 
would  be  limited  to  productivity  increasi 
Prices  would  probably  decline  as  people 
longer  worried  about  currency  depreciati 
or  inflation. 
ARGENTINA  PREVAILED.  Can  a  plan  like  th  I 
work?  Is  it  really  that  simple?  Argentina  1 
already  declared  parity  with  the  dollar, 
week  passes  without  all  of  Argentina 
plauding  that  dramatic  day  in  1992  when  tf 
country  made  an  irreversible  commitment 
the  dollar.  Growth  has  averaged  an  unprec 
dented  5%  and  now  is  running  at  near  7' 
Stability  was  tested  when  capital  flight  aft 
the  last  peso  crisis  threatened  the  Argenti 
economy.  The  dollar  standard  prevailed. 

To  avoid  offending  nationalist  sensibilities, 
would  be  better  for  Mexico  to  take  the 
gentine  route  and  create  a  currency  boa 
that  would  manage  a  dollar-pegged  peso.  B 
Mexican  presidential  politicians  have  a  reco: 
of  manipulating  the  peso  during  election  s 
sons.  They  simply  can't  be  trusted  not  to 
terfere  with  a  currency  board.  So  the  Mexi 
economy  must  become  dollarized. 

In  the  past,  managing  monetary  and  c 
rency  policy  has  led  to  disasters.  It  won't 
any  different  in  the  future.  The  same  peo; 
are  in  charge.  They  are  well-intentioned,  we| 
trained — and  overwhelmed  by  the  politics 
the  day.  That  costly  insistence  on  trying 
outsmart  markets  has  destroyed  progress  f| 
decades.  The  lesson  surely  is  to  ask  wheth 
it  is  worth  retaining  the  peso  as  a  natio: 
currency,  and  the  answer  is  no. 

Mexico  has  made  extraordinary  efforts 
restructuring  its  economy  and  recognizi 
that  integration  with  the  world  is  a  source 
growth,  nafta  was  a  huge  gamble  and 
now  paying  off.  However,  currency  stability 
an  essential  underpinning  for  flows  of  dire 
investment  to  Mexico.  It  is  critical  for  oi 
taining  low-risk  interest  rates  on  loans.  Thej) 
in  turn  are  essential  for  a  revival  of  invesj 
ment  and  high  growth.  If  Mexico  wants  soci 
progress  and  political  stability,  the  countrj 
must  follow  up  the  bold  nafta  move  wi' 
one  more  downpayment  for  prosperity, 
must  move  irreversibly  on  the  dollar. 


22  BUSINESS  WEEK  /  MAY  19,  1997 


§—  A  ir 

D  D     A*  1^    *  A '  ©  T  ■ 

DnUML/UMDi 

r Around  the  world 
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DyNet  maintains  its  own  Fiber  Optic  Digital  Network  of  Fax  Servers  throughout  the  WORLD.  By  owning  the  single  largest  computer  network 
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Insurance  &  Investment 


made  us  a  world  leader 

It  helps  you  anticipate 
your  own  future. 


AXA  is  a  world  leader  in  insurance  and 
investment,  with  $450  billion  in  assets  under 
management  and  business  operations  in 
more  than  50  countries.  Here  in  the  US, 
where  we  manage  $230  billion  in  assets,  we 
have  been  serving  clients  for  over  137  years. 
You  know  us  as  Equitable,  Alliance  Capital 
and  Donaldson,  Lufkin  &  Jenrette.  The  breadth 
of  our  experience  gives  us  the  knowledge 
and  vision  to  spot  opportunities.  It  helps  us 
design  innovative  insurance  and  investment 
solutions  that  meet  your  financial  goals. 
That's  why,  more  than  ever,  we  can  say: 

Go  ahead  you  can  rely  on  us 


INSURANCE  &  INVESTMENT 

WITH  OUR  US  MEMBER,  EQUITABLE  COMPANIES 

Please  visit  our  Web  site:  http://www.axa.com 


Economic  Trends 
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BY  GENE  KORETZ 

BEWARE  OF 
BOTTLENECKS 

Factory  operating  rates  are  surging 

While  manufacturing  activity  is  ac- 
celerating in  most  industrial  na- 
tions, it  is  the  U.  S.  that  is  leading  the 
way.  According  to  the  Federal  Reserve, 
factory  output  in  the  six  months 
through  March  rose  at  a  hefty  6.9%  an- 
nual rate,  more  than  double  the  2.8% 
pace  of  the  prior  year. 

Ordinarily,  such  a  sharp  acceleration 
in  manufacturing  activity  at  a  late  stage 
in  an  economic  expansion  would  be  set- 
ting off  inflation  alarms.  But  many  ob- 
servers point  to  strong  capacity  expan- 
sion as  an  offsetting  factor.  With  plant 
capacity  growing  at  a  4.1%  annual 

WHERE  CAPACITY  IS 
SURGING-AND  LAGGING 


ELECTRICAL  INDUSTRIAL      OTHER  NONDURABLES 
MACHINERY  MACHINERY  DURABLES 

SHARES  OF  TOTAL  MANUFACTURING  OUTPUT* 
9.9%  11.0%  33.3%  45.8% 

▲  PERCENT,  ANNUAL  RATE  *IN  1996 

DATA:  FEDERAL  RESERVE  BOARD;  GOLDMAN,  SACHS  &  CO. 

rate — more  than  double  the  pace  of  a 
few  years  ago  and  the  highest  in  more 
than  25  years — they  see  little  danger 
of  production  bottlenecks  ahead. 

Economist  John  Youngdahl  of  Gold- 
man, Sachs  &  Co.  disagrees.  He  points 
out  that  rapid  capacity  growth  in  re- 
cent years  has  been  concentrated  in  a 
narrow  group  of  industries  that  account 
for  only  one-fifth  of  industrial  output: 
electrical  machinery,  including  semicon- 
ductors, which  is  posting  15.5%  capacity 
growth  this  year,  and  industrial  ma- 
chinery, including  computers  and  office 
equipment,  which  is  clocking  expansion 
at  a  12.7%  annual  rate. 

McLinwliile,  nutcs  Youngdahl,  capacity 
in  all  other  manufacturing  industries, 
which  account  for  four-fifths  of  output,  is 
growing  at  a  mere  1.5%  to  1.7%  annual 
pace.  Yet  it  is  precisely  these  industries 
where  operating  rates  have  been  surg- 
ing higher — enough  to  raise  overall  fac- 
tory utilization  by  a  full  percentage 
point  in  the  past  nine  months,  to  83.3% 
in  March.  (Meanwhile,  operating  rates  in 


industrial  and  electrical  machinery  have 
leveled  off  and  even  declined). 

What  has  been  occurring,  says 
Youngdahl,  is  "the  diffusion  of  rapid  de- 
mand-led production  gains  from  a  nar- 
row band  of  high-tech  sectors  to  almost 
all  manufacturing  groups."  If  recent 
rates  of  output  growth  continue,  he  fig- 
ures that  overall  manufacturing  capaci- 
ty use  will  hit  85%  by  yearend — an  in- 
flationary danger  zone  breached  in  only 
37  months  of  the  past  quarter  century. 

The  implications  of  this  picture  are 
double-edged.  On  the  positive  side,  it 
suggests  that  capital  spending  will  stay 
strong,  as  higher  operating  rates  inspire 
more  industries  to  invest  in  expanded 
capacity.  Such  spending  promises  to 
shore  up  growth  if  consumption  slows, 
Youngdahl  says,  and  will  help  keep  in- 
flation at  bay  over  the  long  run. 

In  the  short  term,  however,  he  wor- 
ries that  buoyant  consumption— along 
with  firm  capital  spending — may  push 
up  operating  rates  even  more.  And  the 
resulting  bottlenecks  could  finally  give 
producers  both  the  incentive  and  the 
leverage  they  need  to  raise  prices. 

Youngdahl  believes  that  the  Fed  is 
well  aware  of  such  risks.  "With  unem- 
ployment low  and  with  the  likelihood 
of  rising  physical  capacity  constraints 
ahead,"  he  says,  "we're  looking  for  fur- 
ther monetary  tightening  both  in  the 
short  term  and  over  the  next  year." 


KEEPING  DOCTOR 
FEES  IN  LINE 

How  the  invisible  hand  curbs  hikes 

A widely  held  view  of  the  medical 
marketplace  is  that  health-care 
providers  engage  in  cost-shifting — charg- 
ing some  patients  high  fees  to  offset 
losses  on  others.  If  a  government  in- 
surance scheme  or  a  large  insurance 
company  cuts  its  payments  for  the 
group  it  covers,  so  the  story  goes, 
providers  will  recoup  their  lost  income 
by  simply  raising  fees  for  other  groups. 

As  far  as  doctors  are  concerned,  how- 
ever, cost-shifting  may  be  more  of  a 
myth  than  a  reality,  according  to  a  new 
study  by  Mark  H.  Sho waiter  of  Brigham 
Young  University.  Using  survey  data 
from  all  50  states  in  the  mid-1980s, 
Showalter  found  that  doctors  in  states 
with  higher  Medicaid  reimbursement 
rates  tended  to  charge  privately  insured 
patients  higher  fees  than  docs  in  states 
with  lower  Medicaid  rates.  At  the  same 
time,  docs  in  states  with  low  Medicaid 
fees  not  only  charged  private  patients 


less  but  saw  fewer  Medicaid  patienl 
Since  his  analysis  indicated  th 
Medicaid  reimbursement  rates  affectt 
private  fees  rather  than  vice  vers 
Showalter  concludes  that  the  docto 
were  prevented  from  cost-shifting 
market  pressures.  With  private  fee  le 
els  set  by  supply  and  demand,  the 
best  strategy  in  the  face  of  lower  Medi 
aid  rates  was  to  reduce  their  priva 
fees — and  thus  attract  more  private  p 
tients — while  cutting  Medicaid  caselo; 

Showalter's  study  has  intriguing 
plications  for  the  health-care  revoiutio 
It  suggests  that  fears  of  governme: 
fee  controls'  resulting  in  cost-shiftir  £,: 
are  exaggerated  (although  it  raises  tl  ts 
problem  of  lower  Medicaid  or  Medica  it 
caseloads).  And  it  indicates  that  docto 
are  highly  sensitive  to  competitive  pre  jgfj 
sures — just  like  ordinary  businessmer 
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THE  SHRINKING 
PEACE  DIVIDEND 

Global  defense  cutbacks  wane 


iter 


fly 


The  sharp  slowdown  in  worldwic 
military  spending  that  began  at  tl 
start  of  the  1990s  seems  to  be  losin  PJ 
steam.  The  International  Monetai  _ 
Fund  estimates  that  such  outlays  dippe  W 
from  2.4%  of  global  gross  domestic  pro< 
uct  in  1995  to  2.3%  last  year.  That's  lei 
than  half  the  shrinkage  in  prior  years 
According  to  the  IMF,  the  so-call 
global  peace  dividend  from  reduced  ou 
lays  since  1990  came  to  $324  billion  M 
1995 — that  is,  military  spending  wsj.' 
$324  billion  less  in  1995  than  it  wouf 
have  been  if  such  outlays  had  staye 
at  the  1990  5%  level  of  global  gdp.  Th  L 
dip  in  the  gdp  ratio  in  1996  added  on!  j  ej< 
$18  billion  to  the  j, 


SO. 


MILITARY  SPENDING  . 
BOTTOMING  OUT? 

MILITARY  SPENDING 
AS  A  PERCENT  OF  GDP  |d  Qo 

1990     1995  1996 

ALL  COUNTRIES 

3.5%  2.4%  2.3% 


peace  dividend. 

More  important, 
actual  global  mili- 
tary expenditures 
fell*  only  $2  billion 
last  year,  the  IMF 
estimates.  Outlays 
by  industrial  na- 
tions and  the  for- 
mer Soviet  bloc 
shrank  by  some 
$11.2  billion.  How- 
ever, this  was 
nearly  offset  by 
$9.2  billion  in 
added  spending  by 

developing  nations,  whose  fast  growt  ^ 
enabled  them  to  boost  absolute  militar 
budgets  while  cutting  them  as  a  per 
cent  of  gdp. 


INDUSTRIAL  NATIONS 

3.3     2.3  2.3 

DEVELOPING  NATIONS 

3.2     2.6  2.5 

FORMER  SOVIET  BLOC 
6.5     2.2  1.9 

DATA  INTERNATIONAL 
MONETARY  FUND 


St 
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lMES  C.  COOPER  &  KATHLEEN  MADIGAN 


IE  HOT  LABOR  MARKETS 
)0LING  OFF? 

ot,  further  Fed  rate  hikes  may  sour  Wall  Street's  new  optimism 


US.  ECONOMY 


B  GROWTH  LOOKS 
LITTLE  SLOWER 


iYROLL  GAINS 


That  steam  rising  from  the 
economy  is  coming  from  the 
markets.  They  are  really  cooking.  At  4.9%,  job- 
jss  is  now  at  a  23-year  low.  A  record  percentage  of 
s  have  jobs,  and  real  wages  are  moving  up,  even 
3  lower  end  of  the  pay  scale, 
few  months  ago,  news  like  this  would  have  sent 
Street  running  for  cover,  out  of  fear  that  tight  la- 
aarkets — fueled  by  the  economy's  blistering  4.7% 
over  the  past  two  quarters — would  force  the  Fed- 
deserve  to  hike  short-term  interest  rates  in  order 
sure  that  inflation  stayed  tame.  Instead,  bonds 
rallied,  and  the  stock  market  has  forgotten  all  its 
:r  worries  that  had  sent  share  prices  tumbling 
y  10%.  In  fact,  the  Dow  Jones  industrial  average 
225  on  May  6,  a  new  record. 

Why  this  new  round  of  exu- 
berance? The  data  show  that, 
despite  tight  job  markets,  la- 
bor costs  remain  under  con- 

^trd.  Also,  there  are  emerging 
signs  that  the  hot  economy  is 
cooling  down,  although  the  de- 
gree of  the  slowdown  is  still 
unclear.  For  example,  the 
April  job  report  shows  that 
job  growth  is  easing,  but  fac- 
tory workers  clocked  in  a 
d  amount  of  overtime  (charts).  Nevertheless,  all 
iases  two  of  the  financial  markets'  fears:  that  the 
is  behind  in  its  efforts  to  control  inflation  and 
further  substantial  rate  hikes  may  be  necessary. 
;o,  the  markets  are  pleased  that  the  White  House 
Congress  have  brokered  a  deal  to  balance  the  fed- 
Dudget.  Never  mind  that  over  the  next  five  years, 
ax  cuts  are  front-loaded,  the  spending  cuts  are 
loaded,  and  recession  is  assumed  to  be  nowhere  in 
.  Still,  after  haranguing  both  parties  for  years  to 
ice  the  budget,  Fed  Chairman  Alan  Greenspan 
be  reluctant  to  lift  rates  again  so  quickly  after  a 
iromise  was  finally  reached. 

MPS  MORE  IMPORTANT,  Wall  Street  seems  to 
rting  with  the  notion  that  a  new  economic  para- 
is  at  work,  one  in  which  strong  growth  and  low 
ion  can  coexist  peacefully  enough  in  coming  quar- 
to keep  the  Fed  from  spoiling  the  party  (page 
rhe  continued  lack  of  pressure  from  labor  costs  on 
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inflation  strengthens  that  thesis  compared  to  a  year  ago, 
but  the  real  test  now  begins:  Can  businesses  keep 
costs  down  and  profits  up,  amid  ever-tightening  labor 
markets  in  which  joblessness  is  already  well  below 
nearly  all  definitions  of  "full  employment"? 

Indeed,  the  head-turner  in 
the  April  job  report  was  the  OVERTIME 
drop  in  the  unemployment 
rate  from  5.2%  to  4.9%.  The 
large  fall  partly  reflected  a  de- 
cline in  the  labor  force,  which 
was  bound  to  happen  sooner 
or  later  since  yearly  labor- 
force  growth  has  outpaced  the 
growth  in  the  adult  population 
since  the  summer  of  1996. 
Now    in    1997,  labor-force 
growth  may  be  starting  to  slow  down,  which  could 
push  the  jobless  rate  even  lower.  In  fact,  if  labor-force 
participation  had  not  soared,  the  jobless  rate  would 
have  been  below  4.5%  right  now. 

The  low  unemployment  rate  has  reignited  discus- 
sions over  nairu,  or  the  nonaccelerating-inflation  rate  of 
unemployment,  below  which  wages  rise  fast  enough 
to  generate  price  increases.  While  the  debate  centers  on 
whether  the  economy's  nairu  has  shifted  lower  and  to 
what  level,  Greenspan  himself  has  said  that  there  is  no 
national  nairu,  but  only  local  ones.  However,  with 
more  than  a  third  of  U.  S.  cities  reporting  jobless  rates 
below  4%  in  March,  it's  no  surprise  that  yearly  pay 
gains  are  accelerating. 

True,  hourly  wages  dropped  by  a  penny  in  April,  to 
$12.14.  But  the  decline  was  concentrated  in  a  0.8%  fall 
in  wages  in  the  financial  and  real  estate  sector.  And 
that  drop  followed  two  large  gains  in  January  and 
February.  So  far  this  year,  nonfarm  pay  of  production 
and  nonsupervisory  workers  is  up  3.8%  from  the  same 
four  months  of  last  year.  After  inflation,  that's  a  1% 
gain,  the  fastest  real  wage  growth  since  1983. 

WALL  STREET  WILL  NOT  take  chances  waiting  to 
see  how  any  new  economic  paradigm  plays  out.  In- 
deed, the  Dow  plunged  140  points  on  May  7,  in  part  be- 
cause a  Fed  report  prepared  for  the  May  20  policy 
meeting  noted  that  tight  labor  markets  are  lifting  labor 
costs  and  that  in  some  areas,  businesses  are  finding  less 
price  resistance  amid  strong  consumer  demand. 

In  coming  months,  the  markets  will  take  their  cues 
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primarily  from  the  economy's  pace  and  what  it  implies 
for  the  inflation  outlook.  On  that  front,  early  second-quar- 
ter data  show  that  growth  is  slackening.  However,  some 
slowdown  this  quarter  was  inevitable  after  the  first 
quarter's  5.6%  gallop.  What's  not  clear  is  how  much  is 
growth  tapering  off  and  how  long  any  slowdown  will  last. 

ON  THAT  ISSUE,  the  latest  data  are  a  mixed  bag 
and  not  very  helpful.  March  factory  order's  declined,  and 
the  nation's  purchasing  managers  said  that  industrial  ac- 
tivity slowed  a  bit  in  April,  but  the  labor  market  data 
suggested  that  manufacturing  is  gathering  steam.  The 
second-quarter  trend  may  not  be  clear  until  the  May 
data  offer  more  evidence. 

The  April  job  report  showed  a  slower  pace  of  payroll 
gains.  April  payrolls  increased  by  a  less-than-expected 
142,000  jobs,  and  March's  gains  were  lowered  to 
139,000.  The  April  rise  was  well  below  the  monthly  av- 
erage of  237,000  in  the  first  quarter,  and  the  nonfarm 
workweek  shrank  18  minutes  to  34.6  hours. 

Some  of  the  weakness  in  April  hiring  reflected  special 
factors.  The  month's  rainy  weather  helped  trim  con- 
struction jobs  by  44,000.  And  factory  jobs  fell  14,000,  but 
most  of  that  came  from  the  strike  at  Chrysler  Corp., 
which  pared  a  half  hour  from  that  industry's  workweek. 

But  manufacturing  still  has  momentum.  Even  against 
the  auto-sector  drag,  the  overall  factory  workweek 
rose  by  six  minutes,  to  42.2  hours,  matching  the  record 


GERMANY 


APRIL  CAR  BUYING 
SHIFTS  INTO  LOW  GEAR 


high  hit  in  January,  1995.  Moreover,  factory  overti 
rose  to  a  record  5  hours.  Extra  worktime  suggesF 
that  industrial  output  continued  to  rise  last  monl 
and  that  capacity  utilization  rates  rose  further.  Op( 
ating  rates  are  near  levels  that,  in  the  past,  have  be 
associated  with  supply  bottlenecks  and  price  pressur< 

Consumers  will  play  a  key 
role  this  quarter  and  next.  To 
be  sure,  they  will  not  be  able 
to  maintain  their  blistering 
6.4%  pace  in  the  first  quarter, 
which  was  fueled  partly  by 
warm  weather  and  early  tax 
refunds.  Already,  weekly  store 
surveys  suggest  a  more  mod- 
erate pace  of  buying,  and 
April  car  sales  fell  to  an  an- 
nual rate  of  14.3  million  from 
15.8  million  in  March,  although  strike-related  shor 
ages  cut  into  dealer's'  results  (chart). 

However,  amid  strong  labor  markets,  high  levels 
optimism,  and  a  resurgence  of  stock-market  gain 
household  fundamentals  are  still  as  supportive  as  th< 
ever  were.  That  means  consumers  could  head  back 
car  dealerships  and  shopping  malls  in  coming  months, 
they  do,  the  Fed's  worries  about  overly  strong  ( 
mand  will  resurface — and  Wall  Street's  renewed  ex 
berance  could  start  to  look  irrational  again 
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EXPORTS  WILL  HAVE  TO  CARRY  THE  SHOW  FOR  NOW 


Powered  by  exports,  Ger- 
many's one-cylinder  economy 
continues  to  sputter  along,  but 
the  groundwork  for  a  broader  up 
turn  is  being  laid.  Through  Feb- 
ruary, exports  are  up  nearly  8% 
from  a  year  ago,  and 
foreign  orders  in 
March  are  up  an  even 
faster  11%,  suggesting 
that  export  growth  is 
still  accelerating. 

Indeed,  the  export 
boom's  supports  are 
solid.  First  of  all,  Ger- 
many's key  export  mar- 
kets are  strong.  Last 
year,  foreign  shipments 
to  the  U.  S.  and  to  Eastern  Eu- 
rope, Russia,  and  the  former  Sovi- 
et Republics  posted  the  fastest 
growth.  The  primary  markets  in 
the  European  Union,  which  ac- 
count for  more  than  half  of  Ger- 
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many's  foreign  demand,  have  been 
sluggish,  but  this  year,  EU  demand 
is  also  set  to  pick  up,  as  better 
growth  prospects  take  hold. 

Second,  Germany's  competitive- 
ness has  improved.  The  trade- 
weighted  value  of  the 
mark  has  fallen  some 
6%  since  early  1996, 
mainly  reflecting  a 
17%  plunge  vs.  the 
dollar.  And  the  recent 
strength  in  the  Italian 
lira  will  give  Germany 
an  added  edge  in  Eu- 
rope. Moreover,  Ger- 
man productivity 
growth  in  the  factory 
sector  has  improved  at  a  time 
when  wage  deals  are  expected  to 
hold  growth  in  contractual  wages 
to  only  about  1%  this  year.  That 
means  factory  unit  labor  costs  will 
fall  in  1997.  " 
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A  key  link  to  a  broader  recov- 
ery will  be  stronger  capital 
spending,  and  fundamentals  there 
look  promising:  Real  interest 
rates  are  now  the  lowest  in  more 
than  a  decade.  Because  industrial 
output  is  rising  strongly  (chart), 
the  factory  operating  rate  stood 
at  nearly  85%  in  March,  well 
above  its  long-term  trend.  Also, 
efficiency  gains  have  boosted  cor- 
porate profits. 

But  both  corporate  and  fiscal 
belt-tightening  have  hit  house- 
holds hard,  resulting  in  negligible 
growth  in  real  disposable  income 
over  the  past  year.  Unemploy- 
ment in  April  rose  unexpectedly, 
by  8,000,  and  the  jobless  rate,  at 
11.3%,  stood  at  a  record  for  April. 
Job  growth  is  not  expected  to 
pick  up  until  later  this  year,  and 
only  then  will  Germany  be  truly 
on  the  road  to  recovery. 
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When  Parmalat  made  the 
decision  to  tap  the  Eurolira  market 

Chase  sealed  it 


Parmalat  called  on  Chase's  expertise  in  international 
capital  markets  to  structure  and  execute  the  first  Italian 
corporate  issue  in  the  Eurolira  bond  market  in  over  a 
decade.  Chase  arranged  the  500  billion  lira  issue,  which 
was  increased  in  size  more  than  three  times  over  to  meet 
investor  demand  across  Europe. 


"The  Chase  team  in  Milan  has  worked  with  us  for  several  years. 
As  we  expand  globally,  Chase  combines  in-depth  knowledge  of 
our  business,  global  presence  and  access  to  an  unparalleled 
network  of  investors  to  structure  and  execute  transactions  for 
Parmalat  worldwide." 


Calisto  Tanzi 
Chairman.  Parmalat  SpA 


CHASE.  The  right  relationship  is  everything." 


7  The  Chase  Manhattan  Corporation, 


HOW  LONG  CA 


Strong  growth  with  little 
unemployment  and  low 
inflation  doesn't  have  to 
peter  out.  Here's  why 


Could  it  possibly  get  any  better  than  this?  For  tv 
years,  the  U.S.  economy  has  soared  ever  highd 
reaching  starry  strata  last  explored  in  the  196C 
Growth  has  accelerated  to  an  average  rate  of  4' 
from  about  2%  in  1995.  Unemployment  has  eas< 
from  5.7%  to  4.9%,  its  lowest  level  since  1973.  Pn 
its  after  inflation  have  jumped  14%  over  the  past  year,  even 
real  wages  inched  up  for  the  first  time  since  the  mid-1980s 

At  each  step  along  the  way,  economic  pessimists  warn*  8 
that  the  economy  was  about  to  tumble  into  a  yawning  chasr 
The  conventional  wisdom  was  that  the  U.  S.  could  not  susta 
growth  in  excess  of  2%  or  2.5%  ann 
ally  without  triggering  inflation.  Indee 
some  economists  predicted  that  the  Fe 
eral  Reserve  had  already  missed  i 
chance  to  keep  prices  under  contr 
and  that  inflation  could  rise  as  high 
3.5%  in  1997. 

The  Cassandras  had  it  wrong.  D 
spite  the  stronger  growth,  inflatk 
actually  has  fallen  since  199 
Consumer  inflation,  outside 
food  and  energy,  is  runnirii 
at  an  annual  rate  of  2.4"; 
down  from  2.6%  in  19* 
and  3%  in  1995.  Til 
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LAST? 


s  Beige  Book  survey  of  regional  economic  conditions,  re- 
id  on  May  7,  found  virtually  no  sign  of  accelerating  infla- 
And  the  stock  market  has  become  intoxicated  by  it  all.  In- 
ars,  after  bracing  for  a  slowdown  induced  by  Federal 
>rve  rate  hikes  in  March,  have  changed  their  minds.  In- 
singly,  they  are  grasping  the  possibility  of  continuing  ex- 
ion  without  inflation.  Since  Apr.  11,  the  Dow  Jones  indus- 
average  has  jumped  10.8%.  Even  after  fresh  interest-rate 
rs  caused  a  140-point  drop  on  May  7,  the  market  has  re- 
n  the  ground  it  lost  in  March  and  early  April. 
•WING  UP  EVERYTHING."  What's  behind  this  unprecedent- 
ounty?  It  boils  down  to  this:  After  years  of  pounding  on 
;  and  revamping  the  way  it  does  business,  American  in- 
ry  is  reaping  improvements  in  productivity  that — if  they 
inue — could  sustain  this  economic  scenario  for  the  fore- 
ble  future.  In  the  first  quarter  of  1997,  output  per  work- 
-jse  at  a  rate  of  2.0%,  its  fastest  pace  since  the  end  of 
.  Excluding  small  businesses  and  financial  services — for 
h  data  are  less  reliable — productivity  growth  is  running 
4%  (chart). 

"hat  makes  these  numbers  especially  impressive  is  that 
come  after  six  years  of  expansion,  a  point  at  which 
less  historically  has  stretched  machinery  and  labor  to  in- 
ient  levels.  This  time  around,  the 
3  are  sticking:  Companies  still  are 
isizing,  outsourcing,  and  reengi- 
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neering  themselves.  At  the  same  time,  they've  finally  learned 
how  to  make  good  use  of  information  technology.  They've 
gone  to  computer  networks,  speeding  communications  inter- 
nally and  forging  electronic  links  with  their  customers. 

Consider  Owens  Corning.  The  market  for  glass  and  insu- 
lation is  flat, 
and  the  compa- 
ny can't  raise 
prices.  So  it's 
spending  $175 

million  to  revamp  its  computer  systems  and  link  its  150  op- 
erating locations  together.  "This  meant  blowing  up  everything 
we  had,"  says  Michael  Radcliff,  chief  information  officer.  It  will 
be  worth  it  if  the  system  delivers  the  10%  annual  boost  to 
productivity  he  expects.  The  company  is  already  racking  up 
productivity  improvements:  In  the  first  quarter,  its  earnings 
jumped  8%  on  just  a  3%  rise  in  sales. 

With  companies  throughout  U.  S.  industry  doing  the  same 
things,  the  economy  may  very  well  have  moved  to  a  new 
plane — to  where  it  can  sustain  growth  rates  of  3%  or  even 
higher  without  inflation.  Put  another  way,  the  upshift  in  pro- 
ductivity means,  remarkably,  that  rising  profits,  growing 
wages,  and  low  inflation  can  coexist  as  they  have 
not  in  the  past  25  years. 

Higher  productivity  also 
means  that  the  economy 


UNEMPLOYMENT  ...REAL  WAGES  ARE  ...BUT  INFLATION  ...AND  CORPORATE  ...WHILE  PRODUCTIVITY 
NTINUES  TO  FALL...    BEGINNING  TO  RISE...      REMAINS  TAME...         PROFITS  SOAR...      MAKES  IT  POSSIBLE 
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may  be  capable  of  sustaining  5%  unemployment  rates  or 
lower  without  triggering  inflation.  The  4.9%  rate  for  April  was 
actually  accompanied  by  falling  hourly  wages,  a  far  cry  from 
the  1970s  and  1980s.  Back  then,  when  unemployment  fell 
below  6.5%,  inflation  took  off.  Now,  James  Medoff,  a  labor 
economist  at  Harvard  University,  argues  that  the  jobless 
rate  could  go  as  low  as  4.5%  without  dire  consequences. 
Rapid  growth  can  bestow  many  blessings.  We  have  al- 
ready seen  its  power, 
for  example,  to  bridge 
vast  political  divides. 
Federal  budget  talks 
were  at  a  standstill  until  May  3,  when  fresh  data  from  the 
Congressional  Budget  Office  got  tilings  moving:  Unexpectedly 
high  tax  receipts,  it  said,  promised  to  increase  federal  rev- 
enues by  $225  billion  over  five  years.  The  economic  gift 
helped  White  House  and  Republican  negotiators  seal  a  deal  to 
balance  the  budget  by  2002  (box). 

How  long  can  the  good  times  roll?  "What's  to  stop  it?"  an- 
swers John  F.  Welch,  chief  executive  of  General  Electric 
Co.  If  companies  really  have  mastered  the  art  of  improving 
productivity,  there's  no  reason  to  expect  the  bad  old  days  of 
slow  growth  and  rising  inflation  to  return  any  time  soon. 
"The  fundamentals  are  different,  maybe,  from  any  we've 
ever  dealt  with,"  says  William  L.  Davis,  the  new  chairman 
and  CEO  of  R.  R.  Donnelley  &  Sons  Co.,  which  is  squeezing 
productivity  gains  from  its  printing  businesses.  "We're  set- 
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tling  into  a  sound,  secure,  strong  period  of  economic  growt' 

Nirvana,  of  course,  has  its  risks.  Productivity  gains  lift 
economy  onto  a  faster  growth  track,  but  they  don't  elimina 
the  ups  and  downs  of  the  business  cycle.  So  despite  the  go| 
news,  it's  entirely  possible  that  the  economy  could  slcl 
significantly  in  the  second  half  of  1997.  Such  a  slowdown,  t| 
pected  by  many  economists,  could  stifle  profits  and  push  i? 
employment  back  up.  Moreover,  if  the  dollar  continues  i 
strengthen,  export  sales  won't  make  up  for  slowing  d| 
mand  for  U.  S.  goods  at  home. 

GETTING  A  PAYBACK.  Equally  worrisome,  growth  could  coi 
tinue,  but  the  productivity  surge  of  the  last  couple  of  yeat 
could  peter  out.  That  might  happen  if  employers  can't  fil 
enough  skilled  workers  to  fill  the  information-intensive  job 
that  drive  the  economy  now.  The  bidding  for  skilled  workej 
could  ignite  wage  inflation.  Then,  if  current  productive 
gains  prove  ephemeral,  the  Federal  Reserve  will  have! 
clear-cut  case  for  raising  interest  rates  to  head  off  inflatio:; 

Still,  there's  compelling  evidence  that  productivity  iri 
provements  will,  in  fact,  continue.  Why?  The  answer  liji 
largely  in  the  now-pervasive  use  of  information  teehnolof* 
throughout  the  economy.  For  years,  economists  had  be(j 
disappointed  that  billions  invested  in  computers  and  relatJ 
gear  had  not  yielded  a  productivity  bonanza. 

That  so-called  productivity  paradox  now  seems  to  be  ovJ 
Starting  around  1995 — when  the  Internet  suddenly  becan  te 
big  business — companies  began  diverting  bigger  chunks 


HOW  GROWTH  COULD  END  THE  BUDGET  WARS 


cash 


Which  came  first,  the  strong  econ- 
omy or  the  shrinking  deficit? 
Has  the  damming  of  Washing- 
ton's flood  of  red  ink  spurred  today's 
startlingly  healthy  growth?  Or  is  it 
growth  that's  making  the  once  daunt- 
ing job  of  balancing  the  budget  seem 
as  easy  as  boiling  water? 

Inside  the  Beltway,  President  Clinton 
and  the  gop  leaders  of  Congress  are  too 
busy  divvying  up  the  spoils  of  the 


booming  economy — an  unexpected  $225 
billion  in  extra  tax  revenues  over  the 
next  five  years — to  worry  about  such 
philosophical  questions.  The  extra  cash, 
added  to  the  Congressional  Budget  Of- 
fice's forecasts  in  the  wake  of  April's 
unanticipated  $45  billion  surge  in  tax 
payments,  let  White  House  and  con- 
gressional budget  negotiators  add  extra 
spending  and  avoid  some  of  the  most 
politically  painful  cuts  they  had  contem- 


plated. That  should  provide  the  ljtca 
cant  that  Clinton  and  Senate  Ma 
Leader  Trent  Lett  (R-Miss.)  neec 
get  their  bipartisan  budget  pact 
by  Congress. 
REVENUE  GIFT.  While  the  politick  B 
down  the  final  details,  economists 
focusing  on  how  growth  and  the 
dling  deficit  are  supporting  each 
Clinton's  1993  budget  cuts,  which  eF 
duced  projected  red  ink  by  more 
$400  billion  over  five  years,  spar!  idt 
major  drop  in  interest  rates  that 
boost  investment  in  all  the  equip] 
and  systems  that  brought  forth  t: 
New  Age  economy  of  technologicjik 
novation  and  rising  productivity, 
turn,  faster  growth  and  income  g 
have  brought  the  budget  closer  t 
ance.  cbo's  revenue  gift  of  $225  b 
over  the  next  five  years  makes  u  i  a  i 
single  largest  chunk  of  savings  in 
new  budget  deal.  "It's  the  econon 
that's  balancing  the  budget,"  says 
EXTRA  BONUS     E.  Steinberg, 
  economist  at 

Washington      Lynch  &  Co. 
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IN  HIGH  TECH. 


.AND  IN  TIGHT  LABOR  MARKETS 


[A:  LABOR  DEPT., 


•PRODUCTION  AND  NONSUPERVISORY  WORKERS 


r  capital  budgets  into  computers,  software,  and  commu- 
tions  equipment.  That's  also  when  productivity  growth 
ted  climbing,  and  inflation  began  heading  downward,  de- 
e  faster  growth.  "We  will  look  back  to  this  as  a  time 
n  companies'  investments  in  computing  power  and  soft- 
e  started  to  pay  off,"  says  Charles  A.  Heimbold  Jr.,  chief 
^utive  of  Bristol-Myers  Squibb  Co.  The  drugmaker  now 
lers  detailed  information  on  how  doctors  prescribe  drugs 
ts  sales  reps  can  be  far  more  productive. 


The  growing  spending  on  information 
technology  can  be  taken  as  evidence  that 
business  is  getting  a  payback  on  its  in- 
vestment. "If  the  return  on  computers  is 
higher  than  on  other  investments,"  writes 
Federal  Resei*ve  economist  Daniel  Sichel  in 
a  forthcoming  book,  "then  that  firm  would 
continue  buying  more  hardware  and  soft- 
ware" and  cut  back  on  other  investments. 
Conversely,  if  spending  on  computers  lags, 
that's  a  sign  that  companies  had  little  faith 
in  the  productivity  benefits  of  information 
technology. 

STREAMLINING.  From  1986  to  1995,  busi- 
ness spending  on  computers  grew  some- 
what more  slowly  than  spending  on  other 
types  of  capital  goods  (chart,  page  34).  In- 
deed, for  roughly  that  period,  Sichel  and 
fellow  Fed  economist  Stephen  Oliner  found  that  computers 
did  relatively  little  for  productivity.  Since  1995,  though,  Cor- 
porate America  has  reversed  the  trend,  increasing  spending 
on  info  tech  at  twice  the  rate  of  other  capital  goods. 

The  big  change  is  not  in  the  computers  themselves,  but  in 
how  they're  being  used.  With  networks  connecting  anyone  to 
anyone  else,  it's  now  easier  to  use  computers  to  streamline 
all  sorts  of  business  processes — and  create  totally  new  ones, 
such  as  letting  your  customers  order  goods  from  your  elec- 


LESS  THAN  4% 


FIRST  QUARTER,  FROM  YEAR  EARLIER 


rushing  the  10-year  Treasury 
.7%,  according  to  DRi/McGraw- 

cash  no  longer  needed  for  debt 
ill  boost  the  nation's  stock  of 
e  capital  by  $200  billion  or  so 
next  five  years,  yielding  close 
lion  in  extra  economic  output, 
yoffs  don't  take  into  account 
that  Republicans  predict  will 
an  the  top  rate  on  capital  gains 

by  as  much  as  8  points  from 
it  28%. 

shing  deficit  also  makes  it  easi- 
3  Federal  Reserve  to  keep 
r  policy  on  an  even  keel.  The 
cits  of  the  past  have  kept  long- 
:rest  rates  high  and  created 
that  the  Fed  had  to  offset  by 
jp  short-term  rates.  But  in  an 
fiscal  stimulus  and  low  infla- 
Fed  may  be  able  to  keep 
m  interest  rates  around  4%  to 
■diets  Joel  L.  Naroff,  chief  bank 
t  for  First  Union  Corp. 
a  return  to  the  4%-plus  annu- 
l  nirvana  of  the  '60s?  Washing- 
:ial  economists  don't  think  so. 
te  House  projects  that  the 
can  only  grow  at  a  mere  2.3% 
•  the  long  term,  and  Janet  L. 
Iiair  of  Clinton's  Council  of 
c  Advisers,  says  that  "we 
1  reluctant  to  revise  that  up" 
lasting  evidence  that  productiv- 
ontinue  to  increase  quickly.  CBO 
l  to  raise  its  estimate  of  the 
's  growth  potential,  but  will 
0.1  or  0.2  percentage  points  to 
nt  forecast  of  2.1%.  That  will 


essentially  bring  cbo's  forecast  in  line 
with  the  White  House  view. 

Still,  even  small  increases  can  make 
the  future  brighter.  Faster  growth 
would  improve  the  odds  for  keeping  the 
budget  balanced  so  that  the  deficit 
doesn't  zoom  back  into  the  stratosphere 
after  2002.  And  a  strong  economy  can 
start  to  solve  the  looming  entitlement 

THE  WINDFALL  THAT 
BALANCES  THE  BUDGET 

TOTAL  DEFICIT  REDUCTION  IN  THE  BUDGET  OVER  FIVE  YEARS 

$534  BILLION 


TAX  AND  SPENDING 
CHANGES* 


STRONG-ECONOMY 
BONUS 


LOWER  DEBT  COSTS  AND  HIGHER 
REVENUES  FROM  BUDGET  BALANCE 

♦INCLUDES  TAX  CUTS,  DOMESTIC  SPENDING  CUTS,  MEDICARE  REDUCTIONS 
DATA.  WHITE  HOUSE,  CONGRESSIONAL  BUDGET  OFFICE,  BUSINESS  WEEK 


crisis  of  the  21st  century  by  making  it 
easier  to  pay  for  pensions  and  medical 
care  for  retiring  baby  boomers.  If  the 
0.2  percent  growth  hike  CBO  projects 
shows  up  in  real  wages,  government  ac- 
tuaries say  the  projected  75-year  deficit 
in  Social  Security  will  shrink  by  10% — a 
downpayment,  at  least,  on  fixing  the  re- 


tirement system.  Medicare,  too,  will 
fare  better  if  wages  grow,  though  even 
optimistic  economic  forecasts  don't  have 
the  economy  expanding  as  rapidly  as 
health-care  spending. 
JUSTIFICATION.  The  downside  of  all  the 
good  news?  The  growth  payoff  lets 
Washington  avoid  tough  choices.  While 
politicians  talk  about  the  need  to  slow 
entitlement  growth,  budget  ne- 
gotiators used  cbo's  surprise 
revenue  to  back  away  from  plans 
to  cap  future  federal  spending  on 
Medicaid  and  slow  down  cost-of- 
living  increases  for  Social  Securi- 
ty. The  budget  deal  now  creates 
two  new  entitlements — $17  bil- 
lion for  federal  health  insurance 
for  children  of  the  working  poor 
and  $35  billion  in  tax  breaks  for 
lower-  and  middle-class  college 
students.  These  programs  may 
be  worthy  and  popular.  But  if 
they  follow  the  path  of  most  en- 
titlements, they'll  prove  more 
costly  than  expected,  complicat- 
ing future  budget  problems. 

For  fiscal  conservatives,  new 
programs  and  deferrals  of  tough 
choices  suggest  that  politicians 
are  again  shying  away  from 
meaningful  cutbacks.  "The  permanent 
structure  of  government  will  be  bigger," 
fumes  Senator  Phil  Gramm  (R-Tex.).  But 
if  the  economy  is  growing  as  fast  as — or 
faster  than — the  budget,  that  may  not 
strike  most  Americans  as  a  bad  deal. 

By  Mike  McNamee,  with  Dean  Foust, 
in  Washington 
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MAKING  WASHERS:  Whirlpool's  earnings  soared  thanks  to  greater  efficiency 


tronic  catalog  on  a  Web  site.  A  new  information  system  at 
Hughes  Electronics  Corp.,  for  instance,  lets  engineers  in- 
teract across  the  globe,  reducing  the  time  to  build  a  satellite 
from  about  30  months  to  18.  As  a  result,  "we've  been  able  to 
offer  more  payload  at  lower  cost  in  a  shorter  time,"  says  ceo 
C.  Michael  Armstrong.  "That  shows  up  on  the  bottom  line." 
POTATO  SCANNERS.  Computers,  of  course,  are  not  the  only 
capital  goods  that  have  a  payoff.  Consider  what's  happening  at 
Omaha-based  food  conglomerate  ConAgra  Inc.,  where  profits 
soared  by  13%  in  its  latest  quarter  despite  a  2%  drop  in  rev- 
enues. One  reason:  productivity  improvements  at  its  Lamb- 
Weston  unit,  a  major  supplier  of  frozen  french  fries  for  fast- 
food  restaurants.  The  company  just  finished  installing 
automated  defect-removal  systems  in  the  last  of  its  nine 
U.  S.  potato  plants.  Now  scanners  detect 
discolored  spots  in  sliced  potatoes  as  they 
zoom  by  on  conveyors,  and  razors  auto- 
matically chop  out  the  defects — all  work 
that  used  to  be  done  by  hand. 

Appliance  maker  Whirlpool  Corp.  is 
also  getting  more  productivity  from  new 
equipment  and  methods.  The  company 
saw  earnings  rise  21%  in  the  first  quar- 
ter, despite  a  1%  decline  in  revenues. 
One  reason:  a  new  factory  in  lulsa  where 
design  improvements  and  manufacturing 
efficiency  allow  Whirlpool  to  crank  out 
products  quickly  and  in  bigger  volumes 
by  using  far  fewer  parts.  "In  today's 
world,  productivity  is  the  ante  to  get 
into  the  game,"  says  Robert  G.  Thomp- 
son, Whirlpool's  controller. 


THE  COMPUTER  REVOLUTION 
FINALLY  ARRIVES 


A  PERCENT 


Such  productivity  gains  are  crucial  t 
keeping  the  current  cycle  going.  As  Ion 
as  productivity  is  on  the  upswing,  en 
ployers  will  be  able  to  pay  higher  wage 
without  having  to  pass  the  costs  on  i: 
price  hikes.  So  far,  it's  working:  Rei 
hourly  wages  for  production  worker 
have  been  rising  at  an  annual  rate  c 
1.2%,  about  the  rate  of  overall  produc 
tivity  growth.  Wage  gains  have  bee 
bigger  in  high-tech  industries  such  a 
software,  computers,  and  communics 
tions — running  at  about  4% — but  thos 
are  precisely  the  industries  where  th 
technology  improvements  and  produc 
tivity  gains  are  greatest. 

No  company  has  taken  more  of  it 
own  medicine  than  Cisco  Systems  Inc 
the  giant  of  networking  equipment  tha 
has  aggressively  applied  state-of-the-ar 
technology  to  make  its  80%  annu 
growth  rates  feasible.  Cisco  now  har1 
dies  70%  of  the  support  calls  it  receive 
without  human  intervention,  via  th 
Web.  "Going  to  the  Web  saved  us  1,00 
staff  positions,"  says  ceo  John  T.  Chan; 
bers.  That's  $125  million  a  year  ij 
savings. 

ENOUGH  TO  RELAX?  Sometimes,  im 
proved  productivity  has  nothing  to  d 
with  machines — high-  or  low-tech.  Tak 
the  contract  that  American  Airlines  Inc.' 
pilots  approved  on  May  5.  It  has  a  9^ 
pay  increase  through  August,  2001,  plu 
stock  options.  But  productivity  improve; 
ments,  such  as  loosening  restrictions  q| 
the  use  of  reserve  pilots,  will  substan, 
tially  offset  the  wage  gains.  "The  pilots  stepped  up  to  som 
productivity  issues  that  will  be  very  helpful  to  us  in  th 
years  ahead,"  says  American  President  Donald  J.  Carty. 

As  long  as  productivity  keeps  rising  and  inflation  re 
mains  under  control,  the  danger  of  intervention  from  th 
Federal  Reserve — despite  strong  growth  and  low  unem 
ployment — will  recede.  For  now,  it  looks  as  though  the  Fe< 
may  not  feel  compelled  to  pile  on  another  rate  hike  on  Ma; 
20.  Indeed,  evidence  from  local  labor  markets — which  Fe( 
Chairman  Alan  Greenspan  follows  closely — suggests  tha 
the  current  level  of  unemployment  may  be  acceptable.  Re 
cent  data  show  that  states  with  unemployment  at  5%  o: 
above  have  seen  little  acceleration  in  manufacturing  wage 
over  the  past  year  (chart,  page  33). 

That  could  be  enough  to  persuadi 
Greenspan  to  relax.  Through  the  1970. 
and  1980s,  Fed  chiefs  wrestled  with  per 
nicious  combinations  of  double-digit  in 
flation,  steep  unemployment,  and  falter 
ing  profits.  Americans  grew  aceustomei 
to  daily  reports  of  grim  economic  tid 
ings.  Now,  they're  getting  the  hang  o 
something  quite  different:  An  economy 
that's  relentlessly  upbeat.  How  long  cai 
this  last?  Certainly,  past  the  next  murk* 
jobs  number  or  one-day  stock  marke1 
slide.  This  has  the  makings  of  somej 
thing  real. 

By  Michael  Mandel  in  New  York,  wit) 
Keith  Naughton  in  Detroit,  Greg  Burn, 
in  Chicago,  Stephen  Baker  in  Pittsburgh 
and  bureau  reports 
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COMMENTARY 

By  Peter  Coy 

THE  BEST  KIND  OF  AFFIRMATIVE  ACTION  

hasn't  happened  this  year:  As  the 
ranks  of  low-income  workers  swelled, 
labor  productivity  stayed  robust. 

Take  Packard  Bell  NEC  Inc.  The 
PC  maker  hired  764  people  off  Cali- 
fornia's welfare  rolls  two  years  ago 
to  help  staff  its  new  4,000-worker  as- 
sembly plant  in  Sacramento.  Chief 
Operating  Officer  Roger  A.  Nordby 
spent  $2  million  on  training  for  all  of 
the  new  hires  and  their  supervisors. 
Today,  some  63%  of  the  welfare  hires 
are  still  with  the  company,  and  Nord- 
by says  the  gamble  has  paid  off  in 
more  productive,  more  loyal  workers. 


■  Mho  stands  to  gain  the  most 
^■from  a  strong  economy?  The 
I W  poor.  As  labor  markets  tight- 
\,  employers  are  reaching  out  in 
?w  directions — to  the  unemployed 
id  underemployed,  immigrants,  mi- 
nifies, welfare  recipients.  "People 
•e  going  to  work  who  would  not 
ive  found  a  job.  That's  a  wonderful 
stimony  to  our  country,"  says  Allen 
nai,  chief  global  economist  for  Pri- 
ark  Decision  Economics  Inc. 

Indeed,  the  type  of  strong  growth 
;en  in  the  past  year  is  the  best  kind 
'  affirmative  action.  Look  at  which 


under  5%  for  a  considerable  period  of 
time"  without  igniting  inflation,  says 
economist  Bany  Bluestone  of  the 
University  of  Massachusetts  at 
Boston.  Some  economists  say  the  job- 
less rate  could  safely  drop  to  4.5%. 

Fur  reasons  of  economic  justice 
alone,  it's  light  to  test  the  lower  lim- 
its of  unemployment.  By  raising  in- 
comes of  the  poor,  a  low  jobless  rate 
helps  cure  inequality.  A  1993  study  by 
economists  Rebecca  M.  Blank  of 
Northwestern  University  and  David 
Card  of  Princeton  University  found 
that  a  1%  drop  in  the  jobless  rate — all 


coups  have  seen  the 
lost  job  growth  in  that 
me:  Hispanics,  black 
>enagers,  female  heads 
f household,  and  people 
;ed  55  and  older  (table) 
he  rising  tide  is  begin- 
ing  to  lift  all  boats. 
JSTICE.  Inflation  hawks 
iew  this  as  a  negative 
lading  indicator.  If  labor  markets 
in  absorb  these  workers,  many  of 
lem  unskilled,  surely  the  economy 
mst  be  overheating.  The  hawks 
rant  to  slow  the  economy,  fearing 
lat  unemployment  has  fallen  below 
s  "natural"  level  and  inflation  is 
bout  to  break  out. 

They're  wrong.  Slowing  the  econo- 
ly  in  the  name  of  avoiding  inflation 
isks  hurting  the  newly  hired  poor — 
eedlessly.  Thanks  to  advances  in 
jchnology  and  globalization,  "we  can 
se  the  unemployment  rate  remaining 


"MY  NEW  LIFE" 

Packard  Bell 
hired  Bosnian  war 
refugee  Hodzic 
off  the  welfare 
rolls  two  years  ago 


other  things  being 
equal — would  produce  a 
3.7%  rise  in  annual  earn- 
ings for  the  lowest  fifth  of 
the  population;  the  top 
fifth  would  gain  just  1.4%. 

Similarly,  Massachu- 
setts Institute  of  Tech- 
nology's Paul  Osterman 
found  the  "Massachusetts 
Miracle"  of  sustained  low  unemploy- 
ment caused  a  sharp  drop  in  Boston's 
poverty  rate  from  1980  to  1989.  And 
the  longer  people  stay  in  jobs,  the 
better:  Federal  Reserve  Chairman 
Alan  Greenspan  and  Vice-Chair  Alice 
M.  Rivlin  argue  that  sustained  low 
joblessness  gives  new  workers  the 
chance  to  develop  the  skills  to  get 
higher  paying,  more  stable  work. 

But  what  of  productivity?  Conven- 
tional wisdom  says  that  when  the 
economy  begins  to  employ  marginal 
workers,  productivity  falls.  Yet  that 


FACE  OF  THE 
NEW  WORKFORCE 

Employment  growth  in  the 
past  year  has  come  mostly  in 
groups  with  historically  high 
jobless  rates. 

INCREASE  IN  EMPLOYMENT  BY  GROUP 

HISPANIC,  ALL  AGES  10.1%* 

BLACK,  AGED  16-19  5.9% 
WOMEN  WHO  HEAD  FAMILIES  4.9% 

WOMEN,  55  AND  OLDER  4.2% 

MEN,  55  AND  OLDER  3.8% 

WHITE,  AGED  16-19  3.5% 

MARRIED  WOMEN  1.5% 

MARRIED  MEN  0.6% 

*Three-month  average  DATA:  LABOR  DEPT. 

Mila  Hodzic,  45,  was  on  welfare  for 
nine  months  after  immigrating  as  a 
Bosnian  war  refugee  in  1994.  She 
was  promoted  and  is  now  a  tester  at 
$7.75  an  hour.  "I  am  so  happy,"  she 
says.  "This  is  my  new  life." 

Strong  economic  growth  will  be 
even  more  crucial  as  people  are 
pushed  off  welfare.  Four  states  that 
adopted  welfare-to-work  before  the 
congressional  mandate — Illinois, 
Michigan,  Oregon,  and  Wisconsin — 
saw  a  huge  increase  in  the  labor  force 
and  a  drop  in  unemployment.  That 
shows  welfare  reform  can  work.  But 
all  bets  are  off  if  the  economy  slows. 
"I  see  no  way  we  can  make  that  work 
without  having  a  really  strong  labor 
market,"  says  Northwestem's  Blank. 
She's  right.  A  message  to  inflation 
hawks:  All  we  are  saying  is  give 
growth  a  chance. 

Coy  is  associate  economics  editor. 
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DETROIT 


MOTOWN 
SLOWDOWN 


What's  behind  the 
slump  at  the  Big 
Three-and  can 
they  pull  out  of  it? 

After  five  years  of  remarkably 
steady  auto  sales,  Detroit's  Big 
Three  were  just  getting  used  to 
prosperity.  Executives  even  began 
to  talk  about  the  end  of  the  boom-and- 
bust  cycles  that  had  always  bedeviled 
the  business.  With  the  U.  S.  economy 
purring  along,  they  reasoned,  they  could 
count  on  moving  their  metal  predictably 
and  profitably  into  the  21st  century. 

But  a  chill  wind  blew  through  Mo- 
town last  month.  In  April,  a  month 
when  consumers  traditionally  storm  the 
showrooms,  each  of  the  Big  Three  suf- 
fered a  sales  slump.  At  General  Motors 
Corp.,  sales  were  off  5%  from  the  pre- 
vious year.  Ford  Motor  Co.  was  off  4%> 
and  Chrysler  Corp.  down  11%  as  pas- 
senger car  sales  sputtered. 
A  PEAK.  ( 'hrysler  ( 'hairman  Robert  J. 
Eaton  says  the  lackluster  performance 
was  expected.  "We  knew  it  was  going  to 
be  a  tough  month,"  he  says,  "and  it 
was."  But  now  executives  are  saying 
that  instead  of  expanding  slightly  this 
year,  as  they  predicted  at  the  start  of 
the  year,  the  U.  S.  car  market  will  be 
flat  in  1997.  Worse,  thanks  to  a  surge  in 
imports  fueled  by  weak  Japanese  and 
German  currencies,  the  Big  Three  will 
almost  certainly  lose  market  share. 

Suddenly,  analysts  who  had  been  pre- 
dicting a  stellar  year  for  Detroit  are  on 
the  lookout  for  a  good  old-fashioned 
slowdown.  "I  think,  from  a  cyclical 
standpoint,  that  we've  reached  a  peak," 
says  Maryann  Keller,  an  analyst  with 
Furman  Selz  Inc. 

That's  not  just  bad  news  for  Detroit. 
Tepid  auto  sales  have  often  been  a  har- 


binger of  slower  economic  growth.  "It's 
a  foreshadowing  of  a  slow  period  in  the 
second  half  of  1997,  says  David  L. 
Littmann,  senior  economist  at  Comerica 
Inc.  Indeed,  in  a  recent  survey,  leading- 
economists  predicted  that  economic 
growth  will  drop  to  a  2%  annual  rate  by 
the  fourth  quarter. 

While  the  auto  industry  is  no  longer 
the  sure  barometer  it  once  was,  troubles 
in  Detroit  can  still  reverberate  through 
the  economy.  "It's  one  of  the  largest 
swing  factors,"  says  economist  Diane  C. 
Swonk  of  First  Chicago  nbd  Corp.  She 
figures,  for  example,  that  a  crippling 
17-day  strike  at  GM  plants  in  1996 
shaved  one  percentage  point  off  the  na- 
tion's economic  growth  rate. 

The  auto  year  certainly  started  on  a 
different  note.  After  sales  of  15.1  million 
light  vehicles  in  199(5,  industry  econo- 
mists and  Wall  Street  analysts  predicted 
1.3%  growth,  to  15.3  million  units,  in 
1997.  With  GM  introducing  a  string  of 
new  models,  and  Chrysler  and  Ford 
feeding  the  appetites  of  truck-hungry 
consumers,  a  slowdown  seemed  unlikely. 
But  the  Big  Three  began  to  run  out  of 
gas  early  in  the  year.  Altogether,  they 
sold  4%  fewer  vehicles  in  the  first  four 
months  of  1997  than  during  the  same 
period  a  year  ago. 

Yet  the  economy  remains  strong, 
while  unemployment  and  inflation  re- 
main low.  So  what  happened  to  Detroit's 
momentum?  One  huge  factor  has  been 
inroads  by  foreign  carmakers.  Toyota 
Motor  Corp.'s  sales  were  19%  higher 
for  the  first  four  months  of  1997  than  in 
the  same  period  of  199(5,  thanks  in  part 
to  its  popular  Camry.  And  German  lux- 
ury carmakers  cleaned  up  in  April,  bmw 
finished  the  month  33%  ahead  of  April, 
1996. 

Detroit  auto  execs  do  complain  about 
the  cheap  yen  and  the  pricing  advantage 
that  it  gives  the  Japanese  imports.  But 
they  also  say  that  consumers  are  hold- 
ing on  to  their  money  because  they  fear 
additional  rate  hikes  by  the  Federal  Re- 
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SLIPPING  After  a  strong  start,  car  sales  have  slowed 
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SALES  OF  CARS  AND  LIGHT  TRUCKS  FOR 
GENERAL  MOTORS,  FORD,  AND  CHRYSLER 
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serve  Board  will  hit  their  pocketbooks. 
Economist  Littmann  figures  that  a  quar- 
ter-point hike  in  mortgage  rates,  for  ex- 
ample, costs  the  auto  industry  100,000 
vehicles.  "The  only  negative  is  people's 
concerns  about  interest  rates,"  says 
Robert  L.  Rewey,  Ford's  group  vice- 
president  for  marketing  and  sales.  Jack 
A.  Terhar  Jr.,  a  Ford  dealer  in  suburban 
Denver,  agrees:  "Our  business  is  rela- 
tively fiat,  and  I  can  only  think  that 
the  consumer  is  leery  of  interest  rates." 

The  pause  began  in  January.  In  that 
month,  Ford  and  Chrysler  had  nairow 
gains  over  the  previous  January.  But 
they  had  poorer  year-to-year  compar- 
isons in  February,  March,  and  April,  gm 
beat  last  year's  sales  in  March  but  lagged 
in  the  other  three  months  of  1997. 
Chrysler's  Eaton  blames  weak  sales  on 
low  lease  rates  on  Japanese  models.  But 
that  doesn't  account  for  the  3%  drop  in 
Chrysler's  truck  sales.  Products  such  as 

Detroit  auto  makers 
are  offering  plenty 
of  incentives.  Ford  is 
giving  buyers  a 
choice  of  a  $1,000 
rebate  on  its  Taurus 
or  a  financing  deal 
with  a  rate  of  1.9% 
on  a  48-month  loan 


BUYERS  USUALLY  ARE  BUSY  IN 
APRIL,  BUT  THIS  YEAR  SALES  FELL 
FOR  ALL  OF  THE  BIG  THREE 


the  Dodge  Ram 
pickup,  Town  & 
Country  minivan, 
and  Jeep  Cherokee 
are  down  signifi- 
cantly. "You  can't 
blame  the  11%  de- 
cline in  Dodge 
Ram  sales  on  the 
yen-dollar  situa- 
tion," says  inde- 
pendent auto  ana- 
lyst Scott  F.  Merlis 
in  Westport,  Conn. 

To  jump-start 
sales,  the  Big 
Three  have  assembled  plenty  of  incen- 
tives for  consumers.  Ford  has  given  buy- 
ers the  choice  of  a  $1,000  cash  rebate  on 
its  Taurus  model  or  a  1.9%  financing- 
rate  on  a  48-month  loan.  Chrysler  has  of- 
fered cut-rate  financing  options  in  lieu  of 
rebates.  And  gm  has  offered  $1,000  re- 
bates on  its  Chevrolet  Blazers  and  gmc 
Jimmys.  Furman  Selz's  Keller  predicts 
"a  lot  of  incentives  on  the  light-truck 
side,"  a  scenario  that  would  have  been 
unthinkable  in  1996.  And  according  to 
Comerica's  Littmann,  new-car  prices  are 
only  1.3%  higher  than  a  year  ago — the 
smallest  increase  in  seven  years. 
muddy  PICTURE.  Detroit  execs  certainly 
aren't  pushing  the  panic  button  yet. 
Chrysler  still  predicts  1997  sales  of  15.3 
million  cars  and  light  trucks.  "We  had  a 
lousy  month,"  says  one  Chrysler  exec. 
"What  does  it  mean?  Nothing."  But 
what  seemed  like  a  sure  bet  for  a  15.3 
million-unit  year  now  appears  dicey. 
April's  seasonally  adjusted  selling  rate 
was  a  disappointing  14.7  million  vehi- 
cles. "You  start  to  ask  whether  we  are 
slipping  into  a  lower  gear,"  says  Merlis. 
"It's  too  early  to  say  it's  over,  but  May 
sales  will  tell  us  a  lot." 

Labor  problems  at  gm  and  Chrysler 
could  further  muddy  the  picture. 
Chrysler  and  the  United  Auto  Work- 
ers reached  a  tentative  agreement  to 
settle  an  engine-factory  strike  on  May  7. 
Meanwhile,  a  month-long  walkout  in  Ok- 
lahoma City  has  slowed  gm's  launch  of 
new  Chevrolet  Malibus  and  Oldsmobile 
Cutlasses.  And  sales  of  full-size  GM  pick- 
ups have  been  limited  by  a  strike  in 
Pontiac,  Mich.  Yet  another  strike  looms 
at  a  gm  assembly  plant  in  Kansas  and  at 
several  key  parts  plants.  "There's  a 
chance  we  could  have  seven  or  eight 
different  strikes  this  year,"  says  Merlis. 
Between  strikes,  an  import  onslaught, 
and  leery  consumers,  Detroit  execs  may 
have  reason  to  rethink  the  idea  that 
boom-and-bust  cycles  are  over. 

By  Bill  Vlasic,  with  Keith  Naughton, 
in  Detroit 
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PAINFUL  MATH  FOR  LEASING  COMPANIES 


Susan  H.  Pepper  just 
handed  back  the  keys  to 
her  favorite  car.  The 
three-year,  $399-a-month 
lease  on  her  1994  Acura  Leg- 
end luxury  sedan  just  ran 
out,  and  it  was  going  to  cost 
her  $500  a  month  until  2002 
to  buy  it.  "I  loved  the  car," 
she  says.  "But  I  didn't  think 
I  wanted  to  be  paying  for  it 
for  the  next  five  years."  So 
she  turned  it  in. 

Pepper  has  a  lot  of  compa- 
ny. Roughly  two-thirds  of  the 
3.26  million  consumers  whose 
auto  leases  are  up  this  year 
will  turn  their  vehicles  in,  un- 
leashing a  flood  of  used  cars 
onto  the  market,  according  to 
cnw  Marketing/Research  of 
Bandon,  Ore.  And  they're  do- 
ing so  at  a  time  when  used- 
car  prices  are  already  head- 
ing south.  That  has  the 
potential  to  create  a  serious 
headache  for  lease-financing 
companies,  which  could  lose  big  if 
they  can't  sell  the  returned  vehicles 
for  the  "residual"  price  that  they  es- 
tablish when  the  lease  is  signed. 
The  residual  is  what  the  lessor  fig- 
ures a  car  will  be  worth  at  the  end 
of  the  lease. 

PLAYING  GAMES.  It's  too  early  to  say 
who  gets  hurt,  but  it's  easy  to  see 
who  has  some  of  the  largest  lease 
portfolios:  Ford  Motor  Credit  Co., 
with  a  $32.7  billion  portfolio,  and 
General  Motors  Acceptance  Corp., 
with  $24.6  billion.  "There's  a  huge 
exposure,"  says  Scott  Sprinzen,  an 
analyst  at  Standard  &  Poor's  Corp. 
"It  wouldn't  require  a  calamity  in 
the  used-car  market  to  result  in 
some  pretty  heavy  losses."  Leasing 
losses  would  be  particularly  hard  on 
earnings  now,  when  new-car  sales 
are  slowing.  Leasing  companies, 
however,  say  the  quality  of  their 
portfolios  and  ample  loss  reserves 
will  minimize  risk. 

The  seeds  of  the  problem  are  the 
games  that  auto  lessors  play  when 
setting  residual  values.  The  higher 
the  residual,  the  cheaper  the  month- 
ly payments — which  means  more 
business  for  both  lessors  and  car- 
makers. In  recent  years,  that  wasn't 
a  problem:  Thanks  to  a  robust  used- 


RlSKY:  With  car  market,  off-lease  cars 

used-car  prices      were  often  worth  more 
off  leaseholders'    than  their  residual  value, 
exposure  is  up       yielding  a  profit  for  the 
finance  companies.  "Most 
have  been  laughing  all  the  way  to 
the  bank,"  says  Randall  R.  Mc- 
Cathren  of  Bank  Lease  Consultants 
Inc.  in  Nashville.  Still,  he  adds,  "it's 
a  cyclical  industry." 

Now,  the  cycle  is  going  against 
the  lessors.  In  the  past  12  months, 
used-car  prices  have  slipped  nearly 
2%,  partly  because  of  the  growing 
supply  of  off-lease  vehicles.  And 
with  new-car  sales  slipping  (page 
36),  economists  fret  that  the  current 
weakness  may  presage  an  economic 
slowdown  in  which  used-car  prices 
will  decline  more  sharply. 

Nobody  is  losing  his  shirt — yet. 
But  Stuart  Angert, 
co-chief  executive  offi 
cer  of  Remarketing 
Services  of  America 
Inc.,  an  Amherst 
(N.  Y.)  company 
that  advises 
auto-lease  is- 
suers, says  that 
some  minivans, 
family  sedans, 
luxury  cars,  and 
even  sport-utili- 
ty vehicles  have 
been  selling  be- 
low residual  values  at 
recent  auctions. 


DIMINISHING  RETURNS 


Sport-utes  are  a  case  in  point: 
Several  years  ago,  sweetened  ] 
leases  helped  auto  makers 
bring  down  the  monthly  pay-  j 
ments  on  popular  $30,000-plus 
trucks — Ford  Explorers,  Nis- 
san Pathfinders,  and  Jeep 
Grand  Cherokees.  Now, 
Angert  says,  some  of  those 
models,  with  residuals  pegged  | 
at  $18,000  or  $19,000  are  sell- 
ing for  $15,000  to  $16,000  at 
auction.  "We're  seeing  major 
portfolio  losses,"  he  says. 

Lease  issuers  count  on 
dealers,  who  get  first  crack  at 
cars  coming  off  lease,  to  buy  a 
hefty  portion  of  them.  But 
when  a  car  is  worth  less  than 
its  residual  value,  a  dealer  is 
no  more  willing  to  buy  it  than 
the  original  driver  was.  "The 
stuff  that's  coming  back  is  the  dogs 
of  the  dogs,"  says  Angert. 
HUGE  WINDFALL.  The  leasing  compa- 
nies say  they  aren't  worried.  Ford 
Motor  Credit  says  its  portfolio  con- 
sists almost  entirely  of  24-month 
leases,  much  shorter  than  the  indus- 
try average,  which  cuts  its  risk. 
Ford  has  also  plowed  back  into  re- 
serves "several  hundred  million  dol- 
lars" in  windfall  profits,  realized 
when  used-car  prices  were  unex- 
pectedly strong,  as  a  cushion  against 
future  declines,  says  Lloyd  Hansen, 
Ford  Motor  Co.'s  controller  for 
U.  S.  sales  and  marketing,  gmac  and 
other  lease  issuers  offer  similar 
assurances. 

If  used-car  prices  keep  falling, 
however,  lease  losses  are  going 
to  surface  somewhere.  "If  these 

guys  have  been  gen- 
erally prudent, 
nothing  will  fall 
out,"  observes 
Lehman  Brothers 
Inc.  analyst 
Joseph  S. 
Phillippi.  "But 
I  guarantee 
you  that  when 
we  go  through 
a  downturn, 
there  will  be  a 
few  accidents 
out  there." 
By  Kathleen 
Kerwin  in  Detroit 
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STEAMED 

Teamsters 
march  in 
Texas  to 
protest 
NAFTA's 
effects  on 
trucking 


SHINGTON 


1EE  TRADE 

AS  SUPPOSED  TO  BE  EASY 

norgate  and  NAFTA  woes  erode  support  for  Clinton's  goals 


I epresentative  Nathan  Deal  (R-Ga.) 
voted  for  the  North  American  Free 
[Trade  Agreement  in  1993  after  win- 
;  assurances  that  it  wouldn't  pro- 
?  a  flood  of  cheap  textile  imports, 
now,  as  constituents  complain  that 
ican  illegals  are  displacing  American 
kers  in  his  district's  textile  plants, 
as  more  Chinese  textiles  are  smug- 
I  across  the  southern  U.  S.  border, 
1  is  having  second  thoughts.  He's 
lally  co-sponsoring  legislation  to  roll 
i  nafta  unless  it  starts  fulfilling 
e  of  its  early  promises, 
he  Clinton  Administration  still  may 
counting  on  his  vote  and  others  for 
anding  free  trade,  "but  that's  not  a 
1  assumption  to  make,"  says  Deal.  In 
l  houses  of  Congress  and  on  both 
s  of  the  aisle,  support  for  furthering 
trade  has  plummeted.  And  Clinton 
s  a  fight  just  to  preserve  the  gains 
nade  in  his  first  term. 
HA  SKIRMISH,  nafta  fallout  is  one 
blem.  Another  is  Donorgate.  The 
ening  scandal  has  killed  any  hopes 
Administration  had  of  securing  per- 
lent  most-favored-nation  trading  sta- 
for  China  this  year.  Instead,  House 
aker  Newt  Gingrich  (R-Ga.)  wants 
i^ve  China  a  six-month  extension  of 


its  privileges — half  the  usual  term — con- 
ditioned on  an  orderly  transfer  when 
China  assumes  control  of  Hong  Kong 
on  July  1.  Even  House  Majority  Leader 
Richard  K.  Armey,  an  inveterate  free 
trader,  is  leaning  toward  such  a  sanc- 
tion: "It  might  be  a  good  thing  for  the 
Chinese  to  come  to 
terms"  with  the  like- 
lihood of  a  vote  re- 
voking their  trade 
status,  he  says. 

The  President  has 
promised  to  veto  Gin- 
grich's legislation.  But 
another  White  House 
priority  for  1997 — 
completing  negotia- 
tions for  China  to 
gain  entry  into  the 
World  Trade  Organi- 
zation— is  likely  to  be 
pushed  off  indefinitely. 
A  similar  fate  awaits 
Clinton's  proposal  to  negotiate  a  free- 
trade  zone  for  the  entire  Western  Hemi- 
sphere by  2005  and  another  among 
members  of  the  Asian- Pacific  Economic 
Cooperation  forum  by  2010. 

Formal  talks  on  either  pact  can't  even 
begin  until  Clinton  gets  negotiating  au- 
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thority  from  Congress. 
But  that's  a  tough  sell, 
since  legislators  fear 
the  kind  of  fallout  that 
Deal's  district  experi- 
enced after  nafta  if 
free-trade  agreements 
extend  to  other  devel- 
oping nations.  "We 
don't  need  to  base  our 
standard  of  living  on 
the  misery  of  others,  here  or  abroad," 
says  Carrie  P.  Meek  (D-Fla.). 

Expanding  free  trade  wasn't  sup- 
posed to  be  this  hard.  Rising  exports 
have  generated  more  than  a  third  of 
U.  S.  growth  in  the  past  decade,  creat- 
ing 1  of  every  8  net  new  jobs  between 
1992  and  1996.  That  has  helped  build 
congressional  support  for  free  trade. 
WOOING  LIBERALS.  But  America's  grow- 
ing trade  deficit  (chart)  also  demon- 
strates that  free  trade  can  mean  an  in- 
crease in  job-killing  imports.  The  balance 
of  merchandise  trade  with  Mexico  tipped 
from  a  slight  surplus  before  nafta  to  a 
record  $16  billion  deficit  last  year,  pro- 
ducing a  theoretical  loss  of  224,000 
American  jobs.  Such  reports  have  soured 
Capitol  Hill  to  the  point  where  the 
White  House  hasn't  even  drafted  a  bill 
renewing  the  President's  authority  to 
negotiate  trade  deals.  A  key  problem: 
The  number  of  Democrats  who  will  sup- 
port the  legislation  has  shrunk  below 
90 — the  minimum  that  GOP  leaders  say 
will  be  needed  for  passage. 

To  win  more  support,  the  White 
House  may  have  to  woo  liberal  Demo- 
crats whose  allies  among  environmen- 
talists and  organized  labor  are  adamant- 
ly opposed  to  nafta  expansion.  Many 
Democrats  want  clauses  in  any  agree- 
ment to  prohibit  trading  partners  from 
exploiting  workers  or  the  environment. 

But  such  conditions 
will  meet  stiff  oppo- 
sition from  Republi- 
cans who  fear  invit- 
ing trade  barriers  to 
U.S.  exports. 

Time  may  run  out 
for  reauthorizing  Pres- 
idential trade  negoti- 
ating authority  this 
year.  Debates  on  the 
budget  and  mfn  re- 
newal for  China  could 
extend  through  sum- 
mer. And  Japan's 
growing  trade  surplus, 
abetted  by  a  strong 
dollar,  could  fan  protectionist  fears.  Then 
there  are  the  1998  elections — hardly  the 
time  for  bold  trade  legislation.  Small 
wonder  the  chill  on  the  Hill  is  being  felt 
from  China  to  Chile. 

By  Paul  Magnusson,  with  Amy 
Borrus,  in  Washington 
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RETAILING  

THE  MONKEY 
ON  GE'S  BACK 

Can  Ward  map  a  survival  plan 
before  Welch  shuts  its  doors? 

When  General  Electric  Co.  ceo 
John  F.  Welch  and  the  new  head 
of  Montgomery  Ward  &  Co.  met 
at  the  Kentucky  Derby  on  May  3,  it's  a 
safe  bet  they  weren't  just  sipping  juleps. 

No,  Welch  had  more 
pressing  matters  to 
discuss.  GE's  $1  billion 
investment  in  the  ail- 
ing retailer,  the  result 
of  a  1988  leveraged 
buyout,  finds  itself  in 
dire  straits.  Roger  V. 
Goddu,  the  Mr.  Fixit 
GE  brought  in  from 
Toys  'R'  Us  Inc.  in 
January,  is  scrambling 
to  devise  a  new  busi- 
ness model  for  the 
chain,  while  a  team 
from  ge  Capital  Services  tries  to  sal- 
vage the  company.  Welch  wanted  to  dis- 
cuss the  management  team  Goddu  was 
assembling  for  the  task.  "I  think  they've 
got  a  good  shot,"  Welch  says,  but  "it's  a 
tough  go.  The  retail  business  is  bintal." 
DOOMSAYERS.  That's  an  understatement. 
Ward  lost  $237  million  in  1996  on  sales 
of  $6.6  billion  as  buyers  soured  on  its 
mix  of  discounted  consumer  electronics, 
cheap  apparel,  and  appliances.  Same- 
store  sales  in  1996  slipped  11%  from 
year-earlier  levels.  The  hemorrhaging 
continues.  Ward  says  losses  in  the  first 
half  of  1997  may  hit  $250  million.  And 
some  $1.4  billion  that  Ward  owes  banks 
and  insurance  companies  comes  due  in 
August.  Since  late  April,  ge  has  had  to 
pony  up  $200  million  in  inventory  fi- 
nancing to  calm  nervous  vendors,  lead- 
ing some  retail  experts  to  conclude  that 
Ward  is  doomed.  "They're  not  going  to 
be  able  to  stave  off  bankraptcy,"  says 
George  H.  Whalin,  president  of  Retail 
Management  Consultants  in  San  Marcos, 
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Calif.  Goddu  says  he 
can  sell  assets  to  avoid 
Chapter  11. 

If  the  retailer  seeks 
bankruptcy  protection, 
it  would  be  GE's  most 
embarrassing  gaffe 
since  a  trading  scandal  at  its  Kidder 
Peabody  &  Co.  subsidiary  in  1994,  which 
triggered  a  $1  billion-plus  write-off.  ge 
refuses  to  speculate  about  a  Ward  bank- 
ruptcy.  But,  says  investment  bank  Rod- 
man &  Renshaw,  ge  would  stand  to  lose 
at  least  $500  million. 

ge  is  determined  to  avoid  such  a  fias- 
co. It  aims  to  sell  or  close  some  stores. 
ge  also  wants  Ward  to  sell  its  Signa- 
ture direct-mail  unit,  which  posted  an 
operating  profit  of  $71  million  on  $741 
million  in  sales  in  1996.  ge  officials  say 
they  already  have  offers,  and  analysts 
say  the  unit  could  fetch  close  to  $1  bil- 
lion. "Signatiu-e  is  the  company's  princi- 
pal asset,"  acknowledges  GE  Capital  Ex- 
ecutive Vice-President  Edward  D. 
Stewart.  With  the  money  in  hand,  GE 
would  pay  off  the  existing  bank  and  pri- 
vate-placement debt,  Stewart  says,  and 
put  together  a  new  debt  package  backed 
in  part  by  Ward's  real  estate  assets. 

Meanwhile,  Goddu  wants  to  refocus 
Ward's  retail  operation,  too.  "A  lot  of 


people  have  been  critical  of  Ward  fo 
not  having  an  identity,"  he  says.  Godd 
says  he  believes  there's  a  niche  fo 
Ward  between  bargain-basement  dis 
counters  and  mass  merchandisers  sue 
as  Sears  and  J.  C.  Penney. 
IN  GODDU'S  hands.  Ward's  problems  g 
back  nearly  a  decade.  After  Bernard  I 
Brennan  and  ge  Capital  took  Ward  pri 
vate  in  1988  in  a  $3.8  billion  highly  lever 
aged  buyout,  Brennan  tried  to  spruce  uj 
the  chain.  But  after  some  initial  success 
that  effort  failed,  and  ge  pulled  the  pluj 
on  Brennan 's  reign  last  fall,  replacin  1181 
him  with  Goddu.  Now,  Ward's  fate — an<  osl 
that  of  ge's  investment — rests  on  th  pisiti 
plan  that  Goddu's  team  puts  together. 

Retail  industry  executives,  though  fatiei 
doubt  the  chain  can  bounce  back.  Sear; 
already  has  beaten  Ward  to  the  punch  ii 
targeting  more  affluent  consumers,  anc 
discounters  such  as  Circuit  City  havi 
all  but  forced  department  stores  out  o 
their  niche  in  consumer  electronics.  Ii 
the  end,  Ward  may  get  the  famed  Weld 
treatment — fix,  close,  or  sell.  Few  thin! 
Ward  can  be  fixed,  and  the  retailing 
business  doesn't  need  more  capacity.  I  ierj 
ge  can't  turn  this  one  around  fast, 
Ward  fire  sale  may  be  the  only  option 

By  Tim  Smart  in  New  Haven  ant 
Susan  Chandler  in  Chicago 


SELL  Ward's  Signature  direct-mail  unit 
for  an  expected  $1  billion 

PAY  OFF  existing  bank  and  insurance- 
company  debt,  approximately  $1.4  bil- 
lion, with  proceeds  from  Signature  sale 

CLOSE  marginal  stores  and  sell  off 
other  noncore  assets 


ARRANGE  a  new  bank  financing 
package  secured  by  Ward's  real 
estate  and  inventory 

DEVELOP  a  new  business  plan, 
refocusing  Ward  into  a  more  upscale 
retailer  with  greater  emphasis  on 
apparel  and  soft  goods 
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ILUMBIA/HCA: 

YOU  CAN'T  BUY,  BUILD 

al  hospitals  say  it's  a  strategy  designed  to  squeeze  them 


rhen  J.  Barry  Shevchuk,  then 
chief  executive  officer  of  Hous- 
ton Northwest  Medical  Center, 
;ted  a  bid  by  Columbia/HCA  Health- 
Corp.  to  purchase  his  hospital  in 
,  he  knew  that  he  was  in  for  a  fight. 
>ne  tense  meeting,  Columbia's  ne- 
tting team  pulled  out  a  map  and 
ted  to  a  nearby  plot,  vowing:  "If 
lon't  come  to  terms,  we  will  build  a 
ital  there,"  Shevchuk  recalls, 
ouston  Northwest  subsequently  sold 
to  OrNda  Health 
). — and  Columbia 
3  good  on  its  threat, 
ow  is  proceeding 
plans  to  construct 
imbia  Northwest 
ical  Center,  a 
ming  110-bed  facili- 
irectly  adjacent  to 
ston  Northwest,  in 


lis  is  the  new  twist 
breakneck  growth 
;egy  that  has  made 
mbia  by  far  the  na- 
s  largest  operator 
3r-profit  hospitals, 
company  grew  into 
3.9  billion  behemoth 
>st  entirely  through 
dsitions,  expanding 
13  hospitals  and  148 
atient  centers  since 
inception  in  1990. 
mbia  still  is  buying, 
now,  to  maintain  its 
vth,  the  company 
will  build  its  own, 


criminal  indictments,  the  company  could 
face  even  more  resistance. 

Already,  Columbia's  acquisition  activ- 
ity has  slowed:  It  purchased  17  non- 
profit institutions  last  year,  down  from 
33  in  1995.  "The  environment  is  uncer- 
tain: Joint  ventures  are  trickier  because 
the  states  are  cracking  down,"  says 

Sheryl  R.  Skolnick,  an   

analyst  with  Robertson, 
Stephens  &  Co.  in  New 
York.  "Columbia's  days 


THIS  TOWN  AINT  BIG  ENOUGH: 

Overcapacity  in  the  industry 
doesn't  daunt  Columbia 


THE  BIG  GAMBLE 


Some  of  Columbia/HCA's  new 
hospital  projects 


to  erect  12  hospi- 
over  the  next  three 
■s. 

ERAL  PROBE.  It's  a 

king  gamble  at  a 
■  when  hospitals  nationwide  can  fill 
60%  of  their  existing  beds.  How- 
■,  Columbia's  original  strategy  has 
into  roadblocks.  The  company's  rep- 
ion  for  striking  tough  deals  and 
i  imposing  massive  cost-cutting  has 
y  targeted  acquisitions  fiercely  op- 
id  to  selling  out.  Also,  in  town  after 
n,  local  politicians  and  community 
vists  have  joined  forces  to  block 
chain.  If  the  widening  federal  na- 
vigation into  alleged  illegalities  at 
e  of  Columbia's  facilities  leads  to 


BEDS 

OPENING 

COST  MILLIONS 

IRVING,  TEX. 

80 

SEPT. 

,  '97 

$58 

OREM,  UTAH 

46 

JAN. 

,  '98 

48 

COLUMBIA,  S.C. 

64 

JAN. 

,  '99 

30 

TULSA 

127 

FEB. 

,  '99 

60 

HOUSTON 

110 

FEB. 

,  '99 

52 

MESQUITE,  TEX. 

100 

FEB. 

,  "99 

65 

that  costs  of  new-hospital  construction 
run  50%  to  150%  higher  than  renovating 
existing  space.  Indeed,  Tenet  Health- 
care Corp.,  the  No.  2  hospital  chain,  is 
building  just  one  new  facility — and  that 
was  an  obligation  the  company  took  on 
with  an  acquisition.  "We're  finding  ample 
opportunities  to  grow  through  acquisi- 
tion," a  strategy  that  remains  "faster 
and  less  expensive,"  says  Tenet  Presi- 
dent Michael  H.  Focht  Sr. 
SEARCH  AND  DESTROY.  Critics  say  that 
Columbia's  building  boom  is  just  an- 
other example  of  the  company's  preda- 
tory instinct.  "Columbia  is  saying  that 
if  you  won't  let  us  in,  we'll  regroup 
and  build  our  own.  The  idea  is  to  de- 
stroy the  ones  that  are  already  there," 

  says  Uwe  Reinhardt,  a 

Princeton  University 
economist  and  health- 
care expert. 

Consider  Houston 
Northwest.  According 
to  Sachs  Group,  a 
health-care  consultancy, 
greater  Houston  has 
3.47  hospital  beds  per 
1,000  people.  It  needs 
just  2.01  beds  per  1,000. 
What's  more,  Columbia 
already  owns  a  hospital 
seven  miles  away  from 
Houston  Northwest. 
Columbia  executives  ar- 
gue that  its  nearby  hos- 
pital doesn't  draw  many 
of  the  same  patients.  In 
El  Paso,  where  Colum- 
bia plans  an  84-bed  chil- 
dren's hospital,  existing 
Thomason  Hospital 
risks  losing  many  of  the 
pediatric  and  Ob/Gyn 
patients  that  make  up 
40%  of  its  revenues. 
Columbia,  says  Thoma- 
son Chief  Executive  Pe- 
ter T  Duarte,  is  "try- 
ing   to    capture  the 


of  announcing  25  letters  of  intent  in  one 
quarter  are  over." 

Columbia  says  it  is  building  rather 
than  buying  only  to  fill  gaps  in  its  net- 
works or  where  it  needs  facilities  that 
provide  low-cost  outpatient  services. 
"We  look  at  each  market  to  determine 
how  best  to  position  ourselves,"  says  a 
spokesman. 

Building  is  rarely  cheaper  than  buy- 
ing, however.  James  A.  Binger,  principal 
of  EnWright  Associates,  an  architecture 
firm  specializing  in  health  care,  says 


Thomason  Hospital  is 
fighting  back  by  at- 
tempting to  create  a 
proprietary  managed- 
care  plan  with  its  physi- 
cians. Houston  Northwest,  similarly,  sold 
a  22%  interest  to  its  medical  staff  in 
January — and  a  month  later,  its  parent, 
OrNda,  sold  out  to  much  larger  Tenet. 
That  may  be  the  only  way  to  survive  in 
battle  with  Columbia,  which  can  bring 
superior  capital,  purchasing  strength, 
and  management  to  every  market  it  en- 
ters. Even  then,  the  odds  are  in  Co- 
lumbia's favor. 

By  Nicole  Harris  in  Atlanta,  with 
Gary  McWilliams  in  Houston  and  Eric 
Schine  in  Los  Angeles 
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MEDICINE 


IS  THE  AIDS  NEWS 
AS  GOOD  AS  IT  LOOKS? 

Immune  systems  may  never  fully  recover 


At  last,  the  aids  virus  may  be  in  re- 
treat. In  the  past  two  years,  com- 
panies have  developed  drugs  pow- 
erful enough  to  render  a  patient's  blood 
virtually  vims-free.  With  the  bug  held  in 
check,  victims  have  seen  remarkable  re- 
coveries in  their  ravaged  immune  sys- 
tems. Death  rates  and  hospital  admis- 
sions for  the  myriad  infections  that 
accompany  aids  are  plunging,  at  least  in 
countries  rich  enough  to  afford  the 
treatments,  which  can  cost  as  much  as 
$15,000  annually  for  each  patient. 

Now  comes  more  good  news.  In  a  pa- 
per in  the  May  8  issue  of  Nature,  Dr. 
David  Ho  of  the  Aaron  Diamond  AIDS 
Research  Center  and  Alan  Perelson  of 
Los  Alamos  National  Laboratory  use 
mathematical  models  to  show  that  in  the- 
ory, combining  the  use  of  protease  in- 
hibitors with  other  dings  like  3tc  and 
azt,  the  aids  virus  could  be  completely 


GUARDED  OPTIMISM: 

"The  situation  is 
neither  black  nor 
white,"  says  Ho 

eradicated  after  as  lit- 
tle as  2.3  years  of 
treatment.  Ho's  study 
and  two  others — one 
in  the  same  Nature 
and  another  in  the 
May  9  Science — also 
show  that  drugs  are 
attacking  the  virus 
even  in  hidden  reser- 
voirs such  as  the 
lymph  nodes. 

But  despite  the 
progress,  crucial 
problems  remain. 
For  one  thing,  the 
new  therapies  may 
not  fully  restore  pa- 
tients' battered  im- 
mune systems.  This 
means  that  even 
patients  whose  infec- 
tion is  kept  in  check 
or  eradicated  may 
still  not  be  able  to 
fight  off  certain  ill- 
nesses on  their  own. 
Whether  gaps  in  the 
body's  defenses  re- 
main "is  an  absolute- 
ly critical  question, 
but  we  don't  know 
the  answer  yet," 
says  Mark  Jacobson, 
associate  professor  of 
medicine  at  the  Uni- 
versity of  California 
at  San  Francisco. 
What's  more,  the 
new  therapies  leave  hiv  genes  lurking 
in  cells.  One  of  the  new  studies  shows 
that  as  long  as  the  cells  remain  alive, 
these  genes  can  be  turned  on,  rekin- 
dling the  disease.  "The  situation  is  nei- 
ther black  nor  white,"  Ho  warned  col- 
leagues at  a  conference  last  winter.  "We 
must  paint  it  in  the 
proper  shade  of  gray." 

Indeed,  hiv  has  an 
uncanny  ability  to  hide. 
When  doctors  first  be- 
gan to  combine  the 
new  protease  inhibitor 
dings  with  older  aids 
medicines,  they  were 
able  to  reduce  the  lev- 
el of  hiv  in  the  blood 
of  infected  patients  to 
below  the  limits  of  de- 
tection in  many  cases. 
Now,  in  the  Science 


FEWER  CASUALTIES, 
MORE  HOPE 


u  m,»  I  l,H  H  I  t  I II  I  1 ,1,1 

'91  '96 


DATA:  CENTERS  FOR  DISEASE  CONTROL  AND  PREVENTION 


paper,  a  team  led  by  Ashley  T.  Haase 
the  University  of  Minnesota  Medic 
School  reports  that  six  months'  tre; 
ment  with  a  trio  of  drugs  cleared  mo 
than  99.9%  of  detectable  viral  particl 
from  the  tonsils  of  10  patients.  Wha 
more,  it  happened  faster  than  expecti 
"We  anticipated  they  would  hang  aroui 
for  a  long  period  of  time,"  says  Haas 
"But  half  were  cleared  in  a  day." 
IN  HIDING.  Unfortunately,  though,  n 
being  able  to  detect  the  virus  does: 
mean  it's  not  there.  Duke  Universi 
pediatrician  and  aids  expert  M.  Loui 
Markert  warns  that  if  just  one  or  tv 
viral  particles  survive,  they  can  rekinc 
full-blown  aids.  "So  far,  everyone  w' 
has  gone  off  medication  has  [seen  t 
virus]  bounce  back,"  says  Warner 
Greene,  director  of  the  Gladstone  I 
stitute  of  Virology  &  Immunology.  Adi 
Dr.  Calvin  J.  Cohen  of  the  Communi 
Research  Initiative  of  New  Englan 
"Many  of  us  fear  that  the  punch  line 
that  hiv  will  not  go  away." 

An  even  bigger  long-term  challenj 
may  be  dealing  with  patients  who  b 
come  AiDS-free  but  are  left  with  dar 
aged  immune  systems.  Normally,  tl 
human  immune  system  contains  eel 
programmed  to  respond  to  specific  i: 
vaders  such  as  influenza.  But  a  recei 
study  by  National  Institutes  of  Healt 
immunologists  H.  Clifford  Lane  an 
Mark  Connors  shows  that  after  trea 
ment  with  the  triple  therapy,  aids  p; 
tients  are  missing  some  of  these  speci 
ic  cells.  There  are  also  case  reports 
individual  patients  who  continue  to  g< 
infections  characteristic  of  aids  even  a 
ter  their  immune-system  cell  count 
have  been  boosted.  It's  possible  thj 
those  who  survive  aids  will  be  left  wit 
key  gaps  in  their  immune  systems'  fum 
tion,  leaving  them  vulnerable  to  othc- 
diseases,  including  cancer. 

The  prospect  of  damaged  immun 
systems  has  some  scientists  conten 
plating  drastic  steps.  At  Duke,  for  ii 
stance,  Markert  and  her  co-worker 
have  begun  transplanting  thymuses  int 
aids  patients  in  th 
hope  that  the  ne^ 
gland  will  generate  in 
mune  system  cells  t 
plug  the  gaps.  Th 
data  aren't  in  yet,  bu 
one  thing  is  clear:  Wir 
ning  the  final  sieg 
against  the  aids  viru 
is  still  a  formidabl 
challenge. 

By  John  Carey  i 
Washington,  with  Nac 
mi  Freundlich  in  Nei 
York 
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News:  Analysis  &  Commentary 


THE  INTERNET 


A  COLLISION 

ON  THE  IOWA  l-WAY 

A  state  telecom  network  for  schools  slams  into  Big  Business 

■  t  was  billed  as  an  investment 
I  in  the  information  revolution 

■  and  a  landmark  strategy  for 
economic  development.  Seven 
years  ago,  Iowa  Governor  Terry 
E.  Branstad  won  support  for 
construction  of  the  nation's  only 
statewide,  publicly  funded  fiber- 
optic telecom  system.  Now  the 
$300  million  Iowa  Communica- 
tions Network  is  delivering  much 
of  what  Branstad  promised.  Kids 
in  rural  areas  can  videoconfer- 
ence  into  Russian  language  class- 
es with  a  professor  in  Des 
Moines.  Students  and  teachers 
get  zippy  Internet  connections 
and  cheap  school-to-school  long- 
distance phone  service. 

Yet  not  all  is  well  in  the  heart- 
land's cyberstate.  Telephone  com- 
panies and  Internet  service 
providers  gripe  that  the  govern- 
ment-subsidized network  threat- 
ens to  swipe  their  customers. 
State  legislators  agree,  and  in 
April,  they  voted  to  limit  new 
access  to  the  network.  Branstad 
vetoed  that  measure,  but  in- 
creasingly finds  himself  arguing 
with  voters  who  object  to  footing 
the  $37  million-a-year  tab  for  ser- 
vices that  private  companies 
could  offer. 

INCENSED.  Indeed,  most  Iowans 
now  agree  that  the  state  simply 
shouldn't  be  in  the  phone  busi- 
ness. In  June,  Iowa's  legislators 


Flannery,  director  of  governmental  s 
fairs  for  GTE  Corp.  in  Iowa. 

To  drive  the  point  home,  gte  and  ot 
er  communications  companies  ha\ 
threatened  to  curb  investments  as  lor 
as  icn  poses  a  competitive  threat,  gt 
for  one,  said  it  would  drop  plans  to  i: 
vest  $5  million  in  a  project  that  wou' 
have  given  customers  in  towns  without 
local  Internet  provider  access  to  the  N 
for  a  flat  rate  of  $15  a  month. 

That  was  enough  for  the  sta 
legislature,  which  had  never  su]  I 
ported  the  icn  as  enthusiastical 
as  had  Branstad.  In  late  Apr 
it  voted  to  ban  extending  icn  a 
cess  to  homes.  "The  question  w; 
whether  the  state-owned  and  o] 
erated  phone  company  shoul 
be  taking  away  these  potentiJ 
markets,"  says  House  Majorit 
Leader  Siegrist. 

But  Branstad  vetoed  the  bai 
on  the  argument  that  it  woul 
have  kicked  off  some  universit 
teachers  and  students  who  no' 
dial  into  the  icn.  gte  lived  up 
its  word  and  dropped  its  plann 
investment.  And  now  the  gove: 
nor,  like  the  legislature,  recoi 

REMOTE  EDUCATION:  Students 
participate  in  a  language 
class  via  television 


nizes  there's  a  big  problem  wit) 
the  network:  As  long  as  it 
owned  by  the  state,  the  pote: 
tial  for  conflict  with  private  o 
erators  will  prevent  it  from  livini 
up  to  its  potential 

While  a  consensus  is  formin 
for  disposing  of  the  networ 
nor  Terry  Branstad  has  vetoed  the  strategy.  both  selling  and  privatizing  pos 

PRIVATIZE  lowa'couTdTumTcN "into  anTndepen" "    Problems.  The  state  likely  wouL 

dent  utility  that  would  sell  its  telecom  services  to       no}  re?0UP  lts  investment  in 

schools  as  well  as  consumers  and  corporations.  The    sale;  ,since  "°n  Pnvate„  uPerat0! 

would  pay  full  price  tor  a  sy; 


WHAT  TO  DO  WITH  THE  STATE  SYSTEM 

Proposals  for  the  Iowa  Communications  Network 

LIMIT  ACCESS  Telephone  companies  and  Internet 
service  providers,  worried  about  losing  potential 
customers,  argue  that  only  students  and  teachers 
at  schools  should  have  access  to  the  ICN.  Gover- 


are  expected  to  authorize  a  study    s[ateMs}atuIeJss{u6^A  the  _idea"_   tern  that  extends  to  lightly  trai 


of  alternatives  for  disposing  of 
the  icn,  according  to  House  Ma- 
jority Leader  Brent  Siegrist. 
Even  Branstad  is  starting  to 
show  signs  that  he's  willing  to 
let  the  network  be  privatized  or  sold.  "I 
don't  particularly  want  to  see  the  state 
own  this  for  the  long  term,"  he  says. 

The  controversy  stems  from  the  pop- 
ularity of  the  Internet.  Students  and 
teachers  who  enjoy  fast  Net  access  at 
school  have  been  pus  hing  the  state  to 
allow  them  to  dial  into  the  icn  from 
their  homes.  Their  request  seemed  rea- 
sonable— the  icn  has  more  than  enough 
capacity  to  absorb  additional  users,  and 
a  third  of  the  state's  300  towns  don't 


SELL  IT  OFF  The  $300  million  network  could  be 
sold  whole  or  in  pieces  to  telephone  companies 
such  as  U  S  West  or  AT&T.  The  state  likely 
wouldn't  recoup  its  investment,  though. 


have  local  commercial  Internet  service. 

But  the  idea  infuriated  private  phone 
and  Internet  companies,  which  accused 
the  state  of  encroaching  on  their  mar- 
kets. Giving  students  and  teachers — 
and  probably  parents,  friends,  and 
neighbors,  too — free  Internet  access 
would  rob  telecom  businesses  of  poten- 
tial customers,  they  say.  Worse,  it  would 
set  a  dangerous  precedent.  "We've  told 
the  governor  we  can't  compete  with  a 
taxpayer-subsidized  icn,"  says  John 


ficked  areas.  And  while  rivals  sa 
they  favor  icn's  privatization 
such  a  transaction  would  create 
new  heavyweight  in  a  market  al 
ready  divided  among  150  phon 
companies,  more  than  in  any  other  state 
Even  if  Iowa  decides  to  sell  or  pri 
vatize  the  network,  it  can't  do  so  unti 
2001.  icn  was  built  with  tax-free  bond 
issued  by  the  state,  and  a  change  ii 
ownership  would  cause  problems  witl 
the  Internal  Revenue  Service.  Iow;j 
could  still  decide  what  path  to  pursut 
sometime  this  year,  though.  Ultimately 
it's  likely  to  turn  its  superhighway  int( 
a  toll  road. 

By  Peter  Elstrom  in  Chicago 
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INTERNET  COUP 


RECORD  COMPANIES 
IN  CAHOOTS? 

WHAT  KEEPS  THE  PRICE  OF 

music  disks  so  high?  The 
Federal  Trade  Commission 
has  launched  a  preliminary 
antitrust  investigation  of  six 
large  recording  companies,  in- 
cluding Thorn  EMI,  Time 
Warner,  Sony,  Polygram,  Ber- 
telsmann, and  mca,  say 
sources  close  to  the  inquiry. 
An  attorney  for  emi  con- 
firmed that  the  company  re- 
ceived a  letter  from  the  ftc 
asking  it  to  retain  informa- 
tion pertinent  to  an  ftc  in- 
quiry. At  issue:  whether  the 
companies  are  withholding 
large  blocks  of  advertising 
funds  from  retailers  that 
price  compact  disks  below 
suggested  prices.  Under  the 
law,  manufacturers  can  re- 


CLOSING  BELL 


SIS  BOOM  BAH! 

Varsity  Spirit  shareholders 
can  start  cheering.  Shares  of 
the  maker  of  cheerleader  uni- 
forms, which  have  been  stuck 
in  the  mid-teens,  jumped 
28%,  to  18/,  on  May  6,  after 
R  id  del  I  Sports,  which  makes 
girls'  and  boys'  athletic  uni- 
forms, agreed  to  buy  Varsity 
for  $91  million,  or  roughly 
$19  a  share.  Varsity  will  now 
make  and  sell  Riddell's  line 
of  girls'  athletic  wear  as  well 
as  the  pleated  skirts  and 
sweaters  it  now  turns  out. 
Riddell  will  keep  making  the 
boys'  gear.  Nice  teamwork. 
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quire  retailers  to  advertise 
minimum  prices  for  products 
in  return  for  "co-op"  adver- 
tising dollars,  but  they're  not 
allowed  to  interfere  with  ad- 
vertising that  the  manufac- 
turers don't  fund. 


PHONE  SUBSIDIES 
GET  AN  OVERHAUL 

A  CHANGING  UNIVERSE:  ON 

May  7,  the  Federal  Commu- 
nications Commission  finally 
issued  long-awaited  rules 
on  universal  service,  the  sys- 
tem of  subsidies  that  keeps 
local  phone  rates  low  in  rur- 
al markets.  The  new  system 
provides  an  additional  $2.25 
billion  annually  to  finance  in- 
expensive Internet  access  for 
schools  and  libraries  and  pro- 
vide $400  million  for  dis- 
counts for  rural  health-care 
providers.  As  part  of  the 
overhaul,  the  FCC  plans  to 
cut  the  access  fees  long-dis- 
tance providers  pay  to  local 
phone  companies  for  use  of 
the  local  network  by  $1.7  bil- 
lion. Look  for  local  phone 
companies  to  go  to  court  and 
try  to  block  that  cut. 

U.S.  SHOE  PINCHES 
NINE  WEST 

NINE  WEST  GROUP  IS  HAVING 

to  do  some  fancy  footwork 
to  shore  up  the  confidence 
of  its  investors.  On  May  6, 
the  shoe  company  disclosed 
that  the  Securities  &  Ex- 
change Commission  is  inves- 
tigating how  it  books  rev- 
enues. That  sent  Nine  West's 
shares  plummeting  18%, 
to  32/j,  before  trading  was 
halted.  Robert  Galvin,  Nine 
West's  chief  financial  officer, 
says  that  most  of  the  inves- 
tigation relates  to  account- 
ing policies  at  U.  S.  Shoe, 
a  rival  Nine  West  acquired 
for  $600  million  in  May,  1995, 
and  he  doesn't  expect  it 
to  affect  earnings.  That 
cheered  investors  some.  The 
stock  recovered,  to  34%,  on 
May  7. 


Before  George  Conrades 
took  over  as  CEO  and  presi- 
dent of  bbn,  he  rose  to  a 
top  spot  at  IBM  on  the 
strength  of  his  sales 
skills.  That  sales- 
manship  has         -  ] 
paid  off:  On 
May  (i,  ( 'on- 

rades  inked  a  ^|B^H 
deal  to  sell  the 
Internet  pioneer 
to  GTE,  which  is 
pushing  into  new 
telecom  markets.  The 
price:  $616  million. 

Since  joining  bbn  in  1994, 
Conrades  has  turned  the 
company  into  an  Internet 
star — selling  noncore  busi- 
nesses and  providing  reli- 
able, high-speed  Internet 
"backbones"  to  big  compa- 
nies. But  heavy  investments 
in  the  bbn  network  have 


A  NEW  RAP  AGAINST 
THE  SWISS  

A  SCATHING  GOVERNMENT 

report  released  on  May  7 
provides  new  proof  that  jew- 
elry, coins,  and  even  dental 
fillings  of  Nazi  concentration 
camp  victims  were  smelted 
into  bars  and  traded  on  gold 
markets.  The  two-volume  re- 
port, compiled  by  11  federal 
agencies  under  the  direction 
of  Commerce  Under  Secre- 
tary Stuart  Eizenstat,  accus- 
es the  Swiss,  bankers  for  the 
Nazis,  of  turning  a  blind  eye 
to  the  plunder.  Eizenstat 
says  the  U.  S.  will  push  for 
more  details  from  the  Swiss 
so  victims'  families  can  be 
compensated. 

ELECTRIC  CIRCUS  IN 
THE  GOLDEN  STATE 

IT  COULD  BE  THE  NEXT  CAL- 
ifornia  gold  rush.  On  May  6, 
the  state's  Public  Utilities 
Commission  voted  to  open 


kept  the  company  from 
turning  a  profit,  though. 
"Conrades  has  moved  the 
ball,  but  he  hasn't  scored 
a  touchdown,"  says 
•  David  Goodtree, 

«jk  of  Forrester 
m  Research. 
*Wm      The  deal 

with  GTE  could 
-  N    ;55p  pose  problems 
with  at&t,  a  ma- 
p*    jor  bbn  customer. 
Once  the  deal  with 
the  at&t  rival  is  complete,  | 
that  business  could  go 
away.  But  Conrades  will 
come  out  on  top:  He  holds  ^ 
stock  and  options  amount-  | 
ing  to  2.6%  of  bbn.  They're  | 
worth  around  $16  million 
at  the  proposed  acquisition  \ 
price  of  $29  a  share.  Not 
bad  for  three  years'  work.  I 
By  Paul  Judge^ 


the  state's  electricity  mark(fc 
to  free  competition  in  JamB 
ary,  1998 — five  years  earlitl 
than  expected.  That  mearl 
that  power  companies  froip 
as  far  away  as  North  Call 
olina  will  vie  for  a  piece 
of  the  $20  billion  California 
energy  market,  where  rateB 
are  about  50%  higher  tha» 
the  national  average.  Thm 
should  mean  lower  rates  fofc 
business.  Consumers  can  em 
pect  a  marketing  blitz  rem« 
niscent  of  the  long-distanc 
wars. 

ETCETERA... 

■  Fluor  says  it  could  lose  $7 
million  in  the  second  quarte 
at  power  projects. 

■  Borland  is  suing  Microsoft 
for  raiding  employees. 

■  Honda  Motor's  U.  S.  unit  il 
suing  to  block  dealership 
buys  by  Republic  Industries 

■  Wertheim  Schroder' 
James  Harmon  was  nomi 
nated  to  head  the  Export 
Import  Bank. 
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orget  Retirement-We  re  Talking  About 
A  Second  Childhood.   (This  Time 
Make  Sure  You  Get  A  Big  Allowance.) 


How  long  has  it  been  since  anyone  asked  you  what  you  want  to  be  when  you  grow  up?  Well,  allow 
us  to  ask  you  now.  What  do  you  want  to  be  when  you  grow  up?  Before  you  decide,  talk  to  Aetna 
Retirement  Services.  With  tools  like  annuities,  401(k)s,  IRAs,  mutual  funds,  and  life  insurance  for 
your  family,  you  could  accumulate  the  kind  of  assets  that  will  let  you  be  whatever  your  cholesterol- 
free,  fully  aerobicized,  ever-loving  heart  desires.  For  your  free  brochure,  call  1-800-AETNA-oO  or 
visit  us  at  http://www.aetna.com. 


Build  for  Retirement. 


Manage  for  Life.' 


The  sensation  of  time 


CONCORD 

Watchmakers  Since  1908 

SWISS 


For  more  information  call 
1  -888-81  -CONCORD 


CONCORD 
SARATOGA®  SL 
Pure  pleasure 
on  the  wrist... 
Gold: 

rich,  solid, 
eighteen  karat 
(coupled  with 
stainless  steel), 
milled  by  hand, 
link  by  link, 
into  a  timepiece 
that  quickens 
the  pulse. 


La  Jolla.  CA  619-454-5390 


fetshington  Outlook 


TED  BY  OWEN  ULLMANN 


IS  REFORM  MAY  GET  LOST 
I  THE  DUST  OF  BATTLE 


/hen  it  comes  to  the  Internal  Revenue  Service,  the 
Clinton  Administration  and  Congress  agree  on  one 
thing:  The  agency  is  in  desperate  need  of  an  over- 
to  become  more  efficient  and  customer-friendly.  But 
's  where  the  consensus  ends.  The  Treasury  Dept.  and 
itol  Hill  are  heading  for  a  furious  struggle  over  whether 
Treasury  or  an  independent  board  should  ran  the  agency, 
lie  irs  is  now  semi-independent.  But  last  March,  Deputy 
isury  Secretary  Lawrence  H.  Summers  proposed  that 
isury  take  complete  control  of  the  agency  by  installing 
iwn  management  experts,  replacing  top  officials,  and  re- 
filling personnel  policies.  But  the  idea 
fallen  fiat  on  the  Hill.  By  June,  the  co- 
rmen  of  a  bipartisan  commission  on 
reform  are  expected  to  recommend 
the  agency  be  turned  over  to  an  in- 
mdent  board  of  directors  and  that 
isury's  authority  be  sharply  limited, 
he  co-chairmen,  Representative  Rob 
man  (R-Ohio)  and  Senator  Bob  Ker- 
(D-Neb.),  say  that  the  Treasury  has 
jr  managed  the  irs  well,  and  they 
j  little  confidence  that  strengthening 
isury's  hand  would  improve  matters, 
e  Treasury's  commitment  to  reform  ~ 
,s  with  the  political  winds,  Portman  argues,  "there  needs 
e  much  more  consistent  direction  from  the  top." 
?es  out  In  recent  years,  the  irs  has  been  blasted  for 
;ing  more  than  $400  million  on  a  flawed  computer-system 
rade  and  frequently  antagonizing  taxpayers  while — at 
same  time — failing  to  collect  more  than  $100  billion  in 
;  taxes.  The  irs  has  also  become  a  juicy  target  for  tax- 
f  conservatives,  who  want  to  cut  the  agency's  budget,  fur- 
eroding  its  ability  to  collect  taxes, 
nder  the  Kerrey-Portman  plan,  the  nine  directors — three 
linistration  appointees  and  six  outsiders  chosen  by  Con- 
is — would  have  vast  powers.  They  would  control  the  irs 


KERREY:  At  odds  with  the  Treasury 


budget,  set  management  goals,  and  review  the  agency's  per- 
formance. They  also  would  hire  and  fire  top  managers,  in- 
cluding the  commissioner,  who  would  be  appointed  to  a  fixed 
term  that  is  not  concurrent  with  the  President's.  The  Trea- 
sury would  retain  responsibility  only  for  rulemaking  and 
other  tax  policy  decisions.  It  would  surrender  management  of 
day-to-day  operations  to  the  new  board. 
GOP  PUSH.  Horrified  Administration  officials  are  lobbying 
hard  to  sink  the  plan.  Says  a  senior  Clintonite:  "The  Secretary 
of  the  Treasury  is  in  a  better  position  to  oversee  the  agency 
than  any  part-timers  appointed  to  a  board." 

j      The  Treasury  is  also  tiying  to  fend  off 
I  a  push  by  commission  Republicans  to  en- 
dorse a  laundry  list  of  complex  laws  tar- 
geted for  change  or  elimination.  Among 
them:  the  earned  income  tax  credit,  which 
benefits  the  working  poor,  and  the  alter- 
native minimum  tax,  which  prevents 
wealthy  taxpayers  from  using  loopholes  to 
escape  paying  any  taxes.  "If  we  do  not 
address  simplification,  we  will  have  not 
done  our  job,"  says  House  Ways  &  Means 
Committee  Chairman  Bill  Archer  (R- 
Tex.),  whose  panel  must  act  on  the  pro- 
"  posals.  The  Administration,  backed  by 
some  Democrats,  wants  the  commission  to  make  only  a  vague 
commitment  to  a  simplified  code. 

But  the  real  battle  will  be  over  control.  It's  a  Washington 
turf  fight — but  with  major  impact  outside  the  Beltway.  The 
irs  affects  more  Americans  than  any  other  federal  agency, 
and  who  runs  it  will  determine  how  it  goes  about  doing  its 
business.  Kerrey  and  Portman  hope  their  plan  will  get  the  irs 
out  of  the  line  of  political  fire  and  give  it  the  tools  it  needs  to 
become  more  effective  and  less  intrusive.  Treasury's  plan 
has  the  same  goal.  But  unless  the  two  sides  compromise, 
their  clash  will  delay  reforms  that  are  already  long  overdue. 

By  Howard  Gleckman 


CAPITAL  WRAPUP 


!EP  TAX  CUTS?  THINK  AGAIN 

Investors  and  companies  anticipat- 
£  juicy  tax  cuts  under  the  balanced- 
dget  deal  should  lower  their  expec- 
;ions.  The  White  House  and  GOP 
ngressional  leaders  agreed  to  cut 
K.es  on  capital  gains  and  estates, 
pand  iras,  and  give  credits  to  fami- 
s  with  young  children  and  college 
idents.  That  could  cost  up  to  $221 
lion  over  five  years  and  $560  billion 
er  10,  according  to  a  Democratic 
alysis  of  estimates  by  Congress' 
npartisan  Joint  Committee  on  Tax- 


ation. Trouble  is,  the  budget  pact  allo- 
cates only  $135  billion  in  tax  cuts 
through  2002  and  $250  billion  through 
2007.  "There's  no  way  to  achieve  all 
these  things"  and  comply  with  the 
budget  deal,  warns  Representative 
Robert  T.  Matsui  (D-Calif.). 

The  upshot:  a  lobbying  free-for-all 
as  interest  groups  jockey  to  preserve 
their  cherished  tax  cuts.  A  Big  Busi- 
ness/Wall Street  coalition  is  pressing 
for  a  broad-based  cut  in  cap-gains  tax- 
es. "Our  big  concern  is  that  they  don't 
just  ease  cap  gains  for  individuals  and 
not  for  corporations,"  says  Paul  R. 


Huard,  senior  vice-president  at  the 
National  Association  of  Manufacturers. 
The  Holy  Grail  for  small  business,  re- 
pealing estate  taxes,  is  too  expensive. 
Instead,  the  exemption  could  rise 
gradually  from  $600,000  to  $1.2  million. 
The  $500  child  credit  would  survive, 
but  may  be  limited  to  kids  under  13  in 
middle-  and  lower-income  families. 

While  scrambling  for  tax  cuts,  Gucci 
Gulchers  will  also  have  to  fend  off  new 
hikes:  The  budgeteers  agreed  to  close 
$100  billion  in  corporate  loopholes  over 
the  next  decade. 

By  Amy  Bomis  and  Howard  Gleckman 
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International  Business 


BRITAIN 


PAYING  COURT 
TO  BUSINESS 

But  how  long  will  Blair's  romance  last? 


Following  their  huge  May  1  elec- 
tion win  in  Britain,  new  Prime 
Minister  Tony  Blair  and  his  inner 
circle  were  looking  for  ways  to 
reassure  a  skeptical  business  commu- 
nity. Less  than  a  week  later,  they  came 
up  with  a  market  coup.  On  May  6, 
Chancellor  of  the  Exchequer  Gordon 
Brown  announced  that  Labor  would 
turn  over  the  responsibility  for  setting 
interest  rates  to  the  Bank  of  England. 
The  change,  he  said,  would  ensure  that 
"decisions  are  taken  for  the  long-term 


interests  of  the  economy,  not  on  the 
basis  of  short-term  political  pressures." 

Brown's  gambit  was  a  hit  with  mon- 
eymen,  long  upset  by  the  influence  that 
politicians  wielded  over  British  mone- 
tary policy.  For  months,  the  outgoing 
government  had  ignored  the  central 
bank's  advice  to  raise  rates.  Brown,  by 
contrast,  hiked  short-term  rates  by  a 
quarter  of  a  percentage  point  before 
proclaiming  the  central  bank's  new  in- 
dependence, and  the  bond  market  re- 
warded him  by  pushing  long-term  rates 
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m 
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steeply  down.  The  Lab( 
team's  empowerment  of  the  cei 
tral  bank  "shows  they  mean  business 
says  Michael  Hughes,  managing  directc 
at  investment  bank  bzw  Ltd. 
GLOBAL  SKILLS.  It  was  a  cagey  mov 
for  a  new  government  that  business 
watching  with  an  eagle  eye.  Executive 
have  for  the  most  part  been  quiet,  y< 
some  mutter  about  moving  money  an 
operations  elsewhere.  Labor's  agend 
does  include  policies  that  cause  comp; 
nies  alarm,  and  the  Blair  government 
expected  to  favor  more  regulation  tha 
the  Tories.  But  Blair  could  prove  to  be 
leader  business  can  live  with.  "They'v 
set  out  a  series  of  policy  objectives  ths  L 
are  fine.  Now  they've  got  to  deliver  o 
it,"  says  James  Hall,  managing  partne 
at  Andersen  Consulting. 

Blair  is  certainly  tough — as  he  showe 
in  revamping  the  long-unelectable  L; 
bor  Party.  As  a  center-left  politicia 
committed  to  free-market  principles,  h 
could  restore  momentum  to  an  econon 
ic  reform  program  that  was  running  ou 
of  steam  after  18  years  of  Conservativ 
rule.  He  could  start  modernizin 
Britain's  creaking  welfare  state.  He  als 
may  have  a  better  grasp  than  his  pre 
decessor,  John  Major,  54,  of  the  globs  y 
technological  revolution  and  the  skill 
Britain  needs  to  take  advantage  of  it. 

But  while  Blair  may  prove  benig: 
for  business  overall,  he  won't  leave  th 
environment  untouched.  The  Torie 
were  laissez-faire  to  a  fault,  as  thei 
failure  to  warn  the  public  of  the  danger 
of  mad  cow  disease  in  the  mid- 1990 
showed.  Blair  will  probably  be  mori 
pro-consumer  and  interventionist.  Leg 
islation  against  tobacco  advertising  i 
high  on  his  to-do  list.  Alcoholic  beverag 
companies  that  target  minors  may  als 
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come  into  his  sights.  And  Tom 
Bury,  ceo  of  Ogilvy  &  Mather 
London,  thinks  that  overly  ag- 
gressive toy  ads  on  television 
could  come  under  scrutiny  Blair 
may  also  be  more  protective  of 
local  jobs  than  the  Tories  have 
been.  While  Labor  has  backed 
off  its  threats  to  cool  Britain's 
takeover  boom,  some  are  pre- 
dicting that  the  party  will  block 
the  proposed  merger  between 
British    Airways    PLC  and 
American  Airlines  Inc. 

Another  possible 
wrinkle  of 
the  Labor 
victory:  La- 
may  be  more  inclined  than  its 
lecessors  to  back  big  homegrown 
loyers  such  as  British  Telecom- 
ications  PLC.  For  example,  the  busi- 
;  manifesto  published  during  the 
paign  proposes  lifting  the  ban  that 
libited  bt  from  delivering 
idcasting  entertainment 
•  its  network.  That  would 
,  blow  to  companies  such  as 
west  and  General  Cable, 
:h  were  promised  monopo- 
until  2002.  A  multimedia 
;  venture  bt  announced  on 
■  6  with  Rupert  Murdoch's 
erhouse  British  Sky  Broad- 
ing  PLC  will  put  further  pressure 
he  cable  companies. 
1  addition,  although  Blair  values  the 
of  London's  contribution  to  the  na- 
al  economy,  the  financial  sector  had 
er  watch  its  Ps  and  Qs.  Blair  has 
a  respected  and  tough  politician, 
jn  Liddell,  in  charge  of  City  regula- 
,  and  Labor  plans  to  consolidate  the 
y  City  watchdog  agencies  under  one 
irella.  Publicity  about  financial  scan- 
and  stratospheric  pay  has  made 
foreign-dominated  brokerages  and 
istment  banks  ripe  targets  for  criti- 
l.  More  incidents 
the  costly  scan- 
i  at  Barings  and 
•gan  Grenfell  As- 
Management  Ltd. 
d  lead  to  a  stricter 
me  than  the  City 
sets. 

iair  will  also 
lge  the  workplace, 
will  pass  a  mini- 
n  wage  and  sign 
5  the  European 
ial  Chapter  on 
kers'  rights.  The 
act  of  these  moves 
r  not  be  huge  at 
Blair  is  likely  to 


go  for  a  fairly  low  minimum  wage  of 
$5  to  $6  an  hour.  And  so  far,  the  Social 
Chapter,  dealing  with  unpaid  parental 
leave  and  requiring  management  to 
keep  workers  informed  of  business 
plans,  doesn't  contain  anything  that 
scares  big  business.  But  the  worry  is 
that  after  Britain  signs  on,  Brussels 
could  use  it  to  force  Europe's  rigid  work 
rules  on  Britain. 

And  it  is  on  labor  issues  that  Blair 
may  be  most  vulnerable  to  leftist  pres- 
sure from  within  the  party.  His  huge 
parliamentary  majority  means  a  sizable 
contingent  of  left-wingers  made  it  into 
the  legislature.  Already,  Ken  Living- 
stone, an  outspoken  backbencher,  has 
angered  the  Blair  brass  by  calling  for  a 
big  tax  increase  during  a  bbc  radio  in- 
terview. And  Livingstone  says  he  will 
form  a  committee  to  oppose  Blair's  free- 
market  tendencies. 

Although  Blair's  Cabinet  is  mostly 
Labor  stalwarts,  the  new  Prime  Minister 


NEW  BROOM 


Blair  may  be  more 
interventionist  and  pro-consumer 
than  the  Tories,  taking  aim  at 
tobacco,  booze,  and  toy  ads 

has  put  a  handful  of  innovators  in  key 
slots.  One  is  the  maverick  Labor  MP 
Frank  Field,  who  has  wowed  executives 
by  calling  for  sweeping  reforms  of  the 
welfare  state  and  who  will  take  the 
No.  2  job  at  the  Social  Security  ministry. 
His  presence  could  signal  a  tougher- 
than-expected  approach  to  welfare  as 
well  as  early  pension  reform,  both  poli- 
cies that  business  would  welcome. 

But  the  pivotal  figure  in  the  new  gov- 
ernment is  likely  to  be  the  Chancellor  of 
the  Exchequer.  The  46-year-old  Brown 
carried  much  of  the  load  of  reassuring 

Blair's  Business  Agenda:  A  Balance  Sheet 


POLICY 


UPSIDE 


DOWNSIDE 


IMPROVE  RELATIONS  WITH 
CONTINENTAL  EUROPE 

Could  encourage 
foreign  investment 

Social  Chapter  may  diminish 
Britain's  competitiveness 

PASS  A  MINIMUM  WAGE 

Provide  higher  wages 
for  low  earners 

Small  business  could  suffer 
if  wage  is  too  high 

ESTABLISH  A  WORKFARE 
PROGRAM 

May  cut  unemployment 
costs 

Will  be  financed  by  a  windfall 
profits  tax  on  utilities 

LET  BANK  OF  ENGLAND 
SET  INTEREST  RATES  ' 

Interest  rate  moves 
free  of  politics 

Monetary  policy  may  get 
too  tight 

DATA:  BUSINESS  WEEK 

business  during  the  campaign.  Now  the 
"Iron  Chancellor,"  as  Blair  calls  him, 
must  deliver  on  his  promises:  to  stick  to 
the  Tory  budget  for  two  years,  not  to 
increase  personal  income  tax  rates  for 
five,  and  to  hold  inflation  at  or  below  its 
current  2.7%  a  year.  Brown's  interest- 
rate  hike  came  after  seeing  Treasury 
projections  that  inflation  could  approach 
4%  in  1998.  If  he  stays  the  course, 
British  long-term  interest  rates,  higher 
than  those  elsewhere  in  Europe,  could 
come  down  substantially — a  boon  for 
Britain's  businesses  and  homeowners. 
DONE  DEAL.  Brown  has  a  hard  act  to 
follow.  Outgoing  Chancellor  Kenneth 
Clarke  left  a  budget  that  many  econo- 
mists think  is  a  poisoned  chalice  for  his 
successor.  Government  spending  is  pro- 
jected to  grow  far  less  than  1%  annual- 
ly for  the  next  three  years — a  rate  no 
British  government  has  achieved  since 
World  War  II.  Brown  may  find  himself 
caught  between  Blair's  promises  to  im- 
prove the  National  Health  Ser- 
vice, education,  and  other  ser- 
vices and  the  markets'  readiness 
to  punish  any  backsliding. 

Yet  the  strong  economy  that 
Blair  inherits  is  more  of  a  plus 
than  a  minus  for  Labor.  Hughes 
of  bzw  thinks  the  chance  of  re- 
cession in  the  next  five  years 
is  less  than  20%.  That  gives 
Brown  room  to  raise  taxes  in  the  special 
budget  he  is  planning  for  July.  Many 
economists  and  executives  think  the 
windfall  profits  tax — expected  to  net  $5 
billion  to  $8  billion — that  Brown  plans  to 
slap  on  privatized  utilities  is  bad  policy. 
But  Labor  has  warned  of  the  move  for 
so  long  that  Britons  consider  it  a  done 
deal.  And  business  prefers  tax  hikes  to 
interest-rate  rises  as  a  way  of  cooling 
the  economy.  The  worry  is  that  if  the 
central   bank   raises   interest  rates 
sharply,  the  pound,  whose  steep  rise 
against  other  European  currencies  is  al- 
ready   hurting  ex- 
porters, would  move 
up  even  more. 

Blair  and  Brown 
look  pretty  unassail- 
able at  this  point. 
They  have  a  huge  ma- 
jority and  a  five-year 
term.  And  they  know 
that  the  best  way  to 
ensure  a  second  term 
is  to  keep  the  British 
economy  humming. 
That  may  be  the  best 
guarantee  for  business 
in  the  Labor  win. 

By  Stanley  Reed 
in  London 
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MARKETS 


HAS  TOKYO  GOT  THE  BEARS 
ON  THE  RUN? 

The  Nikkei's  sudden  upturn  may  herald  more  robust  growth 

■  s  it  just  a  blip,  or  is  it  the  real  thing? 
I  That's  what  global  investors  are  won- 
B  tiering  about  the  startling  recovery 
of  the  Tokyo  Stock  Exchange. 

After  a  blowout  that  stretched  from 
fall  until  early  April,  the  Nikkei  stock 
average  broached  20,000  for  the  first 
time  in  five  months  and  is  now  up  4% 
for  the  year  (chart).  True,  that's  mild 
stuff  compared  with  the  rip-roaring  re- 
bound on  Wall  Street.  And  few  market 
pros  think  Tokyo's  bear  market,  now  in 
its  eighth  year,  is  over.  Yet  the  come- 
back may  signal  that  pundits  have  been 
too  pessimistic  about  the  impact  of  a 
new  round  of  budget-cutting  and  a  2% 
hike  in  the  national  sales  tax  in  April. 
Low  interest  rates  are  helping  banks 
claw  their  way  back  to  health,  while  a 
cheaper  yen  is  pumping  up  exports. 
"People  were  expecting  1%  growth  in 
1997,  but  now  it's  increasingly  absurd  to 
forecast  less  than  2%,"  figures  J.  P.  Mor- 
gan &  Co.  economist  Jesper  Koll. 

It  was  fears  of  sluggish  growth  that 
sent  foreign  investors  heading  for  the 
exits  last  fall,  triggering  a  rout  that  by 
Jan.  10  had  shaved  23%  off  the  market 
capitalization  of  the  Nikkei's  225  leading 
companies  from  last  year's  highs.  But 
now,  the  foreigners  are  returning.  U.  S. 
and  European  institutional  investors  and 
mutual  funds  snapped  up  $1  billion  in 
Japanese    stocks  in 
April   and    may  buy 
more  than  twice  that 
amount  in  May. 
SANGUINE.  One  big  rea- 
son for  the  mood  shift: 
Following   the  latest 
meeting  of  the  Group 
of    Seven  industrial 
countries'  finance  min- 
isters on  Apr.  27,  Wash- 
ington and  Tokyo  seem 
keen  on  preventing  the 
yen  from  depreciating 
much  further.  With  the 
yen  already  down  36% 
against  the  dollar  since  1995,  worries 
over  a  bigger  decline  had  turned  off 
global  investors,  who  were  worried 
about  currency  losses 


JAPANESE  STOCKS 
BOUNCE  BACK 
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Investors  are  also  taking  a  more  san- 


guine view  of  Japanese  consumer  spend- 
ing. Domestic  auto  sales  fell  12%  in 
April.  But  department-store  and  super- 
market revenues  were  about  even  with 
last  year — possible  signs  that  consumer 
spending  won't  fall  markedly  in  1997. 
Despite  the  improved  atmosphere,  it's 
far   from   clear  that 
stocks  are  in  a  sus- 
tained rally.  The  runup 
owes  much  to  seasonal 
buying   by  Japanese 
pension  funds  kicking 
off  the  fiscal  year  that 
started  Apr.  1.  And  cor- 
porate   earnings  are 
hardly  robust  across 
the    board.  Salomon 
Brothers  Inc.  sees  prof- 
its for  big  exporters 
and  manufacturers  ris- 
ing 8%  in  the  year  end- 
ing next  March.  But 
banks,  retailers,  and  other  domestic 
companies  may  see  earnings  decline  1%. 

The  divergent  profit  paths  are 
prompting  the  pros  to  stick  to  efficient, 
global  brand-name  companies  or  to  do- 
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mestic  outfits  that  have  embarked  ii 
serious  restructuring.  Some  of  the* 
stocks  are  already  selling  at  lofty  level 
Toyota  Motor  Corp.'s  sales  of  Lexus  aij 
Camry  sedans  are  booming  in  the  U. 
That  explains  why  Toyota  is  trading 
an  all-time  high  of  3,940  yen,  or  $63  pi 
American  depositary  receipt — 50  tim 
estimated  earnings  for  the  year  endi 
Mar.  30.  The  share  price  of  Toyot 
24%-ownetl  affiliate,  Denso  Corp.,  who: 
sales  of  automotive  electrical  comp 
nents  are  booming,  h 
skyrocketed  52%  am 
estimates  that  its  profi 
tripled  in  the  last  fisc 
year.  And  Sony  Corf 
which  is  living  high  o 
the  big  profits  from  i 
PlayStation  game  m 
chines,  fetches  a  pric< 
earnings  ratio  of  70. 
daring.  Not  every  mi; 
tinational  is  out  of  reac 
ubs  Securities  Lt 
strategist  Neil  Rogei 
thinks  Nissan  Mot 
Co.'s  intensive  cost-cu 
ting  and  its  eight  prot 
uct  launches  schedule 
this  year  at  home  coul 

ON  THE  FLOOR 

Stock  prices  are  up 
4%  so  far  this  year 
after  a  long  slump 

boost  earnings  sharply.  Another  favorit 
is  NEC  Corp.  ubs  expects  its  profits  t 
jump  50%  this  year  as  Korean  rival 
cut  memory-chip  output. 

For  the  more  daring,  even  some  f 
nancial  stocks  may  be  worth  a  lool 
Deutsche  Morgan  Grenfell  banking  an; 
lyst  Paul  Heaton  thinks  Toyo  Trust  ( 
Banking  Co.  and  Yasuda  Trust  &  Bank 
ing  Co.  could  be  winners.  Althoug 
they're  still  saddled  with  bad  debt; 
both  have  ample  capital  and  strong  pc 
sitions  in  pension-fund  management  am 
real  estate  brokerage,  which  generat 
30%-  of  their  earnings. 

Such  upbeat  assessments  are  stil 
falling  on  deaf  ears  in  Japan — excep 
for  the  pension  funds.  Most  domesti 
investors  continue  to  steer  clear 
stocks.  Until  they  join  in,  it  will  b 
tough  for  the  Nikkei  to  reach  25,O0C 
Still,  even  Tokyo's  gloom  merchants  ar< 
starting  to  lighten  up.  The  Tokyo  Stocl 
Exchange  has  been  home  to  severa 
false  dawns  this  decade,  but  plenty  o 
foreigners,  at  least,  are  betting  onc< 
again  that  morning  has  arrived. 

By  Brian  Bremner  in  Toky<. 
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The  Merrill  Lynch  Performance  Difference 


Merrill  Lynch  offers  an  alternative  to  commissions, 
Introducing  a  unique  way  to  manage 
all  your  finances  for  one  annual  fee. 
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No  Commissions 
on  Transactions 

For  a  wide  variety  of 
investments  including  Stocks, 
Bonds  and  Mutual  Funds. 
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No  Fees  for 
Account  Services 

Accounts  for 
everything  from  trading 
to  college  to  retirement. 


More  Assets  =  More  Benefits 
&  More  Transactions 


Cost  Savings 

Margin  Loans, 
Mortgages  and 
Frust  Services. 
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Platinum 

$1,000,000  ♦ 

Gold 


Silver 

$250,000 -iWO.000  Aiirn 

Bronze 

$l6d,000-$250.000 Asms 


Advice  and 
Guidance 


of  a  Merrill  Lynch 
Financial  Consultant. 


Financial  Planning 

Highest  scoring  plan 
in  recent  comparative  study.  * 


And  your  fee  rate  decreases. 
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Research 


Rated  Fop  Equity  and 
Fixed-Income  Research  Feam 
by  Institutional  Investor. 


Merrill  Lynch  Financial  Advantage  Service 

One  Comprehensive  Approach.  One  Annual  Fee. 


The  Merrill  Lynch  Financial  Advantage  Service 
offers  you  a  wide  range  of  choices  to  help  you  manage 
your  finances.  It's  an  approach  with  a  broad  spectrum 
of  products  and  services  to  meet  your  individual  needs 
and  portfolio  size. 

And  with  the  introduction  of  this  innovative  ser- 
vice, Merrill  Lynch  is  the  first  firm  to  offer  such  a 
choice  of  either  traditional  fees  and  commissions  or  a 


relationship-based  fee — one  annual  price  based  on 
your  eligible  assets. 

You  finally  have  a  choice  in  how  you  compensate 
your  financial  professional  for  the  specific  products  and 
services  you  want  and  need. 

To  find  out  more,  call  your  local  Merrill  Lynch 
Financial  Consultant  or  the  number  below. 

The  difference  is  choice. 


Call  1-800-MERR1LL,  ext.  FAS35 
The  difference  is  Merrill  Lynch. 


Merrill  Lynch 


A  tradition  of  trust. 


nam  restrictions  apply  to  the  types  of  securities  to  be  purchased  and  the  services  provided,  some  o(  which  are  not  available  in  all  locations  See  the  client  brochure  and  client  agreement  for  further  details.  Certain  services.  suJi 
Vlerrill  l  ynch  research  and  your  Financial  Consultant's  advice  and  guidance,  are  customarily  available  to  all  Merrill  Lynch  clients  'This  19%  HavGroup  comparative  study  was  commissioned  by  Merrill  I  vriJi  to  compare 
ions  sample  financial  planning  reports  based  upon  objective  criteria  and  was  not  a  customer  survey.  The  above  summary  of  these  findings  was  prepared  bv  Merrill  Lynch. 
997  Merrill  Lynch,  Pierce.  Fenner  &  Smith  Incorporated.  Member  SIPC.  Merrill  Lynch  Financial  Advantage  is  a  service  mark  of  Merrill  Lynch  &  Co..  Inc 
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COMMENTARY 

Emily  Thornton 

THE  JAPAN  THAT  CAN  SAY  NO  TO  COLD  PILLS 


■  was  a  foreigner  in  possession  of 
I  narcotics,  a  threat  to  the  public 

■  health  and  morals  of  Japan.  But  I 
wasn't  smuggling  speed  into  the 
country.  I  was  simply  a  newly  hired 
business  week  correspondent,  mov- 
ing to  Tokyo  from  Hong  Kong. 
When  my  belongings  arrived  at  the 
port  of  Yokohama,  my  moving  agent 
called  to  say  that  customs  had  found 
my  supply  of  Drixoral,  an  over-the- 
counter  decongestant  for  my  occa- 


amins,  from  farm  products  to  build- 
ing materials. 

Stories  of  such  customs  encounters 
abound.  One  friend  tells  of  an  ac- 
quaintance who  had  to  abandon  his 
supply  of  American  condoms.  His  of- 
fense: bringing  in  more  than  24,  a  vi- 
olation of  the  Pharmaceutical  Affairs 
Law.  More  than  24  is  considered  a 
shipment  destined  for  "commercial 
use."  Explained  one  ministry  official 
I  called:  "If  people  bring  in  more 


sionally  drippy  nose. 
The  officials  wanted  me 
to  hand  over  the  pills: 
They  contained  more 
pseudoephedrine  sulfate 
the  active  ingredient  in 
decongestants,  than 
Japanese  law  allows. 
Baffled,  I  asked  my 
mover  for  an  explanation.  "Ma'am, 
your  drugs  are  considered  nar- 
cotics," he  said.  "You  know,  dope." 
PROTECTIONISM.  It  was  a  comical 
episode,  but  I  learned  a  serious  les- 
son: Don't  be  fooled  by  Japanese 
leaders'  pledges  about  lowering  all 
trade  barriers.  This  incident  at  the 
customs  post  wasn't  meant  to  stem 
the  rising  abuse  of  cold  pills.  It  was 
protection  pure  and  simple  of  Japa- 
nese companies  that  sell  their  own 
remedies.  Yes,  there  has  been 
progress  in  deregulation.  But  there 
remains  a  host  of  subtle  obstacles  for 
foreign  goods — from  cold  pills  to  vit- 


CONDOMANIA 

This  shop  sells  no 
imported  condoms. 
"We  knew  customs 
would  stop  them," 
says  a  spokesman 


condoms,  they  may  share 
them  with  others."  When 
I  asked  if  that  was  so 
bad,  he  assured  me  it 
was  a  matter  of  safety — 
and  there  were  other 
reasons,  too.  Is  protect- 
ing Japan's  condom  mak- 
ers one  of  them?  "That 
might  be  part  of  it,"  he  conceded. 

This  got  me  wondering:  How 
tough  would  it  be  for  a  merchant  to 
import  condoms?  The  Tokyo  Metro- 
politan Government  told  me  that 
getting  a  condom-import  permit 
would  take  a  long  time.  I  pressed 
for  more  details.  I  could  import  con- 
doms only  if  I  had  a  testing  facility 
of  my  own,  built  to  the  govern- 
ment's specifications.  That  was 
enough  to  discourage  the  owners  of 
Condomania,  a  boutique  selling 
Japanese  condoms  and  American 
condom  novelty  toys  in  the  hip-hop 
district  of  Harajuku.  "We  never 


tried  to  import  American  condoms 
because  we  knew  customs  would 
stop  them,"  says  spokesman  Koji 
Negishi.  That's  a  big  loss  to  some 
condom  makers:  The  shop  has  annu- 
al sales  of  more  than  $800,000. 
HEADACHE.  Eventually,  I  found  oth- 
er medical  imports  the  Japanese 
government  monitored  closely.  You 
can  forget  about  importing  Vicks  In- 
halers. Bringing  in  Extra-Strength 
Excedrin  is,  well,  a  headache.  "The 
dosage  of  aspirin,  caffeine,  and  ac- 
etaminophen in  Excedrin  Extra- 
Strength  is  too  high.  Japanese  maxi- 
mum dosages  must  be  lower  since 
the  Japanese  are  smaller,"  explained 
one  employee  of  Bristol-Myers  Lion 
Limited.  And  bizarre  as  it  seems, 
"the  name  Extra-Strength  is  not 
permitted  by  the  Health  &  Welfare 
Ministry  because  it  describes  the 
medicine's  function,"  he  says.  So 
instead  of  accepting  dangerous 
American-made  Excedrin,  Japanese 
consumers  pay  $5.40  for  a  package 
of  10  Excedrin  capsules  made  in 
Japan.  Price  for  24  Excedrin  in  New 
York:  $3.29. 

To  be  fair,  U.  S.  health  regulators 
ban  or  restrict  some  imports  seen  as 
health  hazards,  including  certain 
foods,  medical  items,  and  also  a  few 
condom  brands.  But  Japanese  bu- 
reaucrats still  seem  in  a  class  by 
themselves.  "If  Japan  truly  deregu- 
lated, there  would  be  less  need  for 
officials,"  says  Mitsuru  Shinozaki,  an 
officer  at  Keidanren,  the  Japanese 
confederation  of  business.  In  Japan, 
it  takes  shipments  two  to  four  days 
to  clear  customs.  In  the  U.  S.,  it 
takes  30  minutes.  Says  Shinozaki:  "I 
don't  blame  everything  on  the  bu- 
reaucrats, but  we  are  still  doing 
some  very  strange  things." 

Perhaps  the  Japanese  should  lift 
restrictions  on  some  items,  such  as 
foreign-made  decongestants  and  vita- 
mins. They  might  learn  to  like  the 
greater  choice  and  the  lower  prices 
that  result.  And  Japan  would  learn 
it  doesn't  need  a  fortress  of  trade 
barriers  to  be  a  great  and  prosper- 
ous country. 

Thornton  covers  Japanese  busi- 
ness from  Tokyo. 
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UNLIMITED 


PARTNERSHIP 


BOH  BOSSARPE I  I  ROM  ARAMARK  watt  KEN  RUSSO  FROM  CALA  FOODS 


ARAMARK  SHRANK 

OUR  COSTS  BY  ALMOST  50%.  AND  THEY  DID  IT  BY  DESIGNING  A  UNIQUE  SYSTEM  FOR  ORDERING 

ALL  OUR  UNIFORMS 


yy 


re  were  a  rapidly  growing  company.  Well,  make  that  a  rapidly  growing  company  with  a  rapidly  growing  problem.  We  have  over 
00  employees.  They  all  work  in  stores  of  different  sizes.  And  we  had  no  real  system  for  ordering  and  maintaining  uniforms.  Talk 
out  rapid  growth  -you  should've  seen  our  costs.  We  got  with  Boh  Bossardet  and  his  group  at  ARAMARK.  In  the  end.  you  might  say 
it  ARAMARK  helped  us  help  ourselves.  Which  helped  us  bring  costs  down  50%."  Ken  Russo,  Cala  Foods.  Unlimited  Partnerships, 
ey  defy  description.  They  are  always  different.  And  results  must  always  exceed  expectation.  In  the  case  of  Cala  Foods,  it  meant 
agnizing  that  department  or  store  managers  had  to  be  on  the  same  page  when  it  came  to  uniforms.  It  meant  utilizing  our 
inagcmcnt  Information  System,  our  proprietary  tool  for  ordering,  monitoring  and  damage  control.  Ultimately,  it  meant  giving 
:m  what  they  needed  to  continue  to  grow.  And  Ken  certainly  sees  the  value:  "The  money  we  now  save  on  uniforms  goes  directly  into 
wing  our  business.  Revenues  are  up  26%.  Sow  that's  the  kind  of  rapid  growth  anyone  would  love."  /^^^/^f^\/\^\^ 

I. EARN  MURK  ABOUT  UNLIMITED  PARTNERSHIP  l  All  1 -800  ARAM  ARK  OK  VIM  I  US  A I  htip://www.  aramark.com  Managed  Services,  Managed  Better. 
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AIRLINES 


THE  BATTLE  OF  ARGENTINA,  BRAZIL, 
CHILE,  VENEZUELA... 

U.S.  carriers  are  in  a  dogfight  over  lucrative  Latin  alliances 


At  first  glance,  Aerolineas  Argentinas 
doesn't  seem  like  much  of  a  prize. 
The  ailing  airline  is  near  financial 
collapse,  with  poor  service,  strained  la- 
bor relations,  and  a  plummeting  mar- 
ket share.  But  the  Argentine  flag  carri- 
er has  attracted  two  ardent  suitors: 
American  Airlines  Inc.  and  Continental 
Au-lines  Inc.  What  the  U.  S.  rivals  see  in 
Aerolineas  is  a  strategic  anchor  at  the 
hemisphere's  southern  tip  for  their 
growing  regional  networks. 

Aerolineas  is  just  the  latest  Latin 
carrier  swept  up  in  a  flurry  of  alliances 
with  U.  S.  airlines.  Their  goal  is  to  get 
even  bigger  in  the  lucrative  Latin  mar- 
ket (chart),  where  passenger  traffic  is 
growing  as  much  as  20%  a  year  in  some 
countries.  The  key  to  success:  Seamless 
serviee  from,  say,  Ribeirao  Preto,  Brazil, 
to  Cleveland.  Through  reservation  code- 
sharing,  partner  airlines  are  offering 
one  ticket  and  coordinated  schedules 
and  baggage  handling.  "This  is  a  net- 
work business,"  says  American's  ceo, 
Robert  L.  Crandall.  "The  network 
grows  as  it  is  able  to  reach  its  tentacles 
out  to  touch  more  and  more  cities." 
The  fastest-growing  tentacles  are 


American's.  It  already  carries  64%  of 
U.  S.  flag  traffic  between  the  U.  S.  and 
Latin  America,  and  its  $2.4  billion  in 
revenues  from  the  region  last  year  ac- 
counted for  more  than  half  of  its  for- 
eign sales.  Just  in  the  past  12  months, 
American  has  struck  alliances  with 
Brazil's  Transportes  Aereos  Meridionals 
(tam),  Colombia's  Avianca,  Central  Amer- 
ica's taca  Group,  and  Paraguayan  earn- 
er Transportes  Aereos  del  Mercosur. 
"American  sees  it  has  achieved  a  posi- 
tion in  Latin  America  that  it  would  like 
to  lock  in,"  says  Cyril  D.  Murphy,  a  vice- 
president  at  United  Airlines  Inc.,  which 
recently  signed  a  deal 
with  Brazil's  Varig. 

Now,  American  has 
squared  off  against 
Continental  in  a  bid- 
ding match  for  an  equi- 
ty stake  in  Aerolineas 
Argentinas.  Continental 
and  its  partners,  in- 
cluding Texas  financier 
David  Bonderman,  are 
believed  to  be  seeking 
as  much  as  a  70%  equi- 
ty   share.    The  key 


U.S.  AIRLINES 
WIDEN  THEIR  LEAD 

U.S.  CARRIERS  S  ALL  OTHERS 
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A  MILLIONS  OF  PASSENGERS  —  EST  — 
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prospective  seller  is  a  group  headed  1 
Merrill  Lynch  &  Co.  It  bought  63% 
Aerolineas,  worth  an  estimated  $300  m 
lion,  from  Spain's  state-owned  Iberia  ais 
line  after  Iberia  was  ordered  by  the  E 
ropean  Commission  to  divest  i 
controlling  stake.  Iberia  still  owns  20' 
with  the  Argentine  government  ar 
Aerolineas  employees  among  oth 
shareholders. 

While  American  hasn't  indicated  ho 
large  an  interest  it  wants,  its  move 
forge  yet  another  Latin  alliance  has  si 
off  a  chorus  of  protests  from  rival 
They  are  still  reeling  from  Americar 
effort  to  link  up  with  giant  British  Ai 
ways  PLC  on  transatlantic  routes.  Lil 
the  British  alliance,  though,  Americar 
Latin  tieups  face  stiff  antitrust  scrutii 
at  the  U.  S.  Transportation  and  Justu 
Depts.  Together,  Aerolineas  and  Ame 
ican  currently  hold  three-fourths  of  noi 
stop  seats  between  the  U.  S.  and  A 
gentina.  Such  a  combination,  Continent 
ceo  Gordon  M.  Bethune  figures,  wou 
never  pass  muster  with  Washingtc 
tmstbusters.  "When  you  put  those  tw 
guys  together,  it's  all  over,"  saj 
Bethune.  "It's  something  like  America] 
British  Aii-ways,  only  worse." 
DANCE,  partner.  Meanwhile,  Cont 
nental,  United,  and  Delta  Air  Line 
are  expanding  their  own  reaches  in  th 
region.  Continental  will  soon  fly  to  Sa 
Paulo  and  Rio  de  Janeiro  from  its  hu 
in  Newark,  N.J.,  and  it  has  applied  fc 
authority  to  fly  from  Newark  to  Sant 
ago,  Chile.  With  an  already  stron 
Mexican  network,  "they're  going  t 
start  to  eat  into  American's  dominanc 
down  there,"  says  Jon  F.  Ash,  manag 
ing  director  of  Global  Aviation  Assoc 
ates  Ltd. 

Given  the  growing  role  of  the  U.  S.  g 
ants,  most  Latin  carriers  have  littl 
choice  but  to  embrace  them.  Gustav 
Alberto  Lenis,  president  of  Colombia 
Avianca,  says  he's  looking  to  link  u 
with  other  international  airlines  beside 
American.  And  LanChile  Airlines  ex 
pects  to  ink  a  deal  with  American  o 
United  within  the  next  several  month 
The  profitable  Chilea 
carrier  fears  toughe 
competition  should 
U.  S.  airline  rejuvenat 
Aerolineas  in  neighboi 
ing  Argentina.  In  thi 
game  of  musical  chairs 
few  can  afford  to  b 
left  without  a  partner 
By  Wendy  Zellne 
in  Dallas,  with  Andm 
Mandel- Campbell  it 
Buenos  Aires  and  bu 
reau  reports 
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Send  1  million  packages  to  japan  without  a  single  customs  form. 


That's  what  one  oj  our  customers  did  last 


year.  Global  Package  Link  '''  handles 


everything  it  takes  to  ship  overseas- 


even  speeding  your  packages  through 


customs*  If  you  re  serious  about  doing 


business  globally,  we'll  sweat  the  details. 


Ask  for  the  world.  We'll  deliver. 


GLOBAL  DELIVERY 
SERVICES 
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FOR    INFORMATION,    CALL    1-8  0  0  -  THE    USPS,    EXT.  2037 


'Although  CPAS  provides  declarations  of  contents  and  value,  all  packages  are  suhject  to  inspection  at  the  discretion  of  customs  agents  m  destination  countries  ©  1997  USPS      ZY1 1 
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FUROR  OYER  CRIME 

COULD  TOPPLE  TAIWAN'S  RULERS 

Mi 


lore  than  50,000  protesters  lay  down  in  Taipei's  Kaiteke- 
lan  Boulevard  outside  President  Lee  Teng-Hui's  offices 
Ion  May  4,  chanting  slogans  criticizing  Lee  and  calling  on 
Premier  Lien  Chan  to  resign.  But  unlike  the  violent  protests 
of  the  1980s  against  the  ruling  Kuomintang  (KMT)  party's 
repression,  this  time  many  middle-class  families  and  busi- 
nesspeople  demonstrated  peacefully  alongside  students  and  op- 
position activists.  "The  issue  is  corruption  and  incompetence 
in  dealing  with  crime,"  says  opposition  Democratic  Progres- 
sive Party  (dpp)  legislator  Tsai  Ming-hsien. 

A  people-power  movement  is  growing  in 
Taiwan — and  kmt  leaders  are  dead  worried 
about  how  to  handle  it.  Disgust  at  corruption 
and  alleged  kmt  mob  connections  is  building 
rapidly  into  the  most  serious  challenge  ever  to 
the  party's  five-decade-long  grip  on  power.  In 
March,  the  dpp  defeated  the  kmt  by  a  huge 
18%  margin  in  a  special  election  in  suburban 
Taipei's  Taoyuan  County.  Now,  the  kmt  fears  it 
will  lose  its  two-thirds  share  of  Taiwan's  25  city 
mayors  and  county  government  chiefs  who 
face  elections  in  December.  Eventually  the 
party's  narrow  two-vote  majority  in  the  na- 
tional parliament  could  even  be  up  for  grabs. 
"The  Taoyuan  election  is  a  warning  for  the 
kmt,"  admits  Justice  Minister  Liao  Cheng-hao. 
MORE  PRESSURE.  The  latest  protests  followed 
the  kidnapping  for  ransom,  torture,  and  mur-  _ 
der  of  the  17-year-old  daughter  of  popular  singer  Pai  Ping- 
ping.  That  came  on  the  heels  of  a  series  of  high-profile  and 
still  unsolved  killings.  Earlier,  a  prominent  opposition  feminist 
was  found  slain  in  the  southern  city  of  Kaohsiung.  And  last 
November,  Liu  Pang-you,  kmt  boss  of  Taoyuan  County,  was 
bound  and  shot  in  the  head  at  home  along  with  eight  others. 

Liu's  mob-style  slaying  stepped  up  pressure  on  Justice 
Minister  Liao  to  crack  down  on  crime  and  gang-influenced 
corruption,  as  President  Lee  had  ordered  in  the  summer. 


LIAO:  Cracking  down 


Lee  didn't  have  much  choice,  given  the  way  public  opinio! 
turned  against  the  kmt.  Besides,  he  has  to  worry  aboil 
the  impact  of  corruption  on  Taiwan's  economic  develoJ 
ment.  Local  and  foreign  companies  complain  that  numeroil 
public  projects,  such  as  the  enlargement  of  Taipei's  airporl 
have  been  delayed  by  bid-rigging.  And  government  offl 
cials  were  stunned  recently  when  Taiwan's  internationJ 
competitiveness  slipped  from  18th  place  to  24th  in  a  worll 
ranking  by  Switzerland's  imd  business  school. 

Still,  the  crackdown  could  backfire  on  tl 
kmt.  Traditionally,  the  party  has  bought  vofc 
to  win  elections.  Prosecutors  have  arreste 
hundreds  of  elected  officials  and  business  e 
ecutives  in  corruption  probes.  Liao  says  that  a| 
many  as  one-third  of  local  elected  officials — anl 
10%  of  national  ones — are  either  gang  mem] 
bers  or  have  mob  connections.  "Letting  gang] 
inn  loose  because  they  help  win  elections  isnl 
going  to  be  tolerated  by  the  public,"  say] 
Thomas  McGowan,  vice-president  of  Taiwan! 
American  Chamber  of  Commerce. 

Even  so,  opponents  are  questioning  ho\ 
much  longer  kmt  brass  will  allow  Liao  an 
his  probers  free  rein.  Yao  Chia-wen,  a  membe 
of  the  dpp  Central  Standing  Committee,  say 
Liao  has  only  been  pursuing  small-time  coi 
ruption  cases  because  the  kmt  can't  afford  ; 
complete  housecleaning.  "If  the  KMT  tries  t< 
stop  everything,  it  will  lose  its  support,"  he  says.  Liao  con 
cedes  that  his  cleanup  may  cost  support  in  the  short  tern 
But  arrests  show  the  party's  resolve,  he  says,  adding:  "W 
must  be  courageous.  In  the  long  run  it  will  benefit  the  party. 

That  resolve  may  shatter  as  elections  draw  closer,  espe 
dally  if  Liao's  net  snares  bigger  prey.  It  seems  that  Tai 
wan's  voters  are  no  longer  prepared  to  let  their  leaders,  o 
anyone  else  for  that  matter,  get  away  with  murder. 

By  Jonathan  Moore  in  Taipe 


GLOBAL  WRAPUP 


RUSSIA  BATTLES  BOOTLEG  VODKA 

►  President  Boris  Yeltsin's  revenue- 
thirsty  government  is  hitting  vodka- 
loving  Russians  where  it  hurts.  From 
July  1,  it  will  ban  sales  at  kiosks  and 
outdoor  markets,  which  together 
account  for  80%  of  all  liquor  sales,  in 
the  hope  of  collecting  more  tax.  The 
outlets  often  sell  vodka  they  get  from 
bootleg  distillers.  As  a  result,  the 
government  is  currently  collecting 
excise  taxes  on  just  one  bottle  for 
every  four  sold. 

Russians  are  already  paying  more 


for  their  favorite  beverage.  A  recent 
government  decree  raised  the  mini- 
mum retail  price  of  vodka  by  30%,  to 
about  $5.70  a  bottle.  That  move  aimed 
to  close  the  gap  in  prices  between 
bootleggers  and  taxpaying  distilleries. 

CLAMOR  TO  COVER  HONG  KONG 

►  As  the  July  1  handover  of  Hong 
Kong  to  China  looms,  journalists  are, 
naturally,  scrambling  for  accreditation 
to  cover  the  historic  event.  The  big 
surprise,  though,  is  their  affiliation. 
From  more  than  6,300  applicants  so 
far,  the  largest  group,  outside  the 


Hong  Kong  media,  comes  not  from 
China,  Britain,  or  the  U.  S.,  but  from 
Japan,  which  turned  in  more  than 
1,000  applications. 

The  hosts,  the  incoming  Hong  Kong 
government,  figure  that  the  Japanese 
are  particularly  concerned  with  issues 
of  stability  and  tourism.  At  any  rate, 
Japanese  reporters  will  outnumber  the 
900  U.  S.  journalists  who  have  applied 
and  the  450  from  China.  Taiwan,  to 
which  Beijing  also  lays  claim,  is  send- 
ing more  than  200  as  the  eyes  and 
ears  of  its  relatively  small  21  million 
population. 
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Active  partnership  is  powered  by  the  esteem  that  is  generated  when  companies  endeavor  to 
understand  each  other's  business,  corporate  culture  and  needs.  By  acknowledging  each  customer's 
individual  requirements,  we  can  work  together  to  create  custom-tailored  risk  management  products  and 
solutions  that  yield  superior  results  in  areas  like  cost  management  and  customer  service.  As  a  member  of 
The  Worldwide  Zurich  Group,  we  provide  extensive  financial  strength,  and  offer  long-term  active 
partnership  to  you.  For  more  information,  contact  your  agent  or  broker,  or  call  1-800-382-2150. 
Zurich-American.  The  Power  of  Partnershipf 
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Long-Term 


Automat i no  montgome 


:ry  s  sales  operations  is  one  of  the 
most  important  business  decisions  that  we  have  made  in  twenty  years. 


Montgomery  S  ec  uritie 

/  he  Pou  rr  of  Growth ' 


Since  1990,  Montgomery  Securities  has  grown  explosively.  Revenues  increased  from  $104  million  in  1990  to 


more  than  $700  million  (est.  1996)  and  staff  quadrupled.  To  continue  this  growth  and  maintain  Montgomery's 
exceptional  customer  satisfaction,  Thorn  Weisel  partnered  with  Siebel  Systems.  With  Siebel  Sales  Enterprise,'  Montgomery 
professionals  quickly  identify  and  analyze  new  opportunities,  slash  the  sales  cycle,  and  increase  value  to  their  clients. 
And  management  effectively  allocates  precious  sales  resources  to  maintain  Montgomery's  leadership  in  the  booming 
capital  markets.  With  Siebel,  Montgomery  is  ready  for  the  next  century.  To  learn  how  Siebel  Systems  can  prepare  your 
organization  for  the  future,  call  1-800-720-3115,  ext.  1118  or  visit  Siebel  at  www.siebel.com. 


Sales  Information  Systems 


£  1997  Siebel  Systems.  Incorporated.  Siebel  and  Siebel  Sales  Enterprise  are  trademarks  of  Siebel  Systems,  Incorporated  and  may  be  registered  in  certain  junsdictions.  Montgomery  Securities  The  Power  of  Growth  is  a  trademark  of  Montgomery  Securities. 


Social  Issues 


>RPORATE  RESPONSIBILITY 


HE  GOSPEL 

CCORDING  TO  DR.  MARK 

set  the  self-anointed  savior  of  B-school  souls 


,'s  Monday  morning  in  cyberspace, 
ind  "Dr.  Mark"  is  hitting  his  stride: 
'We  will  try  to  help  those  who  take 
de  in  the  significance  of  their  ser- 
e . . .  [who]  change  the  way  business  is 
ie  by  re-balancing  objectives . . .  [and 

0  see]  that  business  families  and  per- 
lal  families  flourish  together." 

rhe  ramble  comes  courtesy  of  Mark 
Albion,  former  Harvard  marketing 
)fessor  turned  preacher  of  corporate 
iscience — and  putative  saver  of  mba 
lis.  Every  third  week,  he  sends  his 
ine  newsletter — often  incisive,  some- 
les  gushy — to  50,000  readers,  re- 
inting  tales  of  business  and  morality 

1  exploring  the  road  to  work-life 
ance.  He  delivers  40  speeches  a 
ir  at  B-schools,  consults  on  "hu- 
inistic  marketing,"  and  is  start- 

a  headhunting  firm  called  You 


sponsible  Business,  a  grassroots  organi- 
zation that  Albion  co-founded  in  1993, 
now  has  1,100  members  at  106  business 
schools,  including  35  members  at  Har- 
vard, 56  at  Yale,  and  40  at  Stanford. 

Many  of  Albion's  acolytes,  in  fact, 
are  testing  career  paths  that  attempt 
to  forge  financial  gain  with  societal  good. 
Northwestem's  Michael  Payne,  for  one, 
wants  to  pursue  renewable  energy  pro- 
jects in  developing  nations.  After  leav- 
ing Notre  Dame  this  spring,  Mark 
Moskowitz  will  start  a  nonprofit  com- 
pany with  classmates  to  prepare  tax  re- 
turns for  low-income  people. 

These  srb  members  hardly  are  typi- 


MARK  S.  ALBION 


RESUME  Private  consultant;  founder,  You  &  Co. 
employment  firm;  co-founder,  Students  for 


Responsible  Business 


ALBION:  Soured  on  Harvard's 
"money,  power,  and  fame"  culture 

cal  B-school  denizens.  But  many 
mbas  view  helping  society  as  rele- 
vant to  running  a  successful  busi- 
ness. In  an  SRB-sponsored  survey  of 
2,500  business  students  last  year, 
79%  said  a  company  should  consider 
its  impact  on  the  environment,  mi- 
norities, and  workers'  families.  Two- 
thirds  said  they  would  take  lower 
salaries  to  work  at  socially  respon- 
sible employers.  Of  250  mbas  polled 
by  Cornell  University's  Johnson 
Graduate  School  of  Management, 
87%  agreed  that  coiporations  should 
address  social  issues. 

Albion,  46,  is  tapping  this  vein,  a  ca- 
reer turn  that  amazes  former  Har- 
vard colleagues.  This  is  the  same  guy, 
notes  onetime  marketing  professor 
Thomas  Bonoma,  who  in  the  1980s  con- 
sulted at  Procter  &  Gamble  and  Coca- 
Cola  and  taught  students  how  to  maxi- 
mize shelf  space  and  thrash  competitors. 

Albion  says  he  went  through  a  meta- 
morphosis at  Harvard.  After  six  years 
on  the  tenure  track,  he  grew  disillu- 
sioned with  the  school's  "money,  power, 
and  fame"  culture.  "In  the  classroom, 
we  tried  to  discuss  ethical  values  in 
marketing . . .  but  our  words  rang  hol- 
low," Albion  writes  in  an  unpublished 
book.  His  disenchantment  grew  in  1987 
when  a  consulting  client,  United  Sci- 
ences of  America  Inc.,  was  shut  down 
for  operating  a  pyramid  scheme. 
HARD  LESSON.  Albion,  who  developed 
USA's  marketing  strategy,  was  not  ac- 
cused of  wrongdoing.  But  the  experi- 
ence taught  him,  he  says,  that  "values 
and  integrity  are  the  No.  1  priority."  In 
his  consulting,  which  pays  up  to  $6,000  a 
day,  Albion  now  marries  strategic  plan- 
ning with  analyses  of  employee  inter- 
ests, work  patterns,  and  perceptions. 
At  copying  chain  Kinko's  Corp.,  he  de- 
veloped a  best-practices  manual  that 
branch  managers  use  for  troubleshooting 
and  idea-sharing — work  that  has 
boosted  morale,  says  Chairman 
Paul  Orfalea. 

Albion  has  yet  to  sell  his  New 
Age  marketing  to  the  multination- 


Co.  to  link  mbas  with  socially    —   als  he  worked  with  in  the  1980s. 


;ponsible  employers. 
OLYTES.  It  is  a  rather  eccentric 
;•;  Albion  says  his  new  company's 
ssion  "will  be  accomplished 
len  no  mba  has  to  say  they  com- 
3mised  making  a  life  for  making 
iving."  His  message,  though,  has 
ind  an  audience  among  a  small 
t  enthusiastic  movement  of  B- 
100I  students.  Students  for  Re- 


MUSINGSOn  Harvard:  "What  we  needed  to  do. ..as 
professors  was  built  on  two  established  values: 
power  and  money.. .Ethical  questions  did  not  res- 
onate with  the  culture." 

On  strategy:  "The  central  business  issue 
should  be  how  to  meet  the  needs  of  a  group  of 
people  in  a  way  that  is  fulfilling  for  employees, 
satisfying  for  customers,  and. ..profitable  for 
shareholders  and  responsible  in  the  community." 


For  now,  he's  content  to  spit  out 
newsletters,  minister  to  students, 
and  consult  to  smaller  clients. 
Some,  he  hopes,  will  employ  You  & 
Co.'s  first  crop  of  recruits  next 
spring.  At  least  a  handful  of  stu- 
dents, then,  will  end  up  doing 
something  useful  for  society,  even 
as  they  make  a  good  living. 

By  Geoffrey  Smith  in  Boston 
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Our  Upgrade  Program 
Sends  A  Very  Clear  Message 
To  Business  Travelers. 


For  the  price  of  full  coach,  you  can  book  first  class. 

At  TWA,  we  know  the  best  way  to  make  business  travelers  feel  welcome  is  to  make  them 
welcome  in  first  class.  That's  why  we  let  you  book  a  first-class  seat  for  the  price  of  full  coach  on 
most  flights  through  St.  Louis  within  the  continental  United  States,  Honolulu,  Toronto  and  on 
most  nonstop  flights  to  New  York's  JFK.  So  remember,  book  first  class,  but  only  pay  full  coach. 
That's  a  savings  anyone  would  welcome.  Because  nobody  does  more  to  get  you  into  first  class. 

TWA 


Trans  world  airlines 

WE'RE  UP  TO  SOMETHING  COOD! 
I  your  travel  a^ent  or  TWA  at  1-800-221-2000.  Visit  us  online  at  http://www.twa.com 


Y-UP  is  only  available  within  North  Amenta  and  the  Caribbean,  and  may  not  be  available  in  all  markets,  including  trips  originated  or  completed  in  St.  Louis.  Seats  are  limited.  For  more  information  contact  TWA. 


SPECIAL    ADVERTISING  SECTION 


GLOBALTRAVEL: 

A  SURVIVAL  GUIDE  SPECIAL  ADVERTISING  SECTION 


Taking  a  business  trip  abroad  is  no  longer  an  add-on  to  doing  business  back  home 
but  rather  it's  become  an  integral  part  of  your  life  in  the  24-hour  global  economy. 
It's  grueling.  But  read  on  for  some  insider  knowledge  that'll  help  you  survive. 

Business  Class  Across  the  Pontl 

Leapfrogging  in  style,  even  on  a  budge 


If  you  do  want  the  full  first-class 
treatment,  British  Airways  provides 
the  closest  thing  to  a  hotel  room  — 
a  totally  horizontal  sleep  in  a  six-foot, 
two-inch  bed  set  diagonally  with 
four-foot  high  rosewood  partitions 
between  passengers. 


When  booking  a  transat- 
lantic  trip,   note  the 
many  options  now  avail- 
able in  accommodations. 

Business  class  is  about  half 
the  price  of  first  class,  but  w  ith 
most  of  the  same  amenities. 
Virtually  all  carriers,  from  Air 
France  and  American  to 
Lufthansa  and  Swissair,  provide 
personal  pop-up  TV  sets  at  your 
seat.  Dining  when  you  want, 
rather  than  when  the  cabin  staff 
says  so,  is  commonplace. 

Some  carriers  now  combine 
first  and  business  class,  so  you 
don't  have  to  bother  with  a 
choice.  SAS,  for  example,  has 
Euroclass.  Virgin  Atlantic, 
always  a  maverick,  not  only 
makes  one  class  out  of  the  two, 
but  has  lounge  space  and  a 
masseuse  aboard,  along  with 
superior  headset  entertainment. 

If  you  do  want  the  full  first- 
class  treatment,  British  Airways 
provides  the  closest  thing  to  a 
hotel  room  with  a  totally  horizon- 
tal sleep  in  a  six-foot,  two-inch 
bed  set  diagonally  with  four-foot- 
high     rosewood  partitions 


between  passengers.  The  airline 
has  installed  its  so-called  FlyingI 
Beds  on  all  %  of  its  long-haul  air-i 
craft.  Air  France  is  in  the  samel 
league  with  its  L'Espace  seats, 
which  face  forward,  recline  fully 
and  have  two-foot-headboards 
betw  een  rows  and  pull-up  boards 
between  neighboring  seats. 

Bargain  Basement  Air  Tickets 

Discounted  tickets  constitute 
nearly  90%  of  all  seats  sold  on 
airlines  in  the  U.S.  But  if  you 
can't  book  in  advance  and  face 
buying  a  high-priced  unrestrict- 
ed coach  ticket,  consider  using 
one  of  the  consolidators,  which 
sell  seats  at  marked-down  prices. 

They  get  the  overruns  or 
excess  seats  for  overseas  as  well 
as  domestic  flights  passed  along 
to  them. 

Now  the  accepted  factory 
outlets  of  the  airline  industry, 
consolidators  operate  in  28  out 
of  the  50  states,  plus  the  District 
of  Columbia.  Most  are  in  New 
York.  Los  Angeles,  and  San 
Francisco. 
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First  Hilton  HHonors  Brought  You 
The  Best  Hotel  Reward  Program. 

Now  We  Give  You  The  World  •  Introducing 

Hilton  HHonors®  Worldwide.  Now  the  best  hotel  reward  program*  just  got  better. 
HHonors  members  can  earn  both  hotel  points  and  airline  miles  at  more  than  400 
Hilton  hotels  worldwide.  HHonors  points  can  also  be  earned  and  redeemed  at  Vista 
and  Conrad  International  hotels.  With  Hilton  HHonors  Worldwide,  the  world  is  within 
your  reach.  For  reservations,  call  your  professional  travel  agent.  Or,  you  can  make 
reservations  and  enroll  online  at  http://www.hilton.com  or  by  calling  1-800-HILTONS. 

*Voted  Hotel  Program  of  the  Year  by  the  readers  of  InsideFfyer  magazine,  1994, 1995  and  1996.  Membership,  earnings  and  redemption  of  points 
is  subject  to  HHonors  Terms  and  Conditions.  Airline  mileage  earnings  subject  to  rate  restrictions.  Q1997  Hilton  HHonors  Worldwide 


HILTON 
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If  you  can't  book  in  advance,  consider  using  a 
consolidator  for  airline  seats  at  marked-down  prices. 
Consolidators  get  the  overruns  or  excess  seats  for 
overseas  as  well  as  domestic  flights. 


COtiSOUMTORS; 


_  Air  num  * 


Kelly  Monaghan's  Consolidators: 
Air  Travel's  Bargain  Basement 


Even  with  fringe  operators 
largely  weeded  out,  consolida- 
tors still  have  a  diamond-in-the- 
rough  image.  If  you  use  one,  be 
aware  of  all  the  minuses  as  well 
as  pluses. 

On  the  upside: 

•  Consolidator  discounts  on  first 
and  business-class  seats  general- 
ly run  around  10%  and  occasion- 
ally as  much  as  209? . 

•  The  best  bargains  are  in  econ- 
omy class  where  many  corporate 
employees  are  required  to  fly. 

•  The  largest  savings,  20%  to 
50%,  usually  come  in  peak  travel 
seasons.  In  off-seasons,  ticket 
prices  are  often  so  low  that  con- 
solidators can't  do  much  better. 
When  you  get  a  discounted  tick- 
et at  the  last  minute,  the  best 
most  consolidators  can  do  is 
match  an  advance-purchase  fare. 

•  Bargains  are  more  available  if 
you're  willing  to  fly  roundabout 
routes  —  for  example.  New  York 
to  I  /Ondon  via  Glasgow. 

On  the  downside: 

•  You  usually  can't  use  a  consol- 
idator ticket  on  another  carrier  if 
there's  a  flight  cancellation  or 

i lela\ 

•  You  may  have  to  pay  in  cash. 
Hut  some  consolidators  now  accept 
credit  and  trav el-and-entertain- 
ment  cards  —  your  best  protec- 


tion if  there's  a  payment  dispute. 
•   Don't  expect  special  services 
such  as  tickets  messengered  or 
seats  assigned. 

If  you're  flying  on  a  major  air- 
line, it  may  not  give  you  frequent- 
flier  miles  (essentially  a  discount 
or  rebate)  because  you're 
already  flying  on  a  "net  fare." 


Diner's  Club  Pac  Rim  Partners 

If  you're  shuttling  around 
the  Far  East,  note  that  Diners 
Club  (800-234-6377)  has  part- 
nerships with  nine  airlines 
that  operate  in  the  region. 
You  can  use  airline,  hotel, 
and  restaurant  miles  earned 
in  the  U.S.  or  anywhere  else 
in  the  world  on  Air  New 
Zealand,  All-Nippon 
Airways,  Ansett  (Australia's 
domestic  airline),  Cathay 
Pacific  (Hong  Kong),  China 
Air  (Taiwan),  Japan  Airlines, 
MAS  (Malaysia),  Qantas 
(Australia's  international  car- 
rier), and  Singapore  Airlines. 

"Our  strategy  is  to  take 
care  of  the  business  travelers 
every  way  we  can  —  even  in 
China  where  you  can  charge 
on  our  card,"  says  Walter 
Sanders,  Diners  Club's  vice- 


For  More  information 

•  For  names,  phone  numbers 
and  locations  of  some  400  agen- 
cies, along  with  detailed  advice, 
order  a  copy  of  Kelly 
Monaghan's  Consolidators:  Air 
Travels  Bargain  Easement  ($6.95, 
plus  postage,  212-569-1081,  fax 
212-942-6687). 


president  of  corporate 
affairs.  "We  not  only  have 
partnerships  with  virtually 
every  airline  worldwide 
that  has  a  frequent-flier 
program  —  like  British 
Airways,  which  flies  to  the 
Far  East  —  but  we  have 
some  72  airport  lounges 
around  the  globe." 

In  Asia  you'll  find  those 
lounges  in  airports  in  India 
—  Bombay,  Calcutta,  New 
Delhi,  Madras,  —  and 
along  the  Pacific  Rim  in 
Auckland,  Melbourne, 
Seoul,  Sydney,  and  Taipei. 
Very  helpful  when  you  dis- 
cover the  airline  club 
you've  joined  doesn't  have 
a  lounge  in  a  particular  air- 
port —  and  there's  no  busi- 
ness-class lounge  either. 
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It's  no  secret  that  the  Far  East  chains  were  once  content  with  their  main  clientele 
of  Japanese,  Europeans  and  occasional  Americans.  Now  they're  eager  to  woo 
Americans  in  much  larger  numbers. 


Entertain  business  contacts  in  the  Restaurant 
Petrus  at  the  Island  Shangri-La  Hotel  in  Hong  Kong. 

Virtually  all  major  U.S. 
chains  have  hotels  up  and 
down  the  Pacific  Rim. 
But  consider  the  Pac  Rim's 
own  hotel  chains  as  a  new 
option.  Particularly  since  Far 
East  hotels  specialize  in  white- 
glove  business  services. 

One  of  the  more  luxurious 
chains  is  Regent  Hotels  (800-545- 

4000),  whose  flagship,  the 
Regent  in  Hong  Kong,  and  its 
other  properties  in  Bangkok, 
Chiang-Mai,  Jakarta,  Kuala 
Lumpur,  Singapore,  Sydney,  and 
Taipei  score  high  with  executive 
travelers. 

Another  quality  chain,  Pan 

Pacific  Hotels  and  Resorts  (800-327- 

8585)  includes  local  art,  handi- 
crafts and  cuisine  in  its  Pac  Rim 
hotels  in  Singapore,  Jakarta, 
Bangkok,  Kuala  Lumpur,  Hong 
Kong,  Wuxi  (China)  and  Narita 
(Tokyo's  airport). 

Shangri-La  (800-942-5050):  Its 
new,  sleek  Shangri-la  on  Hong 
Kong  Island  is  already  a  first 
choice  of  many  American  busi- 


The  Pac  Rim's 
Homegrown  Hotels 


ness  travelers  who  want  to  be  in 
the  heart  of  the  financial  district. 

Across  the  harbor  in  Kowloon 
the  chain  has  a  palatial  hotel  at 
waterside. 

Shangri-la  is  a  mainstay  for  trav- 
elers to  China.  Its  Portman  com- 
plex in  Shanghai  has  superb  city 
views.  Its  New  World  Hotel  in  the 
center  of  Beijing  hosts  business 
meetings  of  all  sizes. 

The  chain  has  top  hotels  in 
Bangkok,  Jakarta,  Manila, 
Taipei,  and  other  Pac  Rim  busi- 
ness hubs. 

Mandarin  Oriental  (800-526- 
6566).  The  Mandarin's  name- 
sake in  Hong  Kong,  near  the 
Star  Ferry,  is  one  of  the  city's 
outstanding  hotels.  Superior 
concierge  services  include  ship- 
ping documents  home. 

The  Excelsior  in  Hong 
Kong's  Causeway  area  is  more 
budget-oriented  and  well 
equipped  for  meetings. 

In  Bangkok,  the  Oriental  at 
riverside  has  been  repeatedly 
judged  one  of  the  world's  best 


hotels  by  international  bankers. 

In  Singapore,  the  Mandarin 
caters  to  business  travelers  with 
shuttle  service  to  downtown 
offices. 

The  Mandarin  has  other 
hotels  in  Kuala  Lumpur,  Jakarta 
and  Macau  (45  minutes  from 
Hong  Kong  by  hydrofoil). 

Peninsula  (800-223-6800):  Hong 
Kong's  Peninsula  is  one  of  the 
best  —  and  best-known  —  in  the 
world.  Superb  harbor  views  from 
the  new  tower  suites.  A  rare 
combination  of  colonial  luxury 
and  high-tech  business  tools. 
For  instance:  push-button  bed- 
side consoles,  fax  machines  in 
every  room,  laser  movie  disks, 
and  voice  mail. 

The  Peninsula's  lower-priced 
sister  hotel,  the  Kowloon,  is  just 
in  back.  Computers  and  other 
business  tools  in  guest  rooms. 

There  are  two  other  Pac  Rim 
hotels  in  Beijing  and  Manila 
with  a  Bangkok  property  open- 
ing next  year  and  another  in 
Jakarta  two  years  away. 
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Pick  up 
the  phone 

Pick  up 
the  miles. 


1-800-FLY-FREE 


ow  when  you  sign  up  with  MCI®  you  can  earn  up  to  8,000  bonus  miles  on  any  one  of  the 
irlines  below* Then  earn  another  5  miles  for  every  dollar**  (or  1  flight  credit  for  every  $150)  you 
pend  on  MCI  long  distance,  cellular,  paging,  or  calls  with  your  MCI  Card®  from  anywhere  in  the 
orld.  You're  going  to  use  these  services  anyway.  Why  not  rack  up  the  miles  while  you're  doing  it? 


Is  this  a  great  time, or  what? 


apid  •  Rewards 


® 


NORTHWEST 
WorldPerks- 


midwest  express 
Airlines 


GOLD*  PLUS. 


A  Delta  Air  Lines 

SkyMiles 


Continental 

OmPass  Wii 


AmericanAirlin.es 

Advantage 


«.mci.com  ©MCI  Telecommunications  Corporation,  1997  All  rights  reserved  Is  this  a  great  lime,  or  what9  is  a  service  mark  ol  MCI  'Net  of  taxes,  credits  and  discounts  Does  not  include  equipment  leasing  and  purchase  costs,  roaming  and  landlme  charges,  and  activation  lee,  it  any 
er  terms  apply  Cellular  service  is  available  in  certain  areas  Other  terms  and  conditions  apply  to  bonus  mile  offer  All  airline  program  rules  and  conditions  apply  "U  S  dollar  equivalent  All  program  rules  and  conditions  apply  Right  credits  apply  only  to  Southwest  Airlines 
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9  lips  To  Make  Your 

China  Trip  a  Big  Success 


China  is  the  key  player  in  the 
Asian  business  boom.  It 
has  the  biggest  domestic 
market  and  the  largest  platform 
for  producing  goods  for  export. 

Virtually  all  major  and  some 
minor  American  and  European 
companies  have  factories,  offices, 
and  joint  ventures  in  the  vast- 
ness  of  China. 

1.  Network  before  departure 
and  during  your  China  stay. 

The  Chinese  call  it  guanxi 
(good  connections)  and  consider 
it  a  basic  part  of  all  business 
dealings.  You'll  get  further  faster 
with  introductions  than  with 
cold  calls. 

2.  Debrief  "old  China  hands"  for  advice 
on  how  to  structure  your  trip. 

Contact  friends  in  Motorola  or 
Boeing,  for  example,  who've  had 
long  experience  in  China.  Get 
names  and  phone  numbers  from 
the  Commerce  Department,  the 
State  Department,  the  Chinese 
Embassy.  Ask  for  recommenda- 
tions from  Chinese-American 
business  associations. 

3.  Fax  all  the  government  and 
business  people  you  hope  to  see. 

Even  Chinese  officials  who 
know  English  can  read  it  better 
than  they  can  speak  it.  On  inter- 
national phone  calls  there  can  be 
misunderstandings  on  both  sides. 


4.  Schedule  a  stopover  in  Hong  Kong 
(even  after  China's  June  30  takeover) 
before  visiting  China. 

It's  a  center  for  China  experts 
—  from  executives  in  offices  of 
American  companies  to  profes- 
sors and  consultants.  The  I  .  S. 
Chamber's  roster  includes 
almost  every  top  company.  And 
its  research  department  has  an 
enormous  database  on  the 
Chinese  economy  and  industry. 

5.  Think  of  your  hotel  —  more  than 
you  ever  have  before  —  as  your 
out-of-town  office. 

The  best  hotels  in  China  — 
Sheraton.  Holiday  Inn.  Shangri- 
la,  Kempinski,  Peninsula  among 
them  —  have  concierges,  busi- 
ness centers,  fitness  facilities, 
and  superior  restaurants. 

Check  location:  Beijing,  for 
instance,  has  L. A. -like  sprawling 
distances.  Also  book  early: 
Conventions  and  major  meet- 
ings can  tie  up  rooms. 

6.  At  your  first  hotel  in  Beijing, 
Shanghai,  or  Guangzhou  have  bilingual 
business  cards  printed  overnight. 

They're  important  to  help  get 
names  and  status  correct.  Hand 
them  out  freely  with  minimal 
formality.  Collect  them  as  well 
for  future  contacts. 

7.  Mix  in  some  sightseeing  with  your 
business  appointments. 

The  Chinese  want  you  to 
appreciate  their  culture.  The 


Great  Wall  and  Imperial  Palace 
in  or  near  Beijing  are  obvious 
but  outstanding  treasures.  And 
great  for  small  talk  when  meet- 
ing Chinese  contacts,  as  well  as 
fascinating  sights.  (Stay  off 
political  topics.) 

8.  If  negotiating  a  deal,  count  on  a  long 
stay  —  or  return  visits. 

Veterans  of  deal-making  with 
the  Chinese  say  that  good  food, 
uncommon  patience,  small  gifts, 
and  a  win-win  approach  help  a  lot. 

Like  anyone  else,  the 
Chinese  want  to  feel  they're 
coming  out  on  top.  One-sided? 
Just  call  it  a  sense  of  pride. 

Does  it  matter  much?  Most 
contracts  sweated  out  mean  less 
than  the  personal  relationship 
you've  established. 

9.  Breathe  easier  at  the  prospect  of 
commuting  around  China  by  plane:  the 
airlines  are  now  pretty  good. 

Air  China  is  the  country's 
international  and  main  airline. 
Inside  China,  a  half  dozen 
regional  carriers  like  China 
Eastern  now  fly  vers-  profession- 
ally, with  greatly  improved  safety. 

Sure,  you'll  come  up  against 
unexplained  delays  and  long 
lines  at  counters.  Air  China's 
computers  don't  always  mesh 
with  those  of  western  reserva- 
tion systems.  The  seat  you 
thought  you  had  booked  back 
home  may  have  disappeared. 
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THE     HOTEL     DESIGNED     BY  BUSINESS 
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Contact  us  at  800-321-221 1  or  www.courtyard.com.  Or  see  your  travel  agent 
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If  you're  in  the  upper  corporate  echelons,  you  may  not  be  a  travel  budget  watcher. 
Very  helpful  if  you're  off  to  London  where  luxury  hotel  prices,  with  VAT  and  service 
charges  included,  are  sky-high.  But  there's  more  value  for  the  money. 

Hotel  Strategy  in  London 

Getting  the  red  carpet  treatment 


The  refurbished  Savoy  Hotel  in  London. 

Now  London's  25  or  so  luxury  hotels 
are  setting  high  standards  tor  execu- 
tive services,  trom  business  recep- 
tions to  electronic  messages 


and  cell  phones  for  rent. 
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One  way  around  those  high 
rates:  Lock  onto  a  British 
Airways  (800-247-9297)  or 
similar  tourist-oriented  package 
that  works  just  as  well  for  busi- 
ness travelers.  Typically,  roundtrip 
airfare  plus  four  nights  in  a 
Knightsbridge  hotel  like  the 
Forum  for  around  $750. 
Restaurant  vouchers  included. 

Another  ploy:  Ask  your  travel 
agent  to  put  you  in  one  of  the 
small  residential  hotels  in  the 
West  End.  Very  suitable  for 
longer  stays.  The  hotels  won't 
have  business  centers  but  they'll 
look  good  on  the  expense  account. 

The  New  and  Improved  Savoys 

Roll  out  names  like 
Claridge's,  Grosvenor  House, 
the  Dorchester,  Four  Seasons, 
the  Ritz,  and  the  Lanesborough, 
and  you  immediately  picture 
the  ultimate  in  refined  elegance. 

Now  London's  25  or  so  luxu- 
ry hotels  are  setting  high  stan- 
dards for  business  services  as 
well,  from  business  receptions 


to  electronic  messages  and  cell 
phones  for  rent. 

Among  the  hotels  recently 
upgraded  —  with  air-condition- 
ing, modern  plumbing  and 
push-button  accessories  added 
to  butler  service  —  are  the  four 
owned  and  operated  by  the  his- 
toric Savoy  Group  <<xoo-223-6800). 

•  Claridge's,  past  home  to  royal- 
ty and  dignitaries,  now  has  a 
superior  spa  and  health  club. 

•  The  club-like  Connaught  is 
less  starchy  and  much  friendlier 
but  still  with  plenty  of  class. 

•  In  Knightsbridge,  the 
Berkeley  is  perfect  if  your 
spouse,  along  on  a  trip,  wants  to 
shop  at  nearby  Harrods  and 
Harvey  Nichols. 

•  The  Savoy,  conveniently  posi- 
tioned between  the  City  and 
West  End,  has  gone  through  a 
subtle  facelift.  It's  a  popular 
place  for  business  breakfasts. 

Chalk  up  these  improvements 
to  Ramon  Pajares,  a  Savoy  Group 
vice-president     He  thinks  a  ! 
hotel  can  be  efficient  as  well  as 
elegant.  He's  right. 


Tortellini  from  Bologna.  Barolo  from 
Piemonte.  Magnifica  from  Alitalia. 


Introducing  Magnifica  Class  from  Alitalia.  A  new  class 
of  service  that  encompasses  the  very  best  of  Italy.  The 
finest  foods  from  our  land  and  our  seas.  The  finest  wines 
from  our  vines.  The  warmth  and  care  of  a  people  who 
have  turned  living  into  an  art  form. 

Every  detail  in  Magnifica  is  first  class,  from  our  luxu- 
rious electronically  controlled  seats,  to  our  award-winning, 


five-star  meals,  presented  by  attendants  outfitted  exclusively 
by  Armani.  And  when  you  arrive,  a  driver  will  be  waiting 
to  whisk  you  to  your  final  destination  in  Rome  or  Milan. 

Best  of  all,  you  can  fly  Magnifica  to  Italy  for  the  price 
of  a  business  class  ticket.  For  more  information  on  this 
outstanding  new  service,  call  Alitalia  at  1-S()0-2j!.">-.">7.">(). 
MAGNIFICA  CLASS. THE  BEST  OF  ITALY.       ^  ^  * 


Alitalia  participates  in  the  frequent  flier  programs  of  Continental  and  US  Air 


slcwark  flights  operated  in  partnership  with  Continental  Airlines  and  feature  BusinessFirst*"1  service. 
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Summer  is  the  season  for  the  best  in  music  all  over  Europe.  Jazz.  Symphonies. 
Operas.  Hear  a  concert  or  opera  at  one  of  the  many  annual  music  festivals. 
A  great  way  to  unwind  after  all  those  meetings. 


It's  Music  To  Your  Ears 

Visiting  European  Music  Festivals 


Verona's  Opera  Festival  (July-August) 
is  staged  in  the  city's  20,000-seat 
Roman  arena.  Other  Italian  cities 
with  outdoor  operas:  Macerata, 
Pesaro,  Ravenna,  Rome  (the  Baths 
of  Caracalla),  and  Syracuse. 


Off  to  Europe  on  business  in 
the  months  ahead?  Summer 
is  the  season  for  the  best  in 
music  all  over  Europe.  Jazz. 
Symphonies.  Operas.  Hear  a 
concert  or  opera  at  one  of  the 
many  annual  music  festivals. 

For  detailed  schedules  and 
tickets,  contact  national  tourist 
offices.  In  some  cases,  like  the 
Salzburg  Eestival,  you  may  be 
better  off  buying  a  hotel-and- 
festival  package  to  get  the  tick- 
ets you  want. 

For  Classical 

The  hottest  tickets  have 
familiar  names: 

England's  Glyndebourne  Festival  Opera. 

May  26-August  24. 
Spoleto's  Festival  of  Two  Worlds. 

June-July. 

Salzburg  Festival.  July  19-August  31. 
Richard  Wagner  Festival  in  Bayreuth, 
Germany.  July-August. 
Helsinki  Festival.  August  20-31. 

Among  the  summertime 
pleasures: 

Verona's  Opera  Festival  (July- 
August)  is  staged  in  the  city's 
20,000-seat    Roman  arena. 


Other  Italian  cities  with  outdoor  I 
operas:  Macerata,  Pesaro,  I 
Ravenna,  Rome  (the  Baths  of  B 
Caracalla),  and  Syracuse. 

Istanbul's  International  Music 
Festival  (May  17-July  8)  is  on  the  || 
grounds  of  the  breathtaking  jj 
Topkapi  Palace. 

For  Jan 

If  you're  a  jazz  fan,  there's 
plenty  to  choose  from.  There's 
the  Brussels  Jazz  Marathon  (May  30- 
June  1)  in  the  city's  bars  and  clubs, 
the  38th  International  Jazz  Fesitval 
(June  25-28)  in  Ljubljana,  the 
center  of  Slovenia  about  25  miles 
south  of  the  Austrian  border. 

The  31st  Montr eux  Jazz  Festival 

(July  3-20)  which  takes  over  Miles 

Davis  Hall  in  the  Swiss  town  at 

the  east  end  of  Lake  Geneva. 
The  Copenhagen  Jazz  Festival 

(June  4-13)  held  indoors  and 
outdoors  in  the  Danish  capital, 
and  Italy's  Umbria  Jazz  (mid- 
July),  whose  festival  activities 
take  place  throughout  the 
region  but  mostly  in  Perugia. 

Dates  subject  to  change. 


BUSINESS  WEEK  /  MAY  19. 1997 


four  next  assignment  could 
take  you  from  just  about 
anywhere  in  the  U.S.  to  just 
about  anywhere  in  the  world. 


so  can  we. 


an  deliver  it  from  over  60  cities  in 
e  U.S.,  thanks  to  our  global  alliance 
ith  United  Airlines.  Add  to  that 
far-reaching  partnerships 

with  Air  Canada,  SAS,  Thai  Airways, 

and  our  other  partner  airlines,  and 
you  have  the  greatest  alliance 
system  around  the  globe.  Plus, 
you  can  earn  or  redeem  miles  in 
either  Lufthansa  Miles  &  More® 
United  Mileage  Plus®  or  the 
frequent  flyer  programs  of  our 
other  partners,  literally  all  over 
the  world.  In  other  words,  we 
make  it  easy  to  get  from  just 
about  anywhere  here  to  just 
about  anywhere  there. 


Lufthansa 


http  ://www.  lufthansa-usa.  com 
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Web  Browsing 


Surfing  lor  bargain  or  basic  info 


Upgrading  to  an  MMX  Notebook 

The  history  of  computer- 
model  changes  is  the  history  of 
microchips:  ever  smaller,  more 
powerful,  more  versatile. 

'That's  the  case  with  the  latest 
little  blockbuster,  Intel's 
Pentium  with  MMX  chip  tech- 
nology, code-named  the  P55C. 
All  major  notebook  manufactur- 
ers are  going  the  MMX  route. 

Virtually  all  of  them  including 
Acer  America,  AST,  Compaq, 
Dell,  Digital,  Fujitsu,  Gateway 
2000,  Hewlett-Packard,  IBM, 
NEC,  Texas  Instruments,  and 
Toshiba  are  rushing  to  put  MMX 
modified  portables  on  retail 
shelves  or  in  catalogs. 

The  processor  for  notebooks  is 
available  at  150  Mhz  and  166 
Mhz.  The  desktop  model  has 
speeds  of  166  Mhz  and  200  Mhz. 


For  more  details,  go  to 
http://www.intel.com 
on  the  Internet. 


Booking  Business 
Trips  on  the  Net 

For  routine  book- 
ing, the  World  Wide 
Web  on  the  Internet 
is  fast  becoming  the 
place  for  bypassing 
busy  800  numbers 
and  getting  a  trip 
nailed  down. 
Dan  Whaley,  a  co-founder  of 
Internet  Travel  Network, 
which  sells  travel  on  the  Net, 
predicts  that  within  five  years, 
20%  of  airline  bookings  will  be 
done  on  the  Web.  All  major 
and  most  minor  airlines  already 
have  Web  sites  with  schedules 
and  fares. 

So  do  hotel  chains,  from 
I  lilton  and  Marriott  to  Sheraton 
and  Wyndham.  In  fact,  busi- 
ness travelers  are  likely  to 
spend  more  time  surfing  hotel 
Web  sites  —  to  see  what  rooms, 
restaurants,  and  fitness  facili- 
ties look  like  —  than  clicking 
onto  airline  schedules. 

Completing  a  transaction 
electronically,  however,  is  still  a 
work  in  progress.  Until  the  Net 
can  ensure  confidentiality 
when  a  user  provides  a  credit- 
card  number,  making  a  reserva- 


tion will  be  a  two-stage  proce- 
dure: locking  up  a  flight,  room, 
or  car  on  the  Net  but  paying  for 
it  on  an  800  number  or  by  fax. 

"The  Net  as  it  is  now  is  ser- 
vice-oriented, not  product-ori- 
ented," as  one  marketing  ana- 
lyst puts  it.  "It  gives  you  infor- 
mation for  making  buying  deci- 
sions. But  it  doesn't  sell  prod- 
ucts —  like  air  tickets." 

In  any  case,  the  whole  elec- 
tronic process  will  pick  up 
speed  in  the  coming  year  as 
more  travel  service  providers 
climb  onto  the  Net.  Here  are 
three  of  the  best. 


Expedia: 

Microsoft  recently  opened  a 
Web  site,  called  Expedia 
(www.expedia.com),  to  handle 
air,  hotel,  and  car  rental  book- 
ings. It  not  only  supplies  much 
of  the  information  you  need  to 
make  an  intelligent  travel  deci- 
sion, but  can  close  the  deal 
with  tickets. 

How  it  works:  To  log  on,  give 
your  name  and  E-mail  address. 
Once  you've  gophered  through 
destinations  and  schedules, 
book  your  business  trip.  You  can 
pay  online  with  a  credit  card  for 
air  tickets  and  hotel  space  you 
want  "guaranteed." 

Questions  or  problems?  Call 
a  24-hour,  toll-free  number 
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Don't  let  a  cancelled  flight  get  in  your  way. 


No  one  puts  you  in  touch  with  more 
precise  airline  schedules  and  connec- 
tions or  more  complete  hotel  and  car 
rental  information  Even  interactive 
maps  to  help  you  plot  your  course. 
No  one  gives  you  more,  as  quickly 
and  as  easily  as  OAG. 

And  you  can  get  your  information  any 
way  you  want  it,  any  time  you  need  it. 


Stay  in  control  of  your  air,  hotel 
and  car  arrangements  anytime, 
anywhere,  with  OAG. 


Access  OAG  through  our  pnnted 
guides,  both  desktop  and  pocket-size. 
Through  your  LAN,  our  CD  or 
on-line  Even  via  telephone  and 
wireless,  too. 

So  flip  through,  dial  up,  log  on  or 
click  your  way  through  OAG. 
You'll  have  the  world's  most  complete 
and  unbiased  travel  information  at 
your  fingertips. 

With  OAG,  your  business  travel  will 
never  get  in  the  way  of  your  business. 


Where  travel  begins 


Call  1-800-DIAL-OAG  or  E-mail  us  at  oaginfo@oag.com 

OAG  is  a  leading  brand  of  Reed  Travel  Group. 
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(though  it's  only  accessible  if 
you  have  reservations).  You  can 
have  tickets  either  mailed  to 
your  home  or  office  or  ready 
for  pickup  at  the  airport. 

Expedia  has  an  array  of  ser- 
vices, from  maps  and  weather 
to  a  currency  converter  and 
a  d  v  e  n  t  u  re  - 1  r  a  v  e  1  magazine. 
T  here  are  also  chat  rooms  and 
bulletin  boards. 

But  the  big  feature  is  Fare 
Tracker.  From  week  to  week 
you  can  track  air  prices  on 
routes  you're  interested  in  — 


In  fact,  Travelocity  is  so  big 
it's  practically  an  electronic 
shopping  mall. 

HOW  it  WOPks:  Create  a  pass- 
word. After  that,  it  operates  like 
Expedia.  Browse  and  then  book. 

For  toll-free  support,  you  can 
call  800-972-3330  Monday  to 
Friday  from  7  a.m.  to  2  a.m. 
Eastern  time  or  4  a.m.  to  1 1  p.m. 
Pacific  time. 

There's  a  nice  mapping  feature 
that  helps  figure  out  routes  for 
business  trips.  It's  similar  to  the 
new  navigation  systems  in  cars. 


Business  trips  aren't  cut-and-dried.  To  get  all  the 
pieces  to  work  together  smoothly  —  air,  hotel,  rental 
car,  restaurants  —  most  travelers  still  rely  on  the 
advice  of  a  good  travel  agent. 


say,  Chicago-Denver,  St. 
Lou  is- Houston  or  Boston- 
Pittsburgh.  Tell  Expedia  which 
three  pairs  of  cities  you  fly  the 
most  frequently,  and  it  will 
E-mail  the  lowest  available 
fares  each  week. 

Travelocity: 

A  hot  newcomer,  Travelocity 
(www.travelocity.com)  has  signed 
up  more  than  500,000  members 
since  its  launch  a  year  ago. 

It  combines  the  encyclopedic 
database  of  Worldview  Systems,  a 
partnership  of  Random  House 
and  Ameritech,  with  Sabre 
Interactive,  a  spinoff  of  American 
Airlines'  widely  used  Sabre  reser- 
vation and  information  system. 
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Internet  Travel  Network: 

Online  since  June,  1995,  the 
Internet  Travel  Network 
(www.itn.net)  offers  services 
similar  to  its  competitors:  map, 
weather,  currency,  and  destina- 
tion information,  as  well  as  bul- 
letin boards. 

HOW  it  WOPkS:  Requires  a  pass- 
word. Now  browse  and  book. 
There's  no  toll-free  help 
number. 

The  text  is  provided  mostly 
by  city  tourist  offices  —  and  is 
accordingly  a  mixture  of  help 
and  hype. 

ITN's  trump  card  is  its  reser- 
vation system.  When  you  book, 
your  reservation  goes  electroni- 
cally to  one  of  10,000  or  so  travel 
agencies.  Some  agencies  will 


messenger  tickets  to  you  the 
same  day.  Otherwise,  you  get 
them  by  mail  or  at  the  airport. 

Surfing  Caveats: 

"Until  booking  on  your  lap- 
top is  as  easy  as  using  a  TV 
remote,  the  Net  will  have  limit- 
ed appeal,"  says  a  travel  consul- 
tant. Probably  true. 

Electronic  Helpmates 

But  with  travel  plans  shifting 
before  and  even  during  a  busi- 
ness trip  it  makes  sense  to  be 
your  own  travel  agent  as  much 
as  possible. 

You  can  do  that  with  two 
electronic  spinoffs  of  the 
Official  Airline  Guide  (OAG). 
Both  are  available  in  CD-ROM 
versions  and  in  U.S.  and  world- 
wide editions. 

•  The  OAG  Flight  Disk 
($259  North  American;  $299 
worldwide  annual  fee),  is 
updated  monthly,  giving  you  all 
the  flight  options  between 
thousands  of  city  pairs.  Use 
your  laptop  modem  to  check 
real-time  fare  and  schedule 
information. 

•  The  OAG  Hotel  Disk  ($179 
to  $249  annual  fee  depending 
on  the  edition)  is  updated  quar- 
terly and  includes  mapping 
information  so  you  can  choose  a 
hotel  close  to  your  appoint- 
ments. To  subscribe  call  800- 
342-5624. 

Alas,  business  trips  aren't  cut- 
and-dried.  To  get  all  the  pieces 
to  work  togethet  smoothly  — 
air,  hotel,  rental  car,  restaurants 
—  most  travelers  still  rely  on  the 
advice  of  a  good  travel  agent. 
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Imagine  the  perfect  space 


More 
persona/  space 
to  more  places 
worldwide 
than  any 
other  airline. 


■  Shin  Takamatsu 
Architect 
Kyoto.  J. i/i.di 


United  States 


Architecture  is  like  calligraphy 
The  power  isn't  in  the  structure, 
it's  in  the  space  around  it. 

Which  is  why  I  appreciate  the 
space  in  World  Business  Class'''1'. 

On  Northwest  Airlines,  space 
has  a  very  simple  and  direct 
relationship  to  the  human  body. 

It  feels  like  it's  spreading 


out. .  .stretching  out 
toward  the  sky 

Normally  I  can't  sleep  on 
airplanes,  but  in  World  Business 
Class  I  sleep  very  well. 

Architects  earn  a  living  by- 
sitting  in  small  chairs  10  hours  at 
a  time.  So  compared  to  working, 
flying  has  become  a  pleasure! 


I  D  C  I  N  C     ©1997  Northwest  Airlines,  Inc. 

A  C  I  F  I  C     Northwest  recycles  enough  paper  products  in  one  year  to  save  over  16,000  trees  Ci 


NORTHWEST 


l*800'447«4747  www.nwa.com 
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The  American  government  prohibits  gambling  on  flights  within  the  U.S.  That  includes 
any  flight  by  a  foreign  carrier  that  touches  down  at  an  American  airport. 
But  airline  lobbyists  are  pressuring  the  government  to  loosen  up. 


Airlines  Get  Into  the  Money  Gam 

Betting  in  the  Currency  of  Your  Choice 


Changing  Money  Aloft 

Here's  another  new  service  in 
your  airline  cabin:  walk-up 
ATM -type  machines  on 
international  flights  that  dispense 
foreign  currencies. 

All  you  do  is  insert  hills,  a 
credit  card,  debit  card,  or  AIM 
bank  card  in  the  machine. 

You'll  hit  the  ground  running 
with  pocket  money  in  local  cur- 
rencies to  pay  for  taxis  and 
buses.  No  waiting  in  line  at  the 
airport  cambio.  And  the 
exchange  rates  are  comparable  to 
those  in  airports. 

First  with  the  ATMs  arc- 
Cathay  Pacific  (800-233-2742)  and 


Swissair  i  sou-22  1  -47.So  i. 

They're  now  doing  a  trial  run 
with  a  1  50-1  b. machine  called 
Inflight  ( )ash  Point. 

It  provides  the  currency  of 
your  next  destination  in  two 
paper  and  two  coin  denomina- 
tions —  for  instance, 
deutschmark  if  you're  bound  for 
Germany,  bahts  if  you're  head- 
ing for  Thailand.  But  it  won't 
carry  currencies  of  countries  like 
Russia  and  Myanmar  that  don't 
have  convertible  currencies. 

Another  use  for  Cash  Point: 
drawing  extra  funds  for  in-flight 
gambling  if  you  don't  want  it  to 
appear  on  your  expense  report. 

Mini -Casinos  in  the  Air 

New  on  the  list  of  ways  to 
pamper  passengers  is  to  let 
them  gamble  while  flying.  It's 
clearly  a  sales  tool  as  well  as 
add-on  diversion. 

Virgin  Atlantic  already  has 
simulated  gambling,  with 
Nintendo  games,  "for  points, 
not  money,"  as  a  Virgin 
spokesman  notes. 


Swissair  is  further  ahead  than 
most  airlines  in  introducing  real 
gambling.  It  is  already  testing 
in-flight  gaming  on  an  MD-ll 
flying  between  Zurich  and  Far 
East  cities.  Other  airlines  like 
Britain's  Debonair  Airways  and 
Spain's  Oasis,  a  charter  carrier, 
are  running  similar  tests. 

Swissair's  software  offers 
lotto,  keno,  and  similar  games 
—  w  ith  betting  limits.  If  all  goes 
well,  the  airline  plans  to  install 
the  system  on  all  its  long-haul 
flights  by  early  1998. 

The  American  government 
prohibits  gambling  on  flights 
within  the  U.S.  That  includes 
an\  flight  by  a  foreign  carrier 
such  as  Sw  issair  that  touches 
dow  n  at  an  American  airport.  But 
airline  lobbyists  are  pressuring 
the  government  to  loosen  up. 

In  any  case.  ATM  machines 
like  Inflight  Cash  would  work 
nicely  in  tandem  with  gam- 
bling. You  could  draw  money 
to  refuel  your  purse  if  you're  on 
a  carrier  that  has  personal 
videos  equipped  with  gambling 
systems. 
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Seeing  the  Sights 

on  a  South  America  Swing 


While  on  a  business  trip  to 
South  America,  steal 
some  free  days  to  see  the 
continent's  many  under-appreci- 
ated sights.  Here  are  some  tips 
on  where  and  when  to  go  and 
what  to  expect. 

SIDE  TRIPS:  When  in  Lima,  take  a 
tour  to  Machu-Picchu,  the  Inca 
civilization  high  in  the  Andes. 

After  doing  business  in  Quito, 
Ecuador's  capital,  spend  a  week 
sailing  through  the  Galapagos 
Islands  where  the  protected  sea 
life  is  extraordinary.  Or  make 


excursions  to  the  colorful  mar- 
kets in  various  towns  and  villages. 

From  Caracas,  Venezuela,  fly 
southeast  to  Canaima,  an  area  of 
flat  mesas  and  then  take  a  char- 
ter flight  to  Angel  Falls,  the 
tallest  waterfall  in  the  world. 

From  Bogota,  Colombia,  take 
a  side  trip  to  the  walled  city  of 
Cartagena.  Or  enjoy  resort  life 
in  Barranquilla. 

If  you're  in  Sao  Paulo,  Brazil 
shuttle  over  to  Rio,  an  hour  away, 
to  see  its  knockout  setting,  its 
beaches,  and  its  colonial  palaces. 


Make  Manaus,  the  center  of  the 
Amazon  River  basin,  a  stopover 
on  your  U.S. -Brazil  flight. 

While  in  Santiago,  Chile, 
carve  out  a  few  days  to  visit 
Portillo  —  it's  about  the  best  ski 
area  in  South  America. 

In  Buenos  Aires,  Argentina, 
one  of  the  world's  great  cities, 
break  away  and  fly  to  Bariloche 
in  the  Andes,  where  the  trout 
fishing  and  Andean  scenery  are 
both  splendid. 

This  special  section  was  written  by  Paul 
Burnham  Finney  of  Finlyn  Communications  Inc. 
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Country/City 

Hotel 

Phone  Number 

Country/City 

Hotel 

Phone  Number 

ARGENTINA 

CHILE 

Buenos  Aires 

Alvear  Palace 

800/223-6800 

Santiago 

Hotel  Carrera 

800/223-6800 

Caesar  Park 

800/223-6800 

Hyatt  Regency 

800/233-1234 

Park  Hyatt 

800/233-1234 

Sheraton  SanCristobal 

800/325-3535 

Sheraton  Buenos  Aires 

800/325-3535 

Sonesta  Santiago 

800/766-3782 

Park  Tower 

800/325-3535 

COLOMBIA 

BRAZIL 

Bogota 

Hotel  Bogota  Royal 

800/223-6800 

Rio  de  Janeiro 

Caesar  Park  Ipanema 

800/228-3000 

ECUADOR 

Copacabana  Palace 

800/992-5055 

Quito 

Holiday  Inn  Crowne  Plaza 

800/465-4329 

Sheraton  Rio 

800/325-3535 

Hotel  Oro  Verde 

800/223-6800 

Sao  Paulo 

Caesar  Park 

800/228-3000 

PERU 

Sao  Paulo  Hilton 

800/445-8667 

Lima 

Hotel  Oro  Verde 

800/223-6800 

Maksoud  Plaza 

800/223-6800 

Sheraton  Lima 

800/325-3535 

Renaissance 

800/468-3571 

VENEZUELA 

Sheraton  Mofarrej 

800/325-3535 

Caracas 

Eurobuilding  Hotel  &  Suites  800/223-6800 

Caracas  Hilton 

800/445-8667 

Tamanaco  Inter-Continental  800/327-0200 
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Our  747s 
depart  on  time 
99.56%* 
of  the  time. 

A 


Your  Needs.  Your  Airline. 

an  Airlines  understands  your  need  to  be  on  time.  That's  why  everyone  comfort  and  service  wherever  you  journey  with  us.  This 

M_ — from  maintenance  teams  to  pilots,  from  ground  staff  to  cabin  philosophy  that  your  needs  come  first  has  made  Japan  Airlines  the  i 

v — is  dedicated  to  making  sure  our  flights  depart  on  time.  And  preferred  airline  of  many  of  the  most  experienced  business  travelers  j 

i  the  world's  largest  fleet  of  747s,  JAL  offers  you  world  class  to  Asia  for  over  40  years.  Call  1-800-JAL-FONE  for  more  information. 

3ased  on  a  1 996  report  from  The  Boeing  Company  for  all  1S95  ticketed-passenger  departures,  where  on-time  flights  are  defined  as  having  no  delays  beyond  1 5  minutes,  no  cancellations,  no  air  turn-backs  nor  diversions  I 

ANTA  •  CHICAGO  •  HONOLULU  •  KONA  •  LOS  ANGELES  •  MEXICO  CITY  •  NEW  YORK  •  SAN  FRANCISCO  •  SAO  PAULO  •  VANCOUVER 


Japan  Airlines 

A    WORLD    OF  COMFORT. 
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COUPLES 


ADD  A  DASH  OF  SHOW  BIZ 
AND  STIR 

Puck  and  Lazaroff  s 
flamboyant  eateries  are 
smashes-but  are  they 
spreading  the  recipe  thin? 

■  t's  opening  night,  and  Wolfgang 

I  Puck,  the  man  who  brought  duck- 

I  sausage  pizza  to  Hollywood,  is  in  a 

I  frenzy.  Sweat  rolls  down  his  face  as 
he  furiously  breads  veal,  slices  lemons, 
and  bastes  duck  at  his  just-opened  Spa- 
go  in  Beverly  Hills.  Less  than  two  miles 
from  the  original  Spago,  long  a  glitterati 
favorite,  Puck's  splashy  new  eatery  is  al- 
ready teeming  with  superstars. 

As  Puck  pulls  racks  of  Moroccan  lamb 
from  the  oven,  the  pastiy  chef  shoves  a 
spoonful  of  Kaiserschmarren,  a  pancake- 
like dessert,  into  his  mouth.  Puck's  wife, 
Barbara  Lazaroff,  sweeps  in  with  menus 
to  autograph.  Scribbling  his  name.  Puck 
turns  to  find  Tony  Curtis,  in  tails,  seeking 
Puck's  new  goulash.  "Here,  Tony,  just 
like  Mom  used  to  make,"  says  Puck  in 
his  heavy  Austrian  accent.  "Mom?  Mom? 
I  know  you're  in  here,"  Curtis  responds, 
plucking  pieces  of  beef  with  his  fingers, 
gazing  heavenward  for  effect. 
PIZZA.  No  one  combines  star  appeal  and 
a  flair  for  fusing  flavors  the  way  Puck 
does:  The  47-year-old  chef-cum-entrepre- 
neur  is  as  much  a  fixture  in  Tinseltown 
as  script  meetings.  Fifteen  years  after  a 
group  of  patrons  financed  his  move  from 
executive  chef  at  Ma  Maison  to  the  first 
Spago,  Puck's  empire — which  includes 
upscale  restaurants,  casual  cafes,  and  a 
line  of  frozen  pizzas — is  expected  to  have 
cash  flow  of  more  than  $14  million  on 
revenues  of  $123  million  this  year. 

That  makes  him  the  most  successful 
chef  ever  to  butter  a  skillet.  And,  by  all 
accounts,  the  empire  is  just  starting  to 
sizzle.  Together  with  Lazaroff,  who  not 
only  designs  the  vivid  interiors  but  also 
oversees  site  selection,  architecture,  pub- 
lic relations,  and  marketing,  Puck  plans 
to  open  eight  restaurants  in  the  next  12 
months.  An  acquisition  is  in  the  works 
to  expand  their  casual-dining  business, 
Wolfgang  Puck  Food  Co.,  eastward, 
adding  $50  million  in  sales. 


BON  APPETIT:  Beverly  Hills's  Spago  is  the  new  entree  in  a  growing  empire 


As  if  that  weren't  enough,  the  pair 
has  also  linked  up  with  Walt  Disney  Co. 
And  next  year,  Frank  Guidara,  the  food 
company's  new  ceo,  expects  to  take  it 
public.  Then,  claims  Guidara,  formerly 
president  of  the  restaurant  division  of 
Restaurant  Associates  Corp.,  "we  are 
talking  hundreds  of  millions  in  rev- 
enues." The  question:  Can  Puck  retain 
his  cachet — and  keep  his  empire  from 
boiling  over — even  as  he  woos  cus- 
tomers at  airports  and  grocery  stores 
everywhere? 

Already,  Puck  and  Lazaroff  have  a 
complex  web  of  holdings.  Their  seven 
fine-dining  restaurants  in  Los  Angeles, 
San  Francisco,  Las  Vegas,  and  Chicago 
are  held  in  separate  limited  partner- 
ships, half-owned  by  Puck  and  Lazaroff, 
and  have  annual  revenues  from  $4  mil- 
lion to  $13  million  each.  Two  Spagos,  in 


Tokyo  and  Mexico  City,  are  licensed 
The  couple  also  owns  35%  of  Wolf- 
gang Puck  Food,  which  comprises  11 
Wolfgang  Puck  Cafes,  six  Wolfgang 
Puck  Express  pizza  outlets,  two  Cali 
fornia-Asian  ObaChines,  Wolfgang  Puct 
Packaged  Foods,  and  a  nascent  grocery- 
store  takeout  business.  The  venture  cap- 
ital-backed food  company  is  the  growth 
vehicle.  While  the  upscale  restaurants 
average  10%  net  margins  and  take  three 
years  to  break  even,  Puck  notes,  the 
cafes  have  18%  margins  and  break  ever 
in  three  months.  So  far,  Puck  has  stum 
bled  only  once:  Eureka,  a  sausage  house 
and  brewery  in  Los  Angeles,  closed  ir 
1992,  a  $5  million  loss. 

What  makes  Puck  so  successful?  His 
food,  certainly,  but  also  atmosphere.  Th 
decor  Lazaroff  fashioned  for  the  ne 
Spago,  for  example,  boasts  a  hug< 
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THE  NEW  1998 
JOLVO  S70. 

SO  AHEAD  OF  ITS 

riME.IT  ARRIVED 

A  YEAR  EARLY. 

ARTING  AT  AN  MSRP  OF  $27,960!  Those  of  you  who  may  be  wondering  what  the  future  holds 
e  cordially  invited  to  test  drive  the  new  1998  Volvo  S70  to  see  for  yourself.  Visit  the  Volvo  Web  site 
http://www.volvocars.com.  Drive  safely.  VOLVO 

lufacturer's  Suggested  Retail  Price  (MSRP)  for  a  1998  S70  Sedan  with  automatic  transmission.  Excludes  state  and  local  taxes,  optional  equipment,  special  equipment  required  by  states,  dealer  prep,  registration 
and  $575  destination  charge.  Individual  retail  prices  may  vary.  ©1997  Volvo  Cars  of  North  America,  Inc.  Drive  Safely  is  a  trademark  of  Volvo  Cars  of  North  America,  Inc.  Always  remember  to  wear  your  seat  belt. 


■ 


ibri  Presents 

tee 
From  $5 


Made  in  Germany,  1 
these  elegant  ballpoint  pens 
are  executed  in  sterling 
silver  and  finished  to 
exacting  jewelry  standards. 
The  look  and  craftsmanship 
say  expensive.  The  price  tags  say 
surprisingly  affordable. 


Available  at: 

COLORADO  PEN 

1-800-766-PENS  (7367) 

Or  call  1-800-556-7354  for  the 
Colihri  retailer  nearest  you. 


People 


James  Rosenquist  painting,  Picassos, 
Hockneys,  and  Motherwells,  and  a  foun- 
tain engraved  with  the  word  "passion" 
in  20  languages.  Even  before  the  art,  it 
cost  $4  million.  "I  design  from  my 
head,"  says  Lazaroff,  "and  believe  me, 
my  fantasy  life  is  vast." 
biochemistry.  The  pair 
met  at  a  nightclub  18 
years  ago.  Puck,  the 
son  of  a  coal  miner 
and  a  hotel  chef 
from  a  poor  Aus- 
trian town,  began 
peeling  vegeta- 
bles in  hotel 
kitchens  at  14, 
worked  his  way  up 
to  dinner  chef  at  Max- 
im's in  Paris,  then 
spent  his  savings  to 
move  to  Indianapolis, 
which  he  thought — be- 
cause of  its  auto  rac- 
ing— would  be  like 
Monte  Carlo.  A  year 
later,  he  moved  to 
L.A.  Lazaroff,  the 
daughter  of  a  super- 
market produce  man- 
ager and  a  bookkeeper 
from  New  York's 
Bronx,  was  finishing  a 
biochemistry  degree. 

Today,  the  two  live 
in  an  art-filled  Beverly 
Hills  home  where  they 
keep  30  pets,  including 
llamas,  monkeys,  and 
dogs.  At  the  bottom  of 
their  glass  mosaic  pool 
is  a  huge  eye  made  up 
in  heavy  mascara  and 
eyeliner  like  Lazaroff s. 
The  couple's  8-year-old 
son  can  rattle  off 
recipes  for  a  dozen 
meringue  desserts  he 
knows  how  to  make. 
His  2-year-old  brother, 
he  says,  "only  knows 
how  to  make  eggs." 

At  43,  Lazaroff  has 
waist-length  black  hair  and  dresses  in 
rich  purple,  green,  or  orange,  while 
Puck  trods  around  in  a  chef's  jacket, 
baggy  pants,  and  clogs.  Friends  credit 
her  with  drawing  out  the  elfin  person- 
ality with  which  he  charms  everyone 
from  staffers  to  TV  viewers,  who  regu- 
larly see  him  toss  around  food  and  one- 
liners  with  David  Letterman. 

The  couple  operates  their  businesses 
on  the  run.  Puck  travels  to  New  York 
monthly  to  film  segments  for  Good 
Morning  America,  working  in  stops  at 


his  farfiung  restaurants  on  the  wai 
When  he's  in  L.  A.,  he  visits  his  loci' 
restaurants  several  times  a  week.  Whe' 
he  opens  a  new  one,  be  it  the  Spag 
adjoining  Caesar's  Palace  in  Vegas  a 
the  Seattle  ObaChine.  he  works  thj; 
kitchen  for  several  week 
Lazaroff  goes  along  tfl 
schmooze  with  guest', 
How  much  ca 
Puck  thin  the  stef 


FULL  PLATE 


FINE  DINING 


50%  owned  by  Puck  and 
Lazaroff 

Sales:  $56  million* 
Seven  upscale  restaurants, 
among  them  Spagos  in 
three  cities,  Malibu's 
Granita,  San  Francisco's 
Postrio,  and  Santa 
Monica's  Chinois 


WOLFGANG  PUCK  FOOD  CO 


►  35%  owned  by  Puck  and 
Lazaroff 

►  Sales:  $70  million* 

►  Wolfgang  Puck  Cafe, 
Wolfgang  Puck  Express, 
ObaChine,  Wolfgang  Puck 
Packaged  Foods 


PUCK,  LAZAROFF  INC. 


►  100%  owned  by  Puck  and 
Lazaroff 

►  Sales:  $1  million* 

►  Housewares,  cookbooks, 
personal  appearances 

*  1997  est.  DATA:  BUSINESS  WEEK,  COMPANY  ESTIMATES 


DIG  IN:  Puck's 
vegetable  lobste; 
spring  rolls 

before  his  nam 
uffers?  This  yea: 
alone,  he  will  open  I 
Spago  in  Palo  Alto,  . 
Chinois  in  Las  Vega; 
and  three  Cafes,  irj 
eluding  an  $8  millioi 
25,000-square-foot  veijj 
sion  at  Disney  Work1 
Lazaroff  says  Eurd 
Disney  and  Disneylan 
want  Oba-Chines.  Bu? 
launching  these  corn 
plex  casual  spots  wij 
be  quite  taxing. 

So  far,  Puck  is  gel 
ting  strong  reviews 
His  success  is  "a  com 
plete  rarity,"  according 
to  Max  Pine  of  Patr! 
cof  &  Co.,  a  venture 
capital  firm  with  stakes 
in  restaurants,  but  no; 
Puck's.  "There's  not 
single  chef  who  has  beS 
come  an  owner  ami 
then  has  been  success! 
ful  opening  multipli 
restaurants.  His  on] 
shortcoming  was  mar] 
agement;  he  solved  ij 
with  Frank  [Guidara].) 
Adds  Philip  S.  SchlerJ 
of  U.  S.  Venture  Part] 
ners,  a  restaurant  in 
veston  "The  question  i 
infrastructure,  but  hi 
seems  to  have  the  management  to  do  it. 

Still,  little  in  Hollywood  lasts.  Spa 
go,  which  long  hosted  the  town's  hottes 
post-Oscar  party,  recently  lost  that  hon 
or  to  Morton's.  But  Puck  and  Lazarof 
know  the  fickle  tastes  of  stars,  which  i 
why  they  just  spent  millions  on  thef 
new  flagship.  "Look  at  singers,  fashioi 
houses,"  says  Puck.  "You  have  to  rein 
vent  yourself  before  the  old  one  is  dead 
If  you  do,  the  brand  can  live  on  afte 
the  restaurant." 

By  Kathleen  Morris  in  Los  Angeles 


Ml  of  these  securities  have  been  sold.  Tins  announcement  appears  as  u  matter  oj  record  only. 
New  Issue  Vpril  1997 


20  J)  10  J)()()  Shares 


The  Hertz  Corporation 

Common  Stock 

(par  value  $0.01  per  share) 


Price  $24  Per  Share 


( Global  ( 'oordinator 

J.P.  Morgan  &  Co. 


18,270,000  Shares 
I  hited  States  <  Offering 


J.P.  Morgan  &  Co. 
Lehman  Brothers 


AliN  VMRO  Chicago  Corporation 
Citicorp  Securities,  Inc. 

Donaldson,  l.urkin  Jenrette 

Securities  ( >oipor&tion 
Oppenheimer  \  Co..  Inc. 

Sanford  C.  Bernstein  c<  Co.,  Inc. 

Lege  Mason  Wood  Walker 


Salomon  Brothers  Im 


licar,  Stearns  &  Co.  Inc 
Credit  Suisse  First  Boston 

A.G.  Edwards  ^  Sons,  Inc. 

PaineWebber  Incorporated 
William  Blair  \  Company,  L.L.C- 
McDonald  \  Company 
The  Robinson-Humphrey  Company,  Inc.  Charles  Schwab  \  Co..  Inc. 

lilaylock  \-  Partners,  L.P.  First  of  Michigan  <  lorporation 

Samuel  A.  Ramirez  &  Co..  Inc.  Roney  iV  Co.  Muriel  Sieberl     Co.,  Im 

1,740,000  Shares 
International  <  )ffering 


Alex.  ISrown  \-  Sons 

Incorporated 

Dean  W  ilier  Reynolds  Inc. 

Merrill  Lynch  &  Co. 


Lohlman,  Sachs  .Js:  Lo. 
Smith  Barney  hit*. 

<  liase  Securities.  Inc. 
Deutsche  Morgan  Grcnfell 
Montgomery  Seeuriiies 
Prudential  Securities  Incorporated 


J.C.  Bradford  &  Co. 
Neuberger  &  Berman,  LLC 

Stephens  Inc. 
UK  Lazard,  Laidlaw 

Incorporated 
Slil'cl.  \icolalis  \-  ( !omi>aii\ 

IniurporalKi 


Furman  Selz 
Piper  JalTra\  Inc. 
Sutro&  Co.  Incorporated 
XalCitv  Investments.  Inc. 
Sturdivanl  &  I !o.,  Inc 


J.P.  Morgan  Securities  Ltd.                                                     Goldman  Sachs  International 

ABN  AMKO  Rothschild                     Bnnque  Nationale  de  Paris  Commerzbank 

\  Division  ol  VI i\  VMRO  Securities  (I  s\)  Inc.  vktieiigcscllschafl 

Credit  Lyonnais  Securities                    Deutsche  Morgan  Grenfell  Lehman  Brothers 

Salomon  Brothers  International  Limited  Smith  Barney  Inc. 

Barclays  de  Zoete  Wedd  Limited           Bayeriscbe  Vereinsbank           CIBC  Wood  Cund)  Securities  Corp.  Dresdner  Klcinworl  Benson 

Vktiengeselta  hafl 

IISI5C  Investment  Banking            Nomura  International             liliC  Dominion  Securities  Inc.             Schroders  Scotia  Capital  Markets 

Societe  Generate                              Sumitomo  I  inancc  International  pic                              Tl)  Securities  I'HS  Limited 


You  can  make 
sacrifices 

for  your  career. 

You  can  make 
sacrifices 

for  your  family. 

Or  you  can 
choose  not 

to  make  sacrifices 


Introducing  the  Compaq  Armada  7700.  The  high  performance  notebook  that  offers  you  the  p<[  \ 
and  functionality  of  an  office  desktop  as  far  from  your  office  as  you  need  to  be.  Armada  771  > 
features  include:  up  to  166 MHz  Pentium*  processor  with  MMX™  technology,  12.1"  CT FT  display, 


P  ,9,7  Compao  Computer  Corporal,  k  right,  reserved.  Compac  revered  U.S.  Patent  and  Trademark  Office.  Armada  is  a  trademark  of  Compao  Computer  Corporal.  The  ft*  to*  Logo  and  Pentium  are  registered  tradrmarj.  - 
;  may:  not  reach  S6Kbps.  and  will  vary  depending  on  line  conditions.  11 


to  2.1  GB  removable  hard  drive,  up  to  32  MB  EDO  RAM  expandable  to  144MB,  integrated 
;  telephony  modem  upgradeable  to  S6K)  integrated  AC,  and  full  desktop  expansion. 

te  a  Compaq  Authorized  Reseller,  call  1-800-943-7656  or  visit  www.compaq.com.  Has  It  Changed  Your  Life  Yet? 

ntel  Corporation. 'Upgrade  planned  for  year  end.  The  K56flex  protocol  is  designed  only  to  allow  faster  downloads  from  KS6flex  compliant  digital  sources.  Maximum  achievable  download  transmission  rates  are  currently  unknown, 
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APR.  '93-NOV.  '95 

LaBow  sells  off  3.6  million  shares 
at  an  average  price  of  $14 


MAY  '91 

LaBow  nets 
$147  million  ~ 
on  stock  sales  r' 


$11 


V 


MAY  '96 

LaBow  sells 
2  million 
more  shares 


WHY  THIS  STEEL  CHIEF 
HAS  SUCH  AN  IRON  WILL 

As  a  strike  drags  on,  WHX  Chairman  LaBow  has  little  to  lose 

^ou  might  think  that  whx 
Chairman  Ronald  LaBow 
has  reason  to  feel  glum. 
After  buying  control  of  bank- 
rupt Wheeling  Pittsburgh 
Steel  Corp.  a  decade  ago,  he 
turned  the  company  into  an 
industry  profit  leader— only 
to  see  the  bottom  fall  out 
when  the  United  Steelwork- 
ers  went  on  strike  over  pen- 
sions last  October.  That  was 
seven  months  ago,  and  now 
it's  the  longest  steel  strike 
ever,  LaBow  is  demonized 
among  the  strikers,  and  the 
company  is  losing  millions  of 
dollars  a  month.  The  stock, 
which  reached  19%  three 
years  ago,  is  down  to  6& 

But  look  closer  and  it's 
clear  that  the  61-year-old  fi- 
nancier has  done  quite  well 
for  himself.  He  sold  most  of 
his  whx  stock  more  than  a 
year  ago,  before  his  tough  la- 
bor stance  helped  drive  down 
the  stock  (table).  All  told, 
LaBow  has  netted  more  than 
$86  million  from  his  foray 
into  steel,  according  to  Secu- 
rities &  Exchange  Commis- 
sion filings.  And  LaBow,  for- 
merly an  investment  banker 
at  the  New  York  firm  of 
Neuberger  &  Berman,  con- 
tinues to  rake  in  his  annual 
$5.5  million  "consulting  fee" 
from  the  steel  company.  "He's 
stripped  himself  of  any  real 
investment  in  the  company," 
says  usw  President  George 
Becker.  LaBow  declined  to  comment. 
GOLDEN  LIFEBOAT?  This  leaves  the  4,500 
striking  steelworkers,  mostly  in  Wheel- 
ing, W.  Va.,  but  also  in  Ohio  and  Penn- 
sylvania, facing  an  adversary  who  has 
little  to  lose  financially  from  the  strike. 
LaBow  is  even  considering  liquidation, 
say  sources  close  to  the  company.  So 
the  usw  is  appealing  to  whx  Corp.  in- 
vestors,  hoping  to   convince  them 
through  a  mailing  campaign  that  the 
captain  of  their  ship  has  departed  in 


$11 
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DATA.  UNITED  STEELW0R1 


1 


WILD 
RIDE 

The  rise  and  fall 
of  WHX  stock 


THE  LINE 
Workers  struck  when  they 
found  out  concessions 
weren't  temporary 


his  own  richly  fur- 
nished lifeboat,  leav- 
ing them  all  to  sink 
under  his  tough  la- 
bor policy.  By  reject- 
ing their  demand  for 
the  standard  industry  pension  plan,  they 
say,  LaBow  is  driving  the  ninth-largest 
integrated  steel  company  toward  ruin. 

So  far,  major  stockholders  aren't  buy- 
ing that  line.  Rather,  they  agree  that 
Wheeling  Pitt  needs  low  pension  costs 
and  job  cuts  to  compete  against  low- 
cost,  nonunion  minimills.  So  even  as  the 
stock  falls,  large  institutional  investors 
have  been  buying.  In  March,  the  leading 
holder,  Dewey  Square  Investors  in 
Boston,  reported  adding  nearly  400,000 


shares  to  its  10%  stake.  "On  a  price  bi 
sis,  it's  a  raging  buy,"  says  one  investc! 

LaBow's  labor  woes  stem  from  til 
special  deal  he  got  when  he  led  Wheej 
ing  Pitt  out  of  bankruptcy  in  1989.  H|f  I 
was  prohibited  by  law  from  reinstitutinl 
the  traditional  pension  plan  that  hal 
required  a  government  bailout  foir  1 
years  earlier.  This  suited  him  fine.  Hp'  at* 
offered  a  cheaper  defined  contributio; 
plan,  saving  tens  of  millions  of  dollars!! 
The  pension  deal  helped  put  Wheeli 
Pitt  back  on  its  feet.  As 
recovered,  LaBow  raised  $4! 
million  in  three  stock  offeijl 
ings  and  spent  $69  million  o| 
modernization.  He  penned  \ 
profitable  steel-coating  join 
venture  with  Japan's  Nisshi 
Steel.  And  by  purchasin 
three  small  steel-consumin 
businesses,  he  positioned  th 
company  in  a  widely  applau 
ed  "downstream"  strateg; 
that  permits  Wheeling  Pitt  t 
add  more  value  to  its  meta 
In  1994,  its  best  year,  operat 
ing  margins  hit  $39  a  ton 
third-best  in  the  industry. 
NO-SHOW.   While  the  goo( 
times  rolled,  LaBow  and  part 
ners  sold  most  of  their  stake 
At  the  same  time,  he  launchec 
a  $1.7  billion  hostile  takeove) 
bid  for  California-based  Tele 
dyne  Inc.  in  1994.  LaBow 
hoped  to  use  its  overfundec 
pension  plan  to  pay  for  a  tra 
ditional  package  at  Wheeling 
Pitt.  But  Teledyne  rebuffec 
LaBow,  finally  hitching  up 
year  ago  with  Allegheny  Lud 
lum  Coip.  in  a  $3.2  billion  deal 
Since  the  strike  began,  the 
union  has  insisted  that  LaBow 
spend  a  chunk  of  the  compa 
ny's  $400  million  cash  stock 
pile  for  pensions.  He  has  re 
sisted,  warning  that  with  higher  costs] 
and  less  cash,  Wheeling  Pitt  could  suc-| 
cumb  during  the  next  recession. 

The  standoff  doesn't  seem  likely  to 
end  soon.  Senator  John  D.  Rockefeller 
IV  (D-W.  Va.)  tried  to  broker  an  agree- 
ment. But  at  the  last  meeting,  in  mid 
April,  LaBow  didn't  show  up  and  his 
representatives  withdrew  early.  "We're 
dealing  with  a  madman,"  complains  one 
usw  official.  That's  an  image  that  might 
suit  LaBow's  agenda.  By  showing  his 
willingness  to  liquidate  the  company, 
he's  hoping  to  ratchet  down  union  de- 
mands, insiders  say.  If  he  succeeds, 
LaBow  may  decide  that  his  company's 
stock  is  once  again  a  good  buy. 

By  Stephen  Baker  in  Pittsburgh 


i 
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He  sailed 

:hrou£h  law  school. 


avigated  his  way  to  a  successful  career.  Now,  thanks  to  the  financial  skills  of 
is  New  England  representative,  /fw  hes  ready  to  launch  that  charter  service  he 


ways  wanted. 


iccess  is  fleeting.  Unless,  of  course,  you  continually  find  ways  to  harbor  it  safely.  At  The  New  England,  we've 
:en  showing  people  the  way  through  exceptional  insurance  and  financial  advice  for  over  160  years.  They're 
racted  to  us  not  just  because  we're  a  financially  strong  company,  but  because  we  study  what  makes  each  of 
3m  successful  and  then  advise  accordingly,  For  a  complimentary  personalized  analysis  on:  providing  for  your 
nily's  financial  security,  protecting  your  income  against  disability,  educational  funding,  or  retirement  planning, 
nply  call  1-800-955-1079. 

The  New  England  • 

Planning  Your  Financial  Success 

A  Ml  TL1FE  AFFILIATE 


E-mail  us  at:  asktne@tne.com  or  visit  our  Web  site:  http://www.tne.com 
New  England  Life  Insurance  Co..  Boston,  MA.  Securities  products  offered  through  New  England  Securities  Corp.,  Boston,  MA. 


Marketing 


COMMENTARY 

By  David  Leonhardt 


HOW  BIG  LIQUOR  TAKES  AIM  AT  TEENS 


Pick  up  a  copy  of  Spin,  and  it's  not 
hard  to  guess  the  age  of  many  of 
its  readers.  The  music  magazine's 
current  issue  includes  an  article  on 
mtv's  new  cartoon  about  high  school 
life  and  ads  for  products  popular 
among  teens  such  as  Mountain  Dew 
and  video  games.  One  hip  clothing  ad 
even  depicts  a  teenage  model  riding 
on  the  handlebars  of  a  bike. 

Indeed,  according  to  data  collected 
by  Mediamark  Research  Inc.  (mri),  a 
New  York  City  company  that  tracks 
magazines,  30%  of  Spin  readers  are 
under  18.  Almost  50%  are  under  21. 
But  the  magazine  is  also  filled,  front 
to  back,  with  liquor  ads. 

Ravaged  by  a  20-year  plunge  in 
spirits  consumption,  the  nation's 
biggest  distillers  are  making  a  major 
push  to  draw  younger  drinkers.  All 
insist  their  efforts  are  aimed  at  the 
21-to-35  crowd.  "Always,  always,  al- 
ways, we  want  to  target  people  over 
the  legal  drinking  age,"  says  Mark 
Marcon,  a  marketing  manager  for 
Hiram  Walker.  The  industry  even 
has  a  high-minded  advertising  code 
urging  the  avoidance  of  "tar- 
geting . . .  individuals  below 
the  legal  purchase  age." 

Truth  is,  the  industry  is 
breaking  its  own  rules  almost 
daily.  The  target  of  the  dis- 
tillers' new  products  and  ads 
clearly  includes  those  who  are  un 
derage.  Many  have  introduced 
fruity  new  drinks  that  tempt 
younger  palates.  Taking  a  page 
from  Big  Tobacco,  the  liquor  indus- 
try has  a  new  crop  of  ads  featuring 
cartoon  animals  and  sophomoric  lin- 
go; one  Jose  Cuervo  ad  urges 
drinkers  to  "Surf  that  lizard!"  Others 
have  game-filled  Web  sites. 

Moreover,  liquor  companies  have  a 
presence  in  virtually  every  publication 
with  a  sizable  teen  audience.  Com- 
bined, the  current  issues  of  Vibe,  De- 
tails, and  Rolling  Stove  have  ads  for 
Absolut,  Bacardi,  Beefeater,  Captain 
Morgan,  Crown  Royal,  Jim  Beam, 
Sauza,  Skyy,  Smirnoff,  Stolichnaya, 
and  Tanqueray.  But  asked  about  the 
camj      >ss,  the  liquor  makers  remain 
almost  mum.  Take  United  Distillers 
PLC,  whose  Gordon's  vodka  is  featured 
in  a  cartoon  ad  on  the  back  page  of 


this  month's  Spin.  Its  Tanqueray  gin 
also  appears  in  Allure,  where  44%  of 
the  readers  are  under  21,  according  to 
the  mri.  A  company  spokeswoman 
says  both  campaigns  are  "consistent 
with  our  commitment."  Executives  at 
both  Spin  and  Allure  say  their  read- 
erships are  significantly  older.  But 
mri's  numbers  are  widely  used  in  the 
ad  industry,  and  Spin  spokesman  Ja- 
son Roth  concedes,  "We  do  have  a 
sizable  teen  audience." 

All  this  is  happening  at 
the  same  time  that  the 
distillers  have  lifted 
their  40-year-old 
voluntary  ban  on 
TV  advertising. 
They  argue  that  it's 
simply  a  matter  of  fair 
competition.  If  brew- 
eries can  legally  pitch  on 
TV  to  adults,  why  can't 


dustry  defenders  claim.  Commercial 
speech,  after  all,  doesn't  carry  the 
same  protection  as  political  speech. 
Witness  the  Supreme  Court's  Apr.  29 
refusal  to  overturn  a  Baltimore  ban 
on  tobacco  and  alcohol  billboards. 
And  the  distillers'  attempts  to  wrap 


they?  Thus  far,  no  major  broadcaster 
has  gone  along.  And  President  Clin- 
ton, the  head  of  the  Federal  Commu- 
nications Commission,  and  some 
members  of  Congress  have  all  urged 
restoring  the  ban. 

ACT  RESPONSIBLY.  That  has  led  alco- 
hol and  advertising  executives  to  ar- 
gue that  the  industry's  free-speech 
rights  are  being  trampled.  Says  Fred 
Meister,  head  of  the  Distilled  Spirits 
Council:  "The  current  FCC  chairman 
may  have  forgotten  about  the  First 
Amendment." 

But  the  issue  isn't  as  simple  as  in- 


HERE,  KID 

Distillers  lure  youths 
in  print-and  they  want 
to  run  TV  ads,  too 


themselves  in  the  Constitution 
would  carry  more  weight  if  they 
used  the  advertising  freedom 
they  already  have  more  responsi- 
bly. Their  print  ads  make  a  mock- 
ery of  the  industry's  own  code  and 
do  little  to  assuage  concerns  about 
the  impact  of  booze  ads  on  the  tube. 

Currently,  no  regulations  exist 
specifically  addressing  liquor  ads.  But 
given  the  industry's  increasingly  ag- 
gressive stance,  the  talk  of  restricting 
alcohol  marketing  won't  fade  away, 
even  though  the  decades-old  fight 
over  tobacco  advertising  shows  how 
difficult  it  is  to  control.  So  the  liquor 
industry  faces  a  clear  choice.  It  can 
clean  up  its  own  marketing.  Or  it  is 
likely  to  find  itself  right  behind  tobac- 
co as  the  regulators'  next  big  target. 


Leonhardt  covers  advertising  for 

BUSINESS  WEEK. 
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Nothing  stacks 
up  to  getting 
Fridays  Free  til 
the  year  2000. 

More  and  more  businesses 
are  getting  the  most  out  of 
Fridays  Free. 

Thanks  to  Sprint  Business,  successful  small  businesses 
everywhere  are  reaping  the  benefits  of  free  long  dis- 
tance every  Friday...  from  now  until  the  year  2000. 

That's  156  Fridays  of  free  domestic  long  distance. 
Including  faxing,  calling  card  calls,  and  in-bound 
toll-free  service. 

And  while  making  the  most  of  your  Fridays 
Free,  you're  still  getting  a  great  deal  the  rest  of 
the  week.  In  fact,  you'll  be  paying  Sprint's 
regular  low,  flat  rates. 

What's  more,  even  though  you  can  get  Fridays 
Free  until  the  year  2000,  you  won't  have  to 
sign  a  term  commitment. 

So  don't  let  another  free  Friday  pass  you  by. 


Call  Sprint  Business 

1-800-827-3900 

www  sprint  com/fridays-free 


Sprint 


We  help  business  do  more  business 


)  monthly  minimum  required  Maximum  of  $1 .000  in  tree  long  distance  calling  per  month  Domestic  calls  and  commercial  use  only 
l  valid  with  any  other  otter  Limited  time  otter  Certain  restrictions  apply.  £1997  Sprint  Communications  Company  L  P 


Retiring 
with  a  half 
million? 
Not  had 
for  a  teacher. 
Not  bad, 
period. 

Steve  Davis  and  his  wife 

Evelyn  knew  exactly  how  they 
wanted  to  spend  their  golden  years. 
But  they  weren't  sure  how  to  save 
the  money  on  their  teachers'  salaries. 
So  they  talked  to  Sheila,  their 
American  Express  financial  advisor, 
who  showed  the  Davises  how  the 
right  strategy  could  turn  their 
retirement  dreams  into  reality.  Sheila 
presented  a  broad  array  of  investment 
options,  then  together  they  mapped 
out  a  steady,  simple  plan. 

Now,  Steve  and  Evelyn  are  off 
on  a  twelve-year  journey  to  financial 
independence.  Which  shows  that 
when  you  have  a  goal,  and  you're 
headed  in  the  right  direction,  great 
things  are  possible. 

http://www.americanexpress.com/advisors 


Financial 
Advisors 


Half-million-dollar  account  based  on  two  incomes.Thc  people  portrayed  here  have  been  created  to  serve  as  an  example  of  American  Express  Financial  Advisors  clients 


No  wonder  95%  of  our  clients  stay  with  us  year  to  year.  And  9  out  of  10  would  recommend 
us  to  their  friends.  To  find  out  bow  you  can  do  more,  call  1-800-GET  ADVICE  Ext.  226. 


Marketing 


ADVERTISING 


UNITED  COLORS 
OF  MILLER 

It's  ditching  ethnic  marketing  for  cross-cultural  ads 


ii 


All  this  summer,  "Jamizon"  will 
bring  the  hottest  urban- 
music  acts  and  the  logo  of 
its  sponsor — Miller  Brewing 
Co. — to  hundreds  of  thousands 
of  young  African-American  fans 
in  dozens  of  cities.  Even  before 
the  show  hits  the  road,  though, 
Miller  is  already  vowing  that 
this  summer's  Jamizon  blitz  is 
likely  to  be  its  last.  Why?  Jami- 
zon will  be  one  of  the  brewer's  fi- 
nal flings  with  targeted  ethnic- 
marketing  on  a  national  scale. 

In  an  internal  memo  on  May  2, 
Miller  told  managers  of  its  plans 
to  disband  its  ethnic  marketing  de- 
partment— which  dreamed  up 
Jamizon  as  well  as  dozens  of  na- 
tional print  and  TV  ads  aimed  at 
black,  Hispanic,  and  Asian  con- 
sumers. Instead,  it  will  develop  ads 
and  special  events  that  try  to  cut 
across  all  cultural  groups.  "There 
are  no  more  boundaries,"  insists  Jack 
Rooney,  who  took  over  as  Miller's 
vice-president  for  marketing  on  Feb. 
1.  "The  common  denominator  is 
youth,  not  ethnic  background." 
NO  CHOICE.  The  strategy  is  almost 
heretical  for  the  beer  business,  which, 
like  many  other  consumer  industries, 
has  embraced  demographic  segmenting 
as  marketing  canon.  The  move  is  partly 
about  money:  Miller,  the  No.  2  brewer 
behind  Anheuser-Busch  Cos.,  reckons  it 
will  save  about  $5  million  off  its  $200 
million  media  budget  by  producing  few- 
er ads.  More  important,  in  repudiating 
ethnic  segmentation.  Miller  is  gambling 
that  its  campaigns  can  play  to  the  simi- 
larities that  link  its  core,  21-to-28-year- 
old  beer  drinkers  across  ethnic  groups. 

It's  vital  for  Miller  that  the  new  ap- 
proach hits  home.  Ethnic  groups  now 
comprise  about  20%  of  Miller's  market, 
and  are  growing  by  up  to  two  percent- 
age points  a  year.  But  so  far,  Rooney 
concedes  that  Miller  has  failed  to  draw 
its  share  of  those  buyers  with  its  seg- 
mented advertising.  Its  overall  share  of 
the  ethnic  market  has  been  eroding,  in 
some  areas,  like  Texas,  "alarmingly,"  he 
says.  Rooney  admits  there's  some  risk — 


ads, 

,  got  my  threads, 
i  got  my  beer. 


likely  those  emanating  from  black  com 
munities.  But  the  spots  will  include 
pastiche  of  Asian,  white,  Hispanic,  an< 
African-American  actors.  Hispanic 
drinkers  may  see  versions  of  the  ad: 
in  Spanish,  though  all  of  the  dialogu* 
and  images  otherwise  will  remain  thi 
same.  "The  ads  should  be  as  relevant  t( 
a  Hispanic  in  San  Antonio  as  a  subur- 
banite in  Highland  Park  [111.],"  say 
Rooney. 

If  it  works,  the  payoff  is  clear 
more  bang  for  the  marketing  buck 
Aside  from  the  cost  savings,  sue! 
cross-ethnic  campaigns  have  playe> 
well  for  marketing  powerhouses  sue! 
as  Nike  Inc.  and  Levi  Strauss  & 
Co.  "When  you  put  out  one  mes 
sage  with  enough  money  to  this  agi 
{  group,  which  is  less  divided  alonj 
color  and  sexual  lines,  you  car 
reach  the  consumer  effectively,' 
.  says  Bradford  H.  Williams,  Levi's 
i  U.S.  marketing  manager. 

Miller  is  also  counting  on  som 
internal  benefits.  By  breaking 
down  its  ethnic  marketing  unit  I 
Rooney  hopes  that  recruitingk 
Hispanics,  blacks,  and  Asians  foiL 
broader  management  responsi-l 
bilities — a  chronic  problem — willf 
become  easier.  In  theory,  it  will 
open  opportunities  for  Mille 
agencies  such  as  Fraser  Smit 

FIZZLE:  Segmenting  markets 
hasn't  worked  for  Miller 


he  expects  some  of 
Miller's  distributors  to  resist — but  ar- 
gues Miller  has  no  choice.  "This  is  a 
Jim  Crow  way  of  doing  things;  sepa- 
rate but  equal,"  he  says.  "The  old 
method  wouldn't  yield  the  gains  that 
we  need." 

To  stem  the  erosion,  Miller  is  rolling 
out  new  ads  over  the  next  few  months 
that  will  play  off  hot  urban  trends,  most 

PAYOFF  TIME? 

Miller  hopes  for  big  benefits 
in  eliminating  ethnic  marketing: 

■  Savings  of  about  $5  million 
from  cutting  duplicative  marketing 
costs 

■  Increased  market  share  among 
core  21-to-28-year-old  consumers, 
especially  in  flagging  ethnic  groups 

■Broader  opportunities  for  ethnic 
managers,  who  now  get  pigeon- 
holed 


Group,  which  now  advises  on  marketing 
to  blacks,  to  pitch  to  a  bigger  audience 
Still,  Miller's  rivals  are  skeptical 
Adolph  Coors  Co.,  the  industry's  No.  3, 
is  ramping  up  its  ethnic  marketing.  And 
Anheuser  actually  is  increasing  its  Span- 
ish-language ads.  While  Anheuser  says  it 
does  see  merging  tastes  among  youthful 
white,  black,  and  Asian  consumers — it's 
working  with  movie  director  Spike  Lee 
to  develop  new  crossover  ads  for  Bud 
weiser — it  believes  extending  the  same1 
message  to  Hispanic  consumers  is  more 
difficult.  "All  of  our  research  shows  that 
Hispanics  want  to  be  looked  at  differ- 
ently," says  Alejandro  Ruelas,  Anheuser's 
director  of  ethnic  marketing. 

Will  the  new,  cross-ethnic  Miller 
Times  bring  more  people  to  the  bar? 
One  of  Miller's  Hispanic  agencies  is  also 
cautious.  "We're  all  going  to  have  to 
watch  to  be  sure  we  hit  the  right  sen- 
sibilities," says  Steve  Rutledge,  presi- 
dent of  the  Hispanic  unit  of  Marti 
Flores  Prieto  &  Wachtel.  But  it  worked 
for  jeans,  soda,  and  sneakers.  How  dif- 
ferent can  beer  be? 

By  Richard  Melcher  in  Chicago 
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Hundreds  of  materials. 
Thousands  of  decisions. 


2 


At  last,  one  company  puts  them  together. 

Architects  and  engineers  the  world  over  are  discovering  3M's  vast  range  of  construction  materials  and 
^  depth  of  construction  expertise,  through  our  integrated  network  of  "system  solutions":  energy  manage- 
ment,  fire  stopping,  concrete  protection,  safety  and  security,  light  management,  image  and  sign  graph- 
ics, static  control  flooring,  and  more.  3M  helps  plan,  build,  renovate,  maintain,  and  protect  your  project, 
from  skyscraper,  to  airport,  to  high-tech  facility.  That's  how  we  go  from  need  to... 


3M  Innovation 


©3M  I  997 


For  more  information,  call  I -800- 3 M -  H E LPS,  or  Internet:  http://www.mmm.com 


Who's  finding 


new  ways 


who  phy 


selves 


NO VARUS 


The  world's  leading  Life  Sciences  company. 
Formed  by  the  merger  of  Ciba  and  Sandoz. 


Legal  Affairs 


A  NEST  OF 
SOFTWARE  SPIES? 

The  Avant!  trade-theft  suit  could  begin  to  rein  in  Silicon  Valley's  freewheeling  ways 


p  s 


to  the 


litto,  ceo  of  San  Jose-based  Photon  Dy- 
namics Inc.,  a  Cadence  customer.  "If 
Joe  is  right,  this  would  make  an  exam- 
ple of  someone  who  went  over  and 
didn't  come  back." 

The  Cadence  story,  if  true,  is  also  an 
object  lesson  in  the  difficulties  software 
companies  face  trying  to  protect  their 
intellectual  assets.  While  trade-secret 
theft  is  rising  by  all 
accounts,  busting  the 
pilferers  is  expen- 
sive and  time- 
consuming.  It  took 
pit-bull  persistence 
by  Costello,  lucky 
breaks,  and  $10  mil- 
lion worth  of  law- 
yers and  private  in- 
vestigators to  get 
the    case    to  this 


Cadence  Design  Systems  ceo 
Joseph  B.  Costello  traces  his  cru- 
sade against  rival  software  maker 
Avant!  Corp.  to  the  day  in  1994 
when  Vice-President  Gerald  "Gerry"  C. 
Hsu  resigned.  Four  top  employees  had 
left  to  create  Avant!  three  years  before, 
so  Costello  wondered  if  Hsu  planned  to 
cross  enemy  lines,  too.  According  to 
Costello,  Hsu  claimed  merely  to  be  tak- 
ing time  off  at  the  beach — but  was  stone 
silent  when  asked  if  Avant!  fit  into  his  fu- 
ture plans.  A  few  clays  later,  Costello's 
suspicions  proved  correct  when  Hsu  an- 
swered the  phone  at  Avant!  offices  in 
Sunnyvale,  Calif.  "So  is  this  the  beach, 
Gerry?"  Costello  asked.  Hsu  declined  to 
comment  on  the  conversation. 

Thus  began  what  prosecutors  now 
say  was  the  most  blatant  case  of  trade- 
secret  theft  in  the  history  of  Silicon  Val- 
ley. On  Apr.  11,  Hsu  and  six  other 
former  Cadence  officials  were  in- 
dicted on  breathtaking  charges: 
They  allegedly  had  used  stolen  soft- 
ware to  build  a  company  with  a 
market  value  that  at  one  time  ex- 
ceeded $1  billion.  The  news  sent  say  Cadence  is  waging 

Avant!  stock  down  nearly  60%  im-  a  vendetta  against  a 
mediately  after  the  arrests,  to  9%,  n  •  Kl  '  1 
though  it  has  since  bounced  back  small,  nimDle  rival 
up  to  16/i.  The  defendants,  who  have 
all  pleaded  not  guilty,  each  face  up  to 
seven  years  in  prison  and  civil  lawsuits. 
"OVER  THE  EDGE."  The  tale  that  prose- 
cutors tell  is  a  sobering  illustration  of 
how  far  some  executives  will  apparent- 
ly go  to  gain  a  competitive  edge.  Many 
people  are  saying  it  also  shows  how  lit- 
tle respect  is  accorded  to  other  people's 
intellectual  property  these  days  in  Sili- 
con Valley,  where  the  i  •mptation  to  cut 
corners  to  get  a  product  to  market  is 
acute.  With  engineers  ch  ming  jobs  like 
shirts,  it's  easy  to  look  i  >  other  way 
when  a  new  employee  b«  -ows  ideas 
from  a  previous  employer.  A  d  with  In- 
ternet links  and  laptops,  such  \eists  are 
only  a  mouse-click  away.  "Ti  're's  no 
clear  border  between  right  an  wrong 
out  here,  and  everyone  goes  a  lit.  "  over 
the  edge  at  times,"  says  Vincent  j  Sol- 


pi  nn 


received  stolen  software  code  and 
out  that  the  company  even  remove* 
some  suspicious  code  from  its  product 
to  be  sure  it  was  clean.  In  written  com 
ments  to  business  week,  Avant! 
Hsu  suggests  the  conflict  is  more  aboujant! 
personalities  than  felonies.  "[Costello 
seems  intent  on  attacking  me  personal 
ly — particularly  in  the  press.  I  can  un 


it;: 


"t(i 


ARRAIGNMENT 

Avantl's  Hsu  at  the 
courthouse  in  Santa 
Clara.  His  supporters 


point.  What's  more, 
litigation  is  consid- 
ered bad  form  in  Sil- 
icon Valley,  where 
the  honorable  way 
to  win  market  share 
is  through  innova- 
tion. During  the 
fight,  Costello  was 
lambasted  in  the 
media  as  a  bully  and 
his  board,  customers,  and  friends  urged 
him  to  give  up  the  chase.  Says  Costello: 
"When  it's  a  solid-steel  case,  you  have  to 
do  something  about  it.  But  there's  so 
many  things  moving  against  you.  It's 
uphill  all  the  way." 

Naturally,  Avant!  (pronounced  Ah- 
VON-tee)  sees  things  differently. 
Lawyei-s  for  the  company  insist  it  never 


sF 


derstand  why  he  would  prefer  to  talkiap 
about  me  instead  of  Cadence's . . .  soft-  ft 
ware  products:  Avant!'s  are  vastly  su- 
perior to  Cadence's  tools,  and  chipmak 
ers  are  voting  with  their  pocketbooks," 
says  Hsu. 

Avant!  backers  claim  Costello's  cru- 
sade is  little  more  than  a  dangerous  ;, 
vendetta  against  a  small,  nimble  rival.  If 


e  ye 
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ucceeds,  they  say,  it  could  have  se- 
s  implications  for  startups,  the 
lood  of  Silicon  Valley.  In  fact,  Avant! 
is  Cadence  is  the  one  fighting  duty 
as  countered  Cadence's  civil  suit 
seeks  hundreds  of  millions  of  dollars 
impensate  for  the  company's  swoon- 
stock  price.  Among  other  things, 
it!  claims  Cadence  employees  have 
ted  Avant!  stock  and  spread  nega- 
rumors  to  drive  it  out  of  business, 
ello  says  these  are  diversionary  tac- 
to  take  the  focus  off  the  evidence, 
mta  Clara  (Calif.)  county  prosecu- 
who  have  heard  both  sides  of  the 
believe  Cadence's  version.  Accord- 
;o  those  prosecutors  and  court  doc- 
nts  filed  by  Cadence  in  connection 
its  civil  suit,  this  is  no  mere  case  of 
mployee  grabbing  a  diskette  or  two 
he  way  out  the  door.  Rather,  they 
;e  that  Hsu  and  the  other  indicted 
it!  executives  are  guilty  of  a  multi- 
■  conspiracy  to  steal  the  "source 
"  to  key  Cadence  "place-and-route" 
rams,  used  by  microchip  designers 


arate  occasions,  prosecutors  allege, 
Avant!  was  able  to  bring  products  to 
market  with  implausible  speed.  In  the 
process,  its  sales  soared  from  $39  million 
in  1994  to  $106  million  in  1996.  In  all, 
Costello  figures  Cadence  has  lost  as 
much  as  $100  million  in  sales  to  Avant!. 

According  to  Finkelstein,  Avant! 
(then  called  ArcSys  Inc.)  from  its  very 
inception  was  built  on  stolen  code. 
Avant!  denies  the  charge.  Finkelstein 
points  to  an  electronic  log  found  during 
a  joint  FBI  and  police  raid  on  Avant!'s 
offices  in  December,  1995,  that  suggests 
Avant!  founder  Stephen  Tzyh-Lih  Wuu 
spent  his  final  weeks  as  a  Cadence  re- 
search and  development  manager  in 
1991  copying  a  basic  place-and-route 
program  called  Symbad.  That,  court  doc- 
uments say,  is  how  Avant!  was  able  to 
launch  its  first  place-and-route  offering, 
called  ArcCell,  in  just  two  years — vs. 
the  six  years  it  took  Cadence  to  finish 
Symbad.  Wuu  says  the  47,000  lines  of 
code  mentioned  in  his  log  were  original 
work  that  he  completed  in  19  days.  But 


puter  do  more  of  the  grunt  work  in 
chip  design.  While  Igusa  never  took  a 
job  at  Avant!,  prosecutors  allege  that 
indicted  Avant!  executive  Shiaoli 
Huang  paid  him  at  least  $15,000  for 
stealing  Cadence  code.  The  money  al- 
legedly came  from  a  shell  company 
Huang  was  administering  called  the 
Saurus  Fund,  which  was  set  up  by 
some  of  the  indicted  executives  pur- 
portedly to  fund  future  startups.  Igusa 
now  faces  six  felony  counts  for  theft, 
stemming  from  a  raid  on  his  home  in 
November,  1995,  in  which  police  found 
a  hard  drive  full  of  Cadence  source 
code,  much  of  it  stripped  of  the  com- 
pany's copyright  notices. 
MIRACLE  GROW.  Avant!  says  that  the 
money  it  gave  Igusa  was  for  a  potential 
startup  project,  and  that  the  company 
never  received  stolen  code  from  Igusa. 
For  his  part,  Igusa  has  pled  not  guilty 
and  could  not  be  reached  for  comment. 
But  once  again,  the  speed  with  which 
the  company  released  an  area-based 
place-and-route  program  strikes  at  least 


THE  CASE  AGAINST  AVANT! 

How  software  maker  Avant!  allegedly  stole  trade  secrets 
from  rival  Cadence — and  got  nabbed — resulting  in  one  of 
the  computer  industry's  biggest  espionage  prosecutions. 

MARCH,  1994  Gerry  Hsu  quits  Cadence,  reportedly  telling 
CEO  Joe  Costello  that  he  would  probably  leave  high  tech 
altogether.  A  few  days  later,  Hsu  emerges  as  CEO  at  com- 
petitor ArcSys,  Avant! 's  predecessor. 

SEPTEMBER,  1994  Key  Cadence  engineer  Mitch  Igusa 
quits.  Subsequent  investigation  reveals  that  Igusa  allegedly 
E-mailed  four  crucial  files  containing  trade  secrets  to  his 
home  PC  before  leaving. 

MAY,  1995  ArcSys,  allegedly  using  stolen  Cadence  technolo- 
gy, goes  public.  Its  market  value  quickly  surpasses  $1  billion. 

AUGUST,  1995  Igusa  is  charged.  Private  investigators  for 
Cadence  discover  an  alleged  "slush  fund"  set  up  by  Avant! 
to  pay  him  for  his  efforts. 

DECEMBER,  1995  FBI  officers  raid  Avant! 's  offices. 

MAY,  1996  Cadence  files  for  a  preliminary  injunction  to  pre- 
vent Avant!  from  selling  possibly  tainted  software.  In  March, 
the  injunction  was  denied,  but  the  presiding  judge  suggested 
there  was  evidence  that  at  least  some  Cadence  code  had 
been  stolen. 

APRIL,  1997  Six  Avant!  managers  are  charged  with  trade- 
secret  theft  and  conspiracy. 

DATA:  BUSINESS  WEEK 


rrange  circuits  on  a  slice  of  silicon. 

don't  file  unless  there's  a  high 
factor,"  says  District  Attorney 
is  Finkelstein.  "We  want  people  ac- 
y  walking  out  the  door  with  prop- 
,  and  that's  what  we  got." 
rdinarily,  place-and-route  programs 

years  to  develop.  Not  at  Avant!. 
stealing  from  Cadence  on  three  sep- 


Cadence  disputes  this  claim,  arguing 
that  100  lines  is  a  normal  day's  work. 

Prosecutors  claim  that  in  1994, 
Avant!  persuaded  former  Cadence  en- 
gineer Mitsuru  "Mitch"  Igusa  to  com- 
mit the  second  theft.  This  time  the  tar- 
get was  allegedly  a  key  enhancement 
to  place-and-route  software — a  so-called 
area-based  program  that  lets  the  corn- 


one  competitor  as  suspicious.  About  a 
year  before  Avant!  released  the  product, 
Hsu  allegedly  approached  rival  Silicon 
Valley  Research  Inc.  about  a  merger  to 
bring  in  such  technology — and  was 
turned  down.  One  Silicon  Valley  Re- 
search manager  was  shocked  when 
Avant!  later  released  the  software: 
"They  miraculously  developed  it  over- 
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night."  Avant!  Chief  Financial  Officer 
John  Huyett  declined  to  comment  di- 
rectly on  the  company's  dealings  with 
Silicon  Valley  Research  but  said  that 
"Hsu  has  talked  to  just  about  everyone 
with  something  to  offer  in  our-  industry." 

The  third  theft  allegedly  occurred  in 
Januaiy,  1995.  According  to  prosecutors, 
on  his  next-to-last  day  at  Cadence  before 
leaving  for  Avant!,  engineer  Chih- Liang 
"Eric"  Cheng  copied  a  program  he  had 
written  over  the  previous  two  years  onto 
a  file  he  named  "byebye"  and  stored  it 
on  a  backup  tape.  Called  v-size,  the  pro- 
gram lets  designers  figure  how  big  a 
chip  must  be  to  handle  a  given  number 
of  circuits.  While  Avant!  never  marketed 
the  product,  it  had  planned  to  do  so  in 
1996,  according  to  documents  seized  by 
the  FBI,  which  has  been  working  with 
Santa  Clara  county  prosecutors  since 
1994.  Avant!  denies  any  wrongdoing,  and 
Cheng  declined  to  comment. 
LUCKY  BREAK.  In  retrospect,  Costello 
finds  it  shocking  how  little  loyalty  his 
former  employees  appeal1  to  have  had  to 
the  company.  "The  same  people  came 
into  my  house  three  times  and  stole 
some  of  my  most  valuable  belongings. 
It's  not  right,  and  we  can't  live  this 
way,"  he  says. 

By  his  own  admission,  Costello  learned 
of  the  alleged  thefts  remarkably  slowly. 
Originally,  he  wasn't  alarmed  when 
Avant  !'s  founders  and  other  employees 
refused  to  sign  forms  promising  to  re- 
spect Cadence's  trade  secrets.  But  he  re- 
considered after  a  surprising  discovery  in 
August,  1995.  A  Cadence  engineer  was 
on  a  routine  visit  to  a  customer  when 
he  happened  to  look  at  some  of  their 
Avant!  software.  He  spotted  a  tiny  flaw 
he  had  unintentionally  written  into  a  Ca- 
dence product  years  before — a  misaligned 
edge  of  a  rarely  used  screen  that  made  it 
appear  fuzzy.  To  confirm  the  engineer's 
hunch,  Costello  asked  a  customer  to  com- 
pare the  two  products.  The  re- 
sults: 4,000  identical  lines  of  code  PIT-BULL  PERSISTENCE 


stop  mentioning  the  affair  at  financial 
meetings — it  was  detracting  from  their 
Avant!  stock  sales  pitches.  Through  it 
all,  customers  continued  to  snap  up 
Avant!  software — usually  without  even 
investigating  Costello's  charges.  "The 
thing  that's  mind-boggling  is  how  peo- 
ple tried  to  dismiss  it,"  says  Costello. 
"It's  like,  'So,  they  stole  some  things.' " 

As  the  heat  rose  against  Cadence  in 
mid-1996,  even  personal  friends  and  back- 
ers questioned  Costello's  judgment.  Ner- 


Goel  says  he  had  made  a  "judgment  cal 
that  Hsu  was  innocent  and  didn't  want  t 
do  anything  that  could  scotch  the  deal 
Others  questioned  Costello's  motive 
After  all,  Avant!  was  winning  away  ke 
customers,  and  Costello,  a  slick  markei 
wasn't  above  playing  dirty  pool  to  h 
his  rival's  reputation,  they  said.  Befo: 
the  indictment,  "I  thought  this  could  hav 
been  without  cause — just  two  companie 
and  two  men  fighting  with  each  other 
admits  Walden  C.  Rhines,  ceo  of  Mer 


I 


investigators,  while 
his  board  urged  him 
to  back  off 


and  even  identical  grammatical  Cadence's  Costello 
Ihtft  took^lace  deni6S  ^        SPent  $1°  milli0n  0n 

Now  armed  ' with  what  he  lawyers  and  private 

considered  conclusive  evidence 
that  Avant!  had  ripped  off  Ca- 
dence code,  Costello  declared 
war.  But  even  as  his  legal  case 
was  jelling,  he  found  little  sup- 
port in  tight-knit  Silicon  Valley.  Industry 
reporters  and  customers  alike  accused 
him  of  using  the  courts  to  beat  up  on  a 
feisty  rival.  A  customer  at  chipmaker  S3 
Corp.  sent  him  a  heated  E-mail  message 
saying  "this  posturing  in  the  courts  is  a 
waste  of  everyone's  time,"  Costello  re- 
calls. Wall  Street  analysts  urged  him  to 


vous  about  the  expense 
and     bad  publicity, 


many  members  of  Ca- 
dence's board  began  to 
reconsider  their  sup- 
port of  the  lawsuit. 
Says    one  Cadence 
manager:  "Our  board 
just  didn't  want  to  go 
to  the  mat."  Friends 
and  trusted  advisers  at 
Motorola  Inc.  and  Siemens  wrote  off  the 
issue,  predicting  that  "you'll  end  up  set- 
tling," Costello  says.  And  as  former  Ca- 
dence colleague  Prabhu  Goel  planned  to 
sell  his  company.  Frontline  Design  Au- 
tomation Inc.,  to  Avant!  in  late  1996, 
Costello  couldn't  even  get  Goel  on  the 
phone  to  discuss  the  ethical  implications. 


tor  Graphics  Corp.  in  Wilsonville,  Ore 
Now  the  indictments  have  giver 
Costello  at  least  partial  vindication.  But 
the  story  is  hardly  over.  On  Apr.  30,  a 
determined  Hsu  vowed  at  an  industry 
conference  to  "take  the  offensive" 
against  Cadence  with  an  aggressive 
marketing  and  advertising  campaign, 
"We  are  not  going  to  stop  until  we  win 
completely,"  said  Hsu. 

Hsu  went  on  to  project  that  Avant! 
would  quadruple  in  size  by  2000.  But 
for  that  to  happen,  he's  going  to  have  to 
keep  himself  and  his  executive  team  out 
of  jail.  Win  or  lose,  Avant!'s  tangle  with 
Cadence  has  been  a  wake-up  call  to  the 
rest  of  Silicon  Valley. 

By  Peter  Burrows 
in  San  Mateo,  Calif 
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wiping  You  Build  a  Better  Business 


Why  Do  So  Many 
Company  Presidents 
Choose  Prudential 

for  Their  401  (k)? 

...  more  and  more  of  their  employees  won't  settle  for  less. 

Today,  your  employees  demand  more  from  their  retirement  plan.  More  information. 
More  choices.  More  security.  As  an  employer,  you  want  all  this — and  less  burden. 
Isn't  it  time  you  added  a  custom-made  401(k)  plan  from  Prudential  to  your  list  of  benefits? 


^^Introducing 
the  SIMPLE 
retirement  plan 
from  Prudential. 


w,  thanks  to  new  legislation 
d  the  innovation  of  Prudential, 
npanies  with  100  or  fewer 
iployees  can  offer  retirement 
nefits  like  today's  biggest 
porations — at  a  price  they 

I  afford. 

Freedom  to  put  away  up  to 
$6,000  a  year,  tax  deferred. 

A  wide  variety  of  Prudential 
Mutual  Funds  to  choose  from. 

Reduced  fees,  administrative 
costs  and  paperwork. 

Flexible  sponsor 
contribution  options. 

Choose  between 
a  SIMPLE  IRA  or  401  (k). 

II  today  to  learn  about  the 
citing  benefits  of  a  SIMPLE 
firement  plan  from  Prudential. 


Team  up  with  a  professional  and 
craft  a  plan  that  fits  your  business 

Prudential  401(k)  plans  come  with  something 
many  others  don't — a  local  contact  who 
can  help  you  structure  a  plan  that's 
just  right  for  your  business.  Your 
Prudential  representative  is 
there  to  help  you  every  step 
of  the  way,  choosing 
investment  options, 
conducting  enrollment 
meetings  or  just 
answering  questions. 


More  convenience,  less  paperwork. 

At  Prudential,  it's  our  job  to  make  your  job  easier. 
So  we  keep  your  paperwork  to  a  bare  minimum. 
And  we  track  all  of  your  plan  data  using 
state-of-the-art  recordkeeping  and  reporting 
systems.  And  whenever  you  need 
help,  a  customer  service 
representative  is  just 
a  phone  call  away. 


Prudential's  employee  education  specialists  con  bring  the 
latest  investment  knowledge  right  to  your  workplace. 


Easy  introductions 

to  a  world  of  financial  possibilities. 

With  a  Prudential  401(k),  plan  sponsors  have  the 
freedom  to  choose  from  a  menu  of  investment- 
options.  We'll  work  with  you  to  create  targeted 
communications,  convenient 
800  telephone  support  services, 
and  specialized  employee 
education  programs — all  to 
help  your  employees  make 
smart  investment  decisions. 


En'ioy  access  to 
these  and  other 
well-known  money 
managers 

Prudential 
MM 


Fidelity  Advisors 
Jennison 
Putnam 


Tap  into  over 
three  decades  of 
retirement  investing 
experience.  With  over 
$36  billion  in  assets  under 
management,  Prudential's  dedicated  retirement 
unit  is  now  the  fourth  largest  defined  contribution 
manager  in  America.*  One  third  of  the  Fortune 
500  companies  entrust  their  retirement  or  other 
institutional  assets  to  Prudential. 

Call  today  for  more  details. 

1-800-353-2847 

www.prudential.com 

(SI  Prudential 


>r  more  complete  information  about  each  fund,  including  charges  and  expenses,  obtain  a  prospectus  by  calling  the  number  above.  Please  read  the  prospectus 
irefully  before  you  invest  or  send  money.  Shares  of  the  Funds  are  offered  through  these  affiliated  Prudential  subsidiaries:  Prudential  Securities  Incorporated;  Pruco 
icurities  Corporation;  Prudential  Investment  Management  Services  LLC,  all  subsidiaries  of  The  Prudential  Insurance  Company  of  America,  Prudential  Plaza,  Newark, 
J  07102-3777.  Prudential  Investments  is  a  unit  of  Prudential  that  manages  invested  assets  on  behalf  of  its  clients.  'Pensions  and  Investments,  May  1996. 
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sryone  is  out  there  hawking  the  platform  they  have.  Is  there  anyone 
o  has  both?  Step  into  our  tent.  HP  Domain  Internet  Servers  are  the 
st  scalable,  manageable  and  secure  solutions  for  both  UNIX*  and 
ndows®  NT.  Regardless  of  your  environment,  we  can  help  your  company 
•  i v e  on  the  net  with  HP  consulting,  education  and  support.  Talk  to 
Our  marketplace  is  at  www.hp.com/go/domain  Capitalize  on  chaos. 
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401(k)  PLANS 


THE  CREAM  OF  THE  CROP 
IN  PENSIONS,  TOO 

The  Business  Week  50  show  imagination  in  helping  employees  plan  for  retirement 
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Two  months  ago,  we  introduced  the 
business  week  so,  an  elite  group 
of  companies  culled  from  an  al- 
ready elite  group,  the  Standard  & 
Poor's  500.  To  make  the  list,  the  com- 
panies had  to  meet  high  standards  on 
such  criteria  as  sales  growth,  profit 
growth,  and  return  to  shareholders. 
Their  innovation  and  initiative  in  such 
areas  as  technology  and  marketing 
helped  them  get  to  the  front  of  the 
pack.  Well,  we  wondered,  are  these  com- 
panies just  as  forward-looking  when  it 
comes  to  providing  retirement  programs 
for  the  employees  who  contribute  might- 
ily to  their  success?  More  specifically, 
how  good  are  their  401(k)  plans? 

The  401(k)  is  becoming  the  principal 
retirement  vehicle  for  U.  S.  companies 
and  their  workers.  This  defined-contri- 
bution  pension  plan  has  a  major  advan- 
tage for  today's  mobile  workforce:  Em- 
ployees don't  have  to  hang  around  5  or 
10  years  to  vest.  It's  also  the  pension 
program  of  choice  for  most  of  the  new- 
er and  faster-growing  com- 
panies, since  there  are  no 
lingering  liabilities  to 


haunt  the  company  in  the  decades  to 
come,  as  might  be  the  case  with  the 
traditional  defined-benefit  plan. 

Defined-benefit  pension  plans  account 
for  two-thirds  of  all  employer-based 
pension  and  retirement  savings,  but  the 
401(k)  and  other  defined-contribution 
plans  are  growing  at  a  rate  of  12.5%  a 
year,  vs.  7.5%  for  defined-benefit  pro- 
grams, according  to  Access  Research 
Inc.,  a  Windsor  (Conn.)  financial-services 
consulting  firm.  True,  most  of  the 
business  week  50  do  not  depend  solely 
on  the  401(k)s  to  fund  employees'  re- 
tirement. But,  we  thought,  if  these  com- 
panies are  leaders  in  their  industries, 
perhaps  they  might  also  be  so  in  the 
development  of  401(k)s. 

We  surveyed  all  50  companies,  in- 
cluding such  giants  as  General  Electric 
and  Intel  as  well  as  relatively  unknown 
high-achievers  such  as  Andrew  and  Tyco 
International.  We  asked  them  about  the 
kinds  of  investment  options  offered  and 
how  plan  participants  use  them.  We  in- 


quired about  employee  participation 
rates,  whether  companies  match  contri  «to 
butions,  and  if  so,  how  much  and  unde 
what  terms.  All  but  8  of  the  50  compa  > 
nies  returned  the  questionnaires.  High 
lights  from  the  survey  are  in  the  tabl 
on  page  107. 

DAILY  valuation.  By  and  large,  th  • 
401(k)s  of  the  bw  50  are  excellent  prq  ,v„k 
grams.  We  compared  the  results  of  th  5  of  11 
survey  against  the  1997  Marketplace 
Update,  a  national  report  on  the  pensio?  mi- 
plans  of  small,  midsize,  and  large  com  ;■]• ;, 
panies  prepared  by  Access  Research 
The  bw  50  offer  more  investment  op 
tions:  8.8,  vs.  6.9  for  the  large-phi] , 
group  of  the  Access  Research  survey  ■■> 
Merrill  Lynch  &  Co.,  one  of  the  nifty  5C 
offers  27  choices,  but  after  all,  it  is  ii htual-n 
the  investment  business.  Another  II  ^ 
companies  have  10  or  more  selections  i^  . 
their  plans. 

bw  50  participants  also  have  higher  \ 
than-average  allocations  to  diversifies 
equity  investments,  34%  vs.  26%  (table)  :  - 
Even  more  striking  is  tha  ^Sii 
the  employees  of  the  bw  & 
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?  35%  of  their  money  in 
pany  stock,  vs.  26%  for 
e  in  the  Access  Research 
ey.  Of  course,  the  bw  50 
all  publicly  traded.  That's 
the  case  with  all  the  com- 
es in  the  Access  Research 
base. 

srhaps  one  reason  for  the 
ig  commitment  to  equities 
lat  83%  of  the  companies 

*  daily  valuation  of  the 
£)s.  On  any  day  an  employ- 
an  find  out  what  the  value 
is  or  her  401(k)  plan  is. 
;'s  a  useful  feature,  espe- 
i  in  volatile  markets.  And  if 
3  participants  want  to  shift 

•  investment  options  in  re- 
se  to  changes  in  the  mar- 


them  to  make  a  change  in 

•  investment  allocations  at 

time.  Furthermore,  91%  of  the  sur- 
id  companies  allow  participants  to 
ow  from  their  401(k)  accounts.  The 
!ss  Research  survey  found  that  only 
of  the  large  company  plans — those 
over  1,000  employees — gave  par- 
ants  loan  privileges, 
ut  beyond  this,  some  of  the  bw  50 
panies  are  making  innovations  in 

•  401(k)  plans  that  have  the  poten- 
to  make  an  impact  on  all  defined- 
ribution  programs.  Compaq  Com- 
r  Corp.,  for  instance,  working  with 
lal-fund  giant  Vanguard  Group,  de- 
ped  a  401(k)  intranet  to  make  the 
ement  plan  more  accessible  to  em- 
ees  (page  110). 

nd  Travelers  Corp.,  the  insurance 
securities  giant  ran  by  Wall  Street 
;  Sanford  I.  Weill,  is  trying  to  win 
latory  approval  for  a  bold  plan  to 
ribute  stock  options  to  its  employ- 


HnwThp  401fYi<?  of 
The  Business  Week  50  Stack  Up 

BW  50 

NATIONAL 
SURVEY* 

ELIGIBLE  EMPLOYEES  ENROLLED 

73% 

77% 

CAN  BORROW  FROM  PLAN 

91% 

81% 

UAiLT  VALUAMUN  Ur  INVtollVltNIo 

oo  /o 

J  3  /o 

NUIYlDtK  UT  INVtolmtNl  Ur  1  lUNb 

fi  8 
0.0 

C  Q 

HOW  THE  ASSETS  ARE  INVESTED  (%) 

STABLE  VALUE,  GIC, 

AND  MONEY-MARKET  FUNDS 

17 

25 

BONO  FUNDS 

4 

7 

DIVERSIFIED  EQUITY  FUNDS 

34 

26 

ASSET-ALLOCATION  AND  BALANCED  FUNDS 

7 

14 

COMPANY  STOCK 

35 

23 

LOANS  AND  OTHER 

3 

5 

*From  1997  Marketplace  Update  by  Access  Research  Inc. 


ees'  401(k)s.  It  would  work  like  this: 
Employees  would  get  options  worth 
10%  of  their  salary,  with  a  $4,000  limit. 
Plan  participants  would  be  able  to  ex- 
ercise up  to  20%  of  their  options  a  year 
and  would  have  to  exercise  within  10 
years.  Participants  would  not  forgo  any 
other  match  to  get  the  options,  since 
Travelers  does  not  make  any  contribu- 
tions to  the  401(k). 

carrot  APPROACH.  The  proposal  is  run- 
ning into  resistance,  primarily  from  the 
Internal  Revenue  Service,  which  is  now 
reconsidering  its  initial  go-ahead.  Trav- 
elers wants  to  be  able  to  take  a  tax  de- 
duction equal  to  the  market  value  of 
the  options,  just  as  the  company  would 
with  cash  or  stock.  Stock  options  as 
normally  granted  are  not  tax-deductible. 
Unlike  cash  or  stock  contributions, 
there's  virtually  no  up-front  cost  to  the 
company  in  granting  options.  To  imple- 
ment the  options  plan,  Travelers  will 


also  need  to  obtain  approval  from  the 
Labor  Dept. 

While  many  companies  elsewhere  use 
videos,  seminars,  and  even  prizes  to  en- 
courage employees  to  participate  in  the 
401(k),  some  of  the  bw  50  are  taking 
bolder  approaches.  Federal  Home  Loan 
Mortgage  Corp.  enrolls  newcomers  in 
the  401(k)  and  withholds  3%<  of  salary  as 
the  employee's  contribution  unless  the 
employee  specifically  opts  out. 

Amgen  Inc.  and  mbna  Corp.  get 
100%  participation  by  automatically  en- 
rolling employees  and  making  the  con- 
tribution for  them.  "It's  intended  to  en- 
courage people  who  do  not  initially 
participate  on  a  voluntary  basis  to  do  so 
later  when  they  see  what  they  can  re- 
ceive through  tax-deferred  compound 
earnings,"  says  David  W.  Spartin,  vice- 
chairman  of  mbna  America  Bank,  a 
credit-card  issuer.  The  company  kicks 
in  an  amount  equivalent  to  1%  of  salary 
for  those  who  don't  participate.  For 
those  who  do — some  80%  make  their 
own  contributions — the  company  match- 
es 50%  on  the  first  6%.  Amgen  goes 
even  further,  with  a  3%  contribution  to 
the  401(k).  That  ensures  that  those  who 
can't  afford  to  make  any  contributions 
don't  get  left  behind.  David  Boyd,  a  40- 
year-old  marketing  manager  for  Am- 
gen, contributes  10%  of  his  salary  to 
the  401(k),  but  he  didn't  always.  "I 
started  and  stopped  quite  a  few  times, 
mostly  because  I  didn't  have  the  cash 
flow,"  says  Boyd. 

About  92%  of  Amgen  employees  do 
make  contributions  from  their  own  pay- 
checks, and  for  them  the  company 
match  is  100%  of  the  employee's  contri- 
bution up  to  5%  of  salary — a  relatively 
rich  plan.  Debra  Costa,  associate  direc- 
tor of  human  resources  at  Amgen,  says 
the  401(k)  is  a  strategic  tool  to  com- 
pete for  top  personnel  against  companies 
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that  often  have  defined-benefit  plans  as 
well.  "We're  in  a  recruitment  mode,  hir- 
ing new  staff,"  she  says.  "We  have  to  be 
competitive  with  large  pharmaceutical 
companies,  biotech  companies,  and  high- 
tech companies  in  general." 

In  judging  401(k)s,  it's  important  to 
remember  that  they  are  only  part  of  a 
larger  benefits  package.  Schering-Plough 


Corp.  does  not  match  employee  contri- 
butions because  it  funds  a  tax-deferred 
profit-sharing  program  that  can  award 
up  to  15%  of  a  participant's  pay.  Intel, 
unlike  most  of  the  other  high-tech  bw  so 
companies,  does  have  a  defined-benefit 
pension  plan.  Columbia  HCA/Healthcare 
Corp.  doesn't  have  a  defined-benefit 
plan,  and  it  shows  the  lowest  401(k) 


participation  rate,  37.6%,  in  the  bw  surj 
vey.  However,  the  hospital-managemen 
company  does  run  two  other  defined 
contribution  plans  with  $27  billion  h 
assets  "with  a  large  participation  rate,' 
says  a  company  spokesperson,  who  add: 
that  company  officials  are  not  concemec 
about  the  lack  of  interest  in  the  401(k) 
Perhaps  one  of  the  most  striking 


A  Look  at  401(k)s  of  the  Business  Week  50 


BOMPJUn 


ALSO  HAS  ELIGIBLE  COMPANY  IF  SO  HOW  MUCH  OF  EMPLOYEE 
DEFINED  EMPLOYEES    MATCH?    CONTRIBUTION  IS  MATCHED 


BENEFIT     IN  PLAN 


BY  THE  COMPANY 


MUST  TAKE  NUMBER   

MATCH  IN  INVESTMENT  STABLE 
COMPANY  OPTIONS  IN  VALUE 


HOW  THE  ASSETS  ARE  INVESTED  (%) 


BOND 
FUNDS 


EOUITY 
FUNDS 


ASSET- 
ALLOWTION 


COMPANY 
STOCK 


LOANS 
OR 


PLAN? 

(%) 

STOCK? 

PLAN 

FUNDS 

FUNDS 

OTHER 

ABBOTT  LABORATORIES 

Y 

90.2 

Y 

Varies,  now  100%  on  first  3% 

Y 

5 

6 

0 

3 

1 

90 

0 

AMERICAN  HOME  PRODUCTS 

Y 

72.4 

Y 

Up  to  50%  on  first  6% 

N 

6 

40 

0 

21 

8 

28 

3 

AMGEN 

N 

100.0 

Y 

100%  on  first  5% 

N 

13 

6 

4 

53 

7 

25 

5 

ANDREW 

N 

89.0 

Y 

100%  on  first  3% 

Y 

9 

5 

1 

29 

0 

60 

5 

BOSTON  SCIENTIFIC 

N 

73.7 

Y 

50%  on  first  4% 

Y 

6 

12 

0 

52 

6 

26 

4 

BRISTOL-MYERS  SQUIBB 

Y 

86.5 

Y 

75%  up  to  6% 

Y 

8 

26 

2 

10 

0 

51 

11 

CISCO  SYSTEMS 

N 

74.2 

Y 

100%  up  to  $1,500  a  year 

N 

12 

12 

11 

62 

5 

0 

10 

COLUMBIA/HCA  HEALTHCARE 

N 

37.6 

Y 

25%  on  first  3% 

N 

4 

17 

0 

25 

15 

43 

0 

COMPAQ  COMPUTER 

Y 

80.1 

Y 

100%  on  first  6% 

N 

7 

12 

2 

37 

0 

49 

0 

DELL  COMPUTER 

N 

63.3 

Y 

100%  on  first  3% 

Y 

7 

5 

2 

20 

3 

55 

15 

ELI  LILLY 

Y 

93.3 

Y 

Varies,  50%  to  100%  on  first  6% 

Y 

5 

14 

......... 

22 

10 

54 

0 

EMC 

N 

91.4 

Y 

100%  on  first  2% 

N 

7 

14 

7 

56 

23 

0 

0 

FANNIE  MAE 

Y 

90.9 

Y 

100%  on  first  3% 

N 

13 

24 

8 

64 

4 

0 

0 

FIFTH  THIRO  BANCORP 

Y 

74.4 

Y 

Up  to  25%  on  first  4% 

Y 

6 

8 

0 

29 

38 

24 

0 

FIRST  CHICAGO  NBD 

Y 

85.8 

Y 

100%  on  first  3%,  50%  next  3% 

N 

12 

10 

4 

28 

8 

50 

0 

FIRST  UNION 

Y 

83.8 

Y 

100%  on  first  6% 

N 

7 

43 

3 

......... 

22 

14 

13 

5 

FEDERAL  HOME  LOAN  MTGE. 

Y 

93.5 

Y 

Varies,  50%  to  100%  on  first  6% 

N 

9 

18 

59 

4 

13 

0 

GENERAL  ELECTRIC 

Y 

85.1 

Y 

50%  on  first  7% 

N 

5 

7 

20 

11 

0 

62 

0 

GILLETTE 

Y 

94.8 

Y 

50%  on  first  10% 

Y 

11 

17 

1 

8 

1 

73 

0 

GREEN  TREE  FINANCIAL 

Y 

72.3 

Y 

50%  on  the  first  6% 

N 

6 

NA 

NA 

NA 

NA 

NA 

NA 

HEALTHSOUTH 

N 

53.3 

Y 

15%  on  first  4% 

N 

7 

21 

12 

38 

0 

0 

29 

HFS 

N 

63.4 

Y 

Varies,  based  on  sliding  scale 

N 

11 

31 

4 

47 

0 

18 

0 

ILLINOIS  TOOL  WORKS 

Y 

69.2 

Y 

60%  on  first  5% 

N 

9 

22 

1 

34 

30 

10 

3 

INTEL 

Y 

64.3 

N 

13 

19 

2 

56 

2 

21 

0 

JOHNSON  &  JOHNSON 

Y 

88.0 

Y 

75%  on  first  6% 

Y 

6 

30 

0 

20 

5 

35 

10 

LOCKHEED  MARTIN 

Y 

90.1 

Y 

50%  on  first  8% 

Y 

10 

16 

12 

20 

17 

35 

0 

MBNA 

Y 

100.0 

Y 

50%  on  first  6% 

N 

6 

12 

1 

27 

14 

40 

7 

MEDTRONIC 

Y 

94.4 

Y 

100%  on  first  6% 

N 

11 

3 

1 

44 

12 

40 

0 

MERCK 

Y 

96.6 

Y 

75%  on  first  6% 

Y 

13 

5 

1 

21 

2 

72 

0 

MERRILL  LYNCH 

N 

79.6 

Y 

50%  on  first  4%,  $1,500  yr.  cap 

N 

27 

11 

8 

61 

0 

20 

0 

MICROSOFT 

N 

86.1 

Y 

50%  on  first  6% 

N 

9 

NA 

NA 

NA 

NA 

NA 

NA 

NORTHERN  TELECOM 

Y 

81.5 

Y 

60%  on  first  6% 

N 

9 

45 

0 

34 

4 

17 

0 

NORWEST 

Y 

70.9 

Y 

100%  on  first  6% 

Y 

5 

16 

7 

18 

18 

41 

0 

PANENERGY 

Y 

98.9 

Y 

Vanes  based  on  service 

Y 

7 

8 

2 

14 

0 

76 

0 

PFIZER 

Y 

88.2 

Y 

100%  on  first  2%,  50%  next  2% 

Y 

4 

1 

8 

7 

0 

84 

0 

PHILLIPS  PETROLEUM 

Y 

79.6 

Y 

15%  (25%  on  stock)  on  first  5% 

Y 

4 

30 

8 

12 

0 

47 

3 

SCHERING-PLOUGH 

Y 

81.5 

N 

8 

14 

1 

42 

7 

31 

5 

SUN  MICROSYSTEMS 

N 

83.3 

Y 

100%  on  first  5%;  $2,200  yr.  cap 

N 

9 

9 

2 

65 

8 

0 

16 

3COM 

N 

72.0 

Y 

25%,  up  to  $750  a  year  cap 

N 

18 

8 

4 

81 

7 

0 

0 

TELLABS 

N 

96.3 

Y 

100%  on  first  3% 

N 

10 

11 

3 

39 

7 

41 

0 

TRAVELERS  GROUP 

Y 

71.7 

N 

10 

27 

2 

32 

0 

35 

4 

TYCQ  INTERNATIONAL 

Y 

87.8 

Y 

Varies,  based  on  particular  plan 

N 

6 

48 

2 

35 

12 

3 

0 

Results  based  on  surveys  returned  by  42  of  the  BW  50.  Percentages  may  not  add  up  to  100%  due  to  rounding. 
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What's  the  difference 
between  RPS  and  UPS? 


One  letter. 

Plus  a  whole  new  way  of  doing  business. 

As  the  fastest-growing  small-package  carrier  in  history, 
RPS  gives  you  choices. 
Like  delivery  to  every  business  in  North  America, 
free  en  route  tracing  (even  on  the  Internet!), 
and  shipping  services  that  really  do  save  time  and  money. 
So  whether  you  ship  packages 
or  receive  them  —  10  a  day  or  10,000  — 
one  letter  does  make  a  world  of  difference. 

RPS.  Delivering  more  than  your  package. 

1-800-ROADPAK"  (762-3725) 
www.shiprps.com 
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things  about  the  401(k)s  of  the  busi- 
ness week  50  is  the  large  amount  held 
in  company  stock.  In  part,  this  comes 
about  because  38%  of  the  companies 
will  match  an  employee's  contribution 
only  with  company  stock.  Johnson  & 
Johnson  puts  one-third  of  its  match  in 
company  stock,  and  employees  have  the 
choice  of  how  to  invest  the  remainder. 
Phillips  Petroleum  Co.  matches  25%  if 
the  employee  is  investing  in  company 
stock.  Otherwise,  it's  15%.  Abbott  Lab- 
oratories, Bristol-Myers  Squibb,  and 
Merck  match  in  company  stock  but  do 
allow  those  employees  close  to  retire- 
ment to  choose  other  investment  op- 
tions for  their  matching  funds. 

Indeed,  in  some  companies,  even 
when  employees  have  the  choice  of  oth- 
er investment  options,  they  tend  to  go 


for  what  they  know.  Look  at  Abbott 
Labs.  Until  January,  1996,  employees 
had  no  choice:  All  of  the  401(k)  money 
went  into  company  stock.  Then  the  com- 
pany added  four  investment  choices  and 
the  chance  to  reallocate.  Today,  68%  of 
the  employees'  regular  investment  still 
goes  toward  stock  and  the  total  plan 
remains  90%  invested  in  Abbott  shares. 
WHO  KNOWS  BEST?  "We  gave  people  a 
door  to  diversification,  and  almost  no 
one  went  through  it,"  says  William  H.  S. 
Preece,  director  of  retirement  funds  at 
Abbott  Labs.  "What  people  have  done 
defies  all  that  they  teach  you  in  business 
school,  but  when  you  look  at  the  re- 
sults, you  can't  say  it  was  a  bad  deci- 
sion." In  the  last  16  months,  the  com- 
pany's stock  has  outperformed  the  s&P 
500  by  50%. 


Nor  is  Abbott  Labs  all  that  unique, 
Since  1981,  the  stock  of  Merck  &  C( 
has  delivered  three  times  the  return  c; 
those  in  the  s&P  500.  So  even  if  a  Merc!; 
employee  had  his  or  her  money  spreai 
among  several  different  investment  op: 
tions,  the  Merck  portion,  because  of  thl 
appreciation  of  the  stock,  would,  ove 
time,  weigh  more  heavily  in  the  401(k'i 
retirement  plan. 

Of  course,  not  everybody  works  for 
bw  50  company.  But  even  if  you  do,  re 
member  that  the  fortunes  of  companie 
change.  It's  still  smart  to  diversify  you 
401(k)  plan. 

By  Jeffrey  M.  Laderman  in  Nei 
York,  with  Larry  Armstrong  in  Los  An 
geles,  Joseph  Weber  in  Philadelphi 
Nicole  Harris  in  Atlanta,  Leah  Natfia 
Spiro  in  New  York,  and  bureau  report 


LOGGING  ON  TO  YOUR  401  (k) 


Want  to  inspire  employees 
to  save  for  retire- 
ment? Try  going 
online.  Since  Compaq 
Computer  Corp.  put 
information  on  its  401(k) 
plan  onto  a  PC  network 
in  its  offices  and  fac- 
tories, inquiries  and 
other  activities 
involving  the  plan  are 
up  more  than  fivefold. 
More  important,  the 
Houston  computer  mak 
er  reversed  a  four-year 
decline  in  its  employee  par- 
ticipation rate. 

The  lesson:  Employees  respond 
to  easier  access  to  information.  Fa- 
miliar technology  makes  it  happen. 
In  just  the  first  10  months  of  opera- 
tion, Compaq's  computer  kiosks 
logged  5,000  online  visitors.  "We 
have  people  accessing  it  all  hours  of 
the  day  or  night,"  says  Ron  Eller, 
vice-president  of  compensation  and 
benefits.  Add  an  aggressive  401(k) 
marketing  campaign,  and  Compaq 
lifted  the  participation  rate  to  82<% 
eligible  employees,  from  78%. 
QUICK  WORK.  The  system  uses  a 
World  Wide  Web  browser  to  access 
enrollment  and  account  information 
at  the  Vanguard  Group,  the  plan  ad 
ministrator.  Compaq  launched  the 
program  just  as  employment  was 
booming — and  the  401  (k)  participa- 
tion rate  was  falling.  Management 
wanted  to  enlist  newer,  younger 


EASY  ACCESS 


Alter 

Compaq  put  40 1  (k) 
information  online, 
inquiries  and  other 
of  activities  increased 
more  than  fivefold 

workers  and  lower-paid  employees  to 
the  plan.  Vanguard  took  Compaq's 
online  idea  and  built  a  prototype  in- 
tranet in  less  than  three  months. 
Then,  software  was  enhanced  to 
match  Compaq's  benefits  programs. 
The  customized  system  is  running 


on  30  computer  kiosks  at  Compaq  of- 
fices around  the  country.  By  fall,  all 
10,300  eligible  employees  are  ex- 
pected to  be  able  to  access  the 
intranet  from  office  or  home 
pes  in  addition  to  the 
kiosks.  The  system  allows 
employees  to  dial  in  to 
check  balances,  take  a 
>  quiz  to  determine  their 
risk  tolerance,  review 
fund  performance,  even 
analyze  the  impact  of 
■^-S^  changing  contributions  on 
the  nest  egg. 

Once  security  features  are 
completed,  employees  will  be  able 
to  change  funds  or  reallocate  contri- 
butions online.  "We're  focusing  on 
putting  everything  into  electronic 
tools,"  Eller  says.  For  now,  realloca- 
tions still  must  go  through  a  tele- 
phone-based system  that  requires 
each  employee  to  use  a  personal 
identification  number.  "We  want  to 
make  sure  all  pieces  are  there,  test- 
ed, and  secure"  before  permitting  on- 
line changes,  Eller  says. 

Vanguard  is  rolling  out  similar 
Web-based  programs  for  customers 
such  as  M.  W.  Kellogg  Co.  and  Bell- 
core Inc.  "I  think  the  online  world 
will  be  the  800  number  of  the  21st 
century,"  says  Bill  McNabb,  Van- 
guard's senior  vice-president  for  the 
Institutional  Investor  Group.  Com- 
paq's 401(k)  participants  got  there  a 
few  years  early. 

By  Gary  McWilliams  in  Houston 
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Introducing 

CFO  Vision 


THE  POWER  TO 

FIGURE  IT  OUT 


ECISIONS  ARE  TOUGHER. 


ME  IS  CRITICAL. 


ESOURCESARE  LEANER. 


sID  THE  BUCK  STOPS  WITH  YOU 


HYPE  JUST  WONT  CUT  IT  ANYMORE. 


919.677.8200    Fax  919.677.4444  www.sas.com/vision/ 


Stop  crunching  and  start  analyzing.  With 
CFO  Vision  you  can  visualize  your  business 
interactively. . .and  gain  control  of  informa- 
tion to  spot  opportunities  and  risks  faster 
than  ever  before.  Reengineer  the  entire 
process  of  financial  consolidation,  reporting, 
and  analysis. .  .as  you  accelerate  the  flow 
of  information  to  decision  makers  at  every 
level  of  your  organization. 

With  the  click  of  a  mouse: 

■  Understand  the  facts  beyond  the  figures. 

■  Improve  timeliness  and  availability  of 
business  reporting. 

■  Analyze  every  "slice"  of  your  business — 
from  branch  profitability  to  product  cost 
analysis — in  any  currency. 

Powerful,  award-winning  data  warehousing, 
OLAP,  graphics,  and  EIS  capabilities  are  all 
included  in  one  fully  integrated,  easy-to-use 
solution.  It's  all  yours  from  one  vendor: 
SAS  Institute,  with  a  proven  track  record 
for  continuous  innovation  and  reliable 
support  at  more  than  29,000  organizations 
worldwide... including  the  Fortune  100. 

For  a  free  preview  of  CFO  Vision, 
just  give  us  a  call  or  send  us  E-mail 

at  bw@sas.sas.com 


SAS  is  a  registered  trademark,  and  CFO  Vision  a  trademark, 
of  SAS  Institute  Inc  Copyright  ©  1996  by  SAS  Institute  Inc 
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GOLD  FINING 


ALL  THAT  GLITTERS 
IS  NOT  BRE-X 

Despite  the  fiasco,  companies  are  furiously  mining  the  globe 


■  n  mid-April,  a  team  of  senior  execu- 
I  tives  from  Barrick  Gold  Corp.  ar- 
I  rived  at  a  rugged  mining  camp  in 
I  Peru  known  as  Pierina.  Their  mis- 
sion was  to  survey  Barrick's  efforts  to 
build  one  of  the  world's  lowest-cost  gold 
mines  some  14,000  feet  up  in  the  Andes, 
where  6.5  million  ounces  of  gold,  worth 
$2.2  billion,  have  been  discovered.  The 
visit  came  at  a  time  when  the  industry 
was  shell-shocked  by  the  scandal  sur- 
rounding Bre-X  Minerals  Ltd.'s  claim 
to  have  found  the  world's  largest  gold 
mine  in  Indonesia. 

Barrick  Chairman  Peter  Munk,  who 
once  bid  to  develop  Bre-X,  shrugs  off 
the  disaster.  Instead,  he  is  stepping  up 
his  gold  quest,  and  not  just  at  Pierina. 
On  Apr.  25,  Munk  raised  $500  million  in 
10-year  bonds,  boosting  his  war  chest  to 
nearly  $2  billion.  Now,  Bairick  is  on  the 
prowl  for  companies  with  rich  gold 
deposits  whose  stocks  have  been  de- 
pressed by  Bre-X. 

It  seems  a  terrible  time  to  bet  on 
gold.  The  price  of  bullion  is  hovering 
around  $340  an  ounce,  near  a  four-year 
low.  On  May  4,  an  independent  audit 
concluded  that  Bre-X's  claim  to  have 
found  71  million  ounces  of  gold  in  In- 
donesia was  a  fraud  "without  precedent 
in  the  history  of  mining  anywhere  in 
the  world."  Yet,  like  Munk,  many  execs 
believe  that  now  is  one  of  the  most 
promising  eras  ever  for  prospecting. 
VIRGIN  land.  With  good  reason.  Since 
the  cold  war  ended  and  the  Soviet 
Union  disintegrated,  dozens  of  countries 
long  closed  to  foreigners  have  begun 
welcoming  miners.  With  so  much  vir- 
gin territory  in  play,  spending  on  non- 
ferrous  mineral  exploration  has  surged 
from  $2.1  billion  in  1992  to  a  record  $4.6 
billion  last  year,  according  to  Canada's 
Metals  Economics  Group.  Most  of  that 
money  is  pouring  into  a  great  global 
gold  rush. 

Intrepid  geologists  are  looking  for 
gold  from  the  jungles  of  South  America 
to  the  mountains  of  Central  Asia. 
Spending  on  exploration  has  quadrupled 
in  Latin  America,  tripled  in  Asia,  and 


quintupled  in  Africa  in  the  past  five 
years.  Many  countries  are  desperate  for 
the  investment  and  jobs  created  by  new 
mines.  The  rush  has  also  been  fueled 
by  fortune-seeking  investors,  who 
pumped  a  record  $3  billion  into  smallish 
Canadian  exploration  companies,  ac- 
cording to  Toronto-based  Yorkton  Se- 
curities Inc.  All  are  looking  for  payoffs 
such  as  that  from  Arequipa  Resources 
Ltd.,  which  discovered  Pierina  last  year. 
Its  stock  soared  thirteenfold  before  it 
was  bought  by  Barrick  for  $790  million. 

At  the  same  time,  the  well-capital- 
ized major  producers — facing  declining 
prospects  in  South  Africa  and  the 
U.  S. — are  going  global  as  well.  Just  four 
years  ago,  Denver-based  Newmont  Min- 
ing Corp.  was  focused  mainly  on  its  U.  S. 
mines.  Today,  it's  the  world's  second- 
largest  producer,  active  from  Ecuador 


LATIN  AMERICA 


Huge  mineral  prospects 
and  new  mining  laws 
have  made  Latin  Amer- 
ica the  No.  1  target 

1996  EXPLORATION 
SPENDING: 
$963  MILLION 


to  Uzbekistan.  The  payoff  is  that  Mi 
many  of  these  rich  mines,  productidp 
costs  run  as  low  as  $100  an  ounce,  vfl 

nearly  $300  in  South  Africa  and  $240  Mf 
the  U.  S.  Toronto-based  Barrick  has  alal  t 
boosted  exploration  spending  to 
million  from  just  $15  million  in  199|| 
and  established  an  advisory  board,  in  J 
eluding  ex-President  George  Bush  anl  % 
former  Canadian  Prime  Minister  Briaft- 
Mulroney,  to  help  open  political  dooijM 
from  Santiago  to  Jakarta.  Rarely,  sajfll^ 
Munk,  have  "I  been  so  confident  and  sabl 
optimistic."  Bamck's  stock  is  down  264j« 
from  its  peak  last  fall,  but  the  companym 
market  capitalization  has  doubled,  froiffl 
$4.4  billion  to  $8.8  billion,  in  four  yearH 
Munk  is  a  gold  bull,  of  course.  Bui 
with  the  demand  for  gold  surging,  hiflMSAl 
optimism  seems  well  founded.  Even  a 
annual  production  has  risen  42%,  t  in 
2,346  metric  tons,  since  1986,  deman-r 
for  fabricated  gold  has  soared  68%,  acjjt  .r 
cording  to  Gold  Fields  Mineral  Service  - 
Ltd.  in  London.  Central  banks,  espe  I*  rev 
cially  in  Europe,  have  made  up  part  o 
the  difference  by  selling  some  of  thei  ii 
gold  hoards.  That  has  depressed  prices :.-  • 
But  the  bulls  believe  gold  has  bot  ! 
tomed  and  will  soon  rebound.  Deman<! 
for  gold  is  exploding  in  Asia,  particularly 
in  India,  where  it  has  a  quasi-religious 
significance.  In  China  and  Vietnam  ; 
where  gold  is  a  symbol  of  wealth, 
mand  has  quadrupled  since  1990.  The 


AFRICA 


With  produc- 
tion slumping 
in  South 
Africa,  com- 
panies are 
now  exploring 
for  gold  in 
Tanzania,  Zim- 
babwe, and  oth 
er  countries. 

1996  EXPLO- 
RATION SPENDING: 
$418  MILLION 
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ES  APART:  Golden  Star  CEO  Fennell  stakes  out  Ivory  Coast,  while  Barrick  Gold  is  betting  big  on  Pierina,  Peru 


n  market,  says  Munk,  "is  the  ulti- 
3  security  on  which  the  future  of 
industry  rests."  He  and  other  ex- 
ives  are  counting  on  it  to  help  the 
i  revive  to  a  range  of  $375  to  $400 
unce  in  the  coming  months, 
all,  the  Bre-X  scandal  has  brought 
i  sobriety  back.  Optimistic  drilling 
rts  had  driven  the  market  value  of 
Calgary  (Alta.)  company  to  $5  bil- 
last  fall  from  less  than  $50  million  in 
j  1995.  But  the  stock  plunged  some 

after  the  true  value  of  its  Busang 
•sit  was  questioned  in  late  March. 

when  trading  resumed  on  May  6 


following  the  devastating  auditor's  re- 
port, the  stock  was  essentially  wiped  out. 

The  Bre-X  collapse  has  caused  lots 
of  pain  for  other  Canadian-based 
prospectors.  Stocks  of  small,  high-risk 
players  are  down  50%  or  more  from 
their  highs  last  year.  It  will  be  far  more 
difficult  for  small  companies  to  raise 
funds  for  exploration.  "We'll  see  a  dra- 
matic thinning  of  the  ranks  over  the 
next  year,"  predicts  Robert  M.  D.  Cross, 
chief  executive  of  Yorkton  Securities. 
Exploration  spending  is  likely  to  fall 
from  the  peak  levels  it  hit  last  year. 

Still,  thanks  to  record  sums  raised  in 


recent  years,  many  of  the  exploration 
companies  remain  well  funded.  "There 
are  just  too  many  good  opportunities 
out  there"  for  prospectors  to  stop  now, 
maintains  David  Cox,  senior  research 
analyst  at  Metals  Economics  Group, 
which  tracks  exploration. 

Perhaps  more  important,  the  prob- 
lems of  weaker  players  may  play  into 
the  hands  of  industry  giants.  As  some  of 
the  cash-starved  smaller  companies  begin 
to  weaken,  they'll  create  "one  of  the 
best  opportunities  we've  had  in  years"  to 
pick  up  promising  properties  at  a  dis- 
count, predicts  George  H.  Plewes,  Chair- 
man of  Southwestern  Gold  Corp.,  which 
is  active  in  Peru  and  China. 
HIGHER  ODDS.  Meanwhile,  the  economics 
of  exploration  continues  to  shift,  making 
untapped  markets  ever  more  lucrative. 
South  Africa,  which  once  accounted  for 
70%  of  world  production,  has  been  in 
steep  decline.  Last  year,  output  from 
its  deep  underground  mines  fell  5.5%,  to 
just  21%  of  world  output.  In  the  U.  S., 
the  second-largest  producer,  companies 
complain  that  a  tougher  regulatory  en- 
vironment has  made  it  harder  to  open 
new  mines. 

By  contrast,  international  mining  com- 
panies are  often  welcomed  as  economic 
saviors  in  emerging  markets.  Almost  all 
companies  believe  then1  odds  of  finding 
huge,  low-cost  deposits  are  higher  in 
these  relatively  unexplored  countries  than 
in  the  picked-over  terrain  of  the  U.S. 
and  South  Africa.  In  a  business  where 
most  discoveries  are  less  than  1  million 
ounces,  Newmont  found  a  total  of  8  mil- 
lion— worth  $2.7  billion — at  its  Yanacocha 
mine  in  Peru.  Because  the  gold  is  easily 
accessible,  it  costs  just  $112  an  ounce  to 
produce  at  Yanacocha,  less  than  half  the 
average.  And  Freeport-McMoRan  Copper 
&  Gold  is  still  discovering  gold  at  its 
Grasberg  mine  in  Indonesia,  where 
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CENTRAL  ASIA 


Despite  political  risks,  some 
companies  are  developing 
known  gold  reserves  in 
Russia  and  Central 
Asian  Republics. 


1996  EXPLORATION 
SPENDING: 
$76  MILLION 


PACIFIC  RIM 


The  region 
linking  the 
Philippines, 
Papau  New 
Guinea,  and 
Indonesia, 
known  as  the 
Rim  of  Fire,  has 
already  produced 
enormous  finds. 

1996  EXPLORATION 
SPENDING: 
$415  MILLION 

DATA  METALS  ECONOMICS  GROUP 
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reserves  are  now  worth  $18  billion. 

Emerging-market  politicians  have  tak- 
en their  cues  from  Chile,  where  the 
global  mining  rash  got  its  start  in  the 
1980s.  Chile  became  the  first  mineral- 
rich  developing  country  to  liberalize  its 
mining  laws  to  attract  foreign  invest- 
ment. Since  then,  mining  has  become 
the  locomotive  of  Chile's  renaissance,  ac- 
counting for  more  than  half  the  $15.5 
billion  of  foreign  investment  in  the  coun- 
try. That  has  boosted  mining  exports — 
both  copper  and  gold — to  a  projected 
record  $8  billion  this  year  and  generated 
220,000  jobs  over  the  past  10  years,  ac- 
cording to  the  National  Mining  Society. 

The  Chilean  experience  has  since 


its  Kumtor  mine  in  the  snow-covered 
peaks  of  the  Tien  Shan  mountains.  The 
joint  venture  with  the  Kyrgyz  state  min- 
ing company  is  the  largest  gold  project  in 
a  dozen  years  in  the  mineral-rich  Com- 
monwealth of  Independent  States  and  is 
expected  to  produce  500,000  ounces  of 
gold  a  year  for  the  next  15  to  20  years. 
"It's  a  huge  contribution  to  our  economy," 
says  Dastan  Sarygulov,  president  of  Kyr- 
gyzaltyn,  the  mining  company,  predict- 
ing it  will  boost  the  tiny  country's  $2.7 


nies.  Jaguars,  wild  hogs,  and  killer  croi 
odiles  lurk  near  the  company's  propertie 
Plate-size  spiders  eat  birds,  and  malari 
is  a  constant  threat.  Dealing  with  th 
locals  can  also  prove  challenging.  Whe 
Golden  Star  ceo  David  A.  Fennell  m< 
with  tribal  chiefs  near  one  camp,  "the 
had  a  prayer  to  the  gods  that  our  geol< 
gists  would  have  the  eyes  to  see  th 
gold,"  he  recalls.  He  and  his  wife  als 
went  through  a  tribal  wedding  ceremom 
The  prayers  seem  to  have  done  th 


Since  the  cold  war  ended  and  the  Soviet  Union 
collapsed,  dozens  of  countries  long  closed  to 

foreigners  have  begun 
welcoming  miners 


( 


NEW  DELHI:  Demand  is  up  in  India,  where  gold  has  quasi-religious  significance 


been  copied  by  most  Latin  nations.  In 
1993,  Argentina  introduced  new  laws 
that  capped  government  royalties  at 
just  3%,  exempted  foreign  producers 
from  import  duties,  and  gave  them  the 
right  to  develop  property  on  the  miner- 
al-rich Chilean  border.  That  triggered 
a  stampede  in  which  72  foreign  mining 
companies  have  spent  some  $1  billion 
to  claim  promising  territory  and  pro- 
duce minerals.  Mining  employment  is 
expected  to  triple,  to  40,000.  "This  is  a 
dream  come  true  for  us,"  says  Miguel 
Guerrero,  Argentina's  mining  director. 

Altogether,  some  70  countries  have 
rewritten  their  mining  laws  to  lure  in- 
vestors. Change  is  sweeping  across 
Africa.  Leading  the  charge  is  Ghana's 
Ashanti  Goldfields,  which  has  four  op- 
erating mines  and  is  exploring  in  12 
countries,  from  Mali  to  Tanzania. 

Gold  fever  even  extends  into  remote 
Kyrgyzstan,  where  Canada's  Cameco 
Corp.  recently  began  producing  gold  at 


billion  gross  domestic  product  by  19%. 

Cameco  ran  into  its  share  of  prob- 
lems building  the  mine.  Because  Kyr- 
gyzstan is  one  of  the  most  isolated  of 
the  former  Soviet  republics,  almost 
everything,  from  heavy  equipment  to 
food,  was  shipped  in  thousands  of  miles. 
"Everything  you  see  here  we  brought 
here,"  says  John  Kazakoff,  the  joint  ven- 
ture's vice-president  for  operations,  who 
has  worked  at  the  site  since  1994.  That 
quadrupled  transportation  costs  and 
pushed  total  costs  $100  million  over  pro- 
jections. To  meet  demands  from  the 
government,  the  company  had  to  give  it 
a  two-thirds'  stake  in  the  mine.  But 
with  a  huge  $3  billion  lode,  it  will  still 
be  a  low-cost  mine. 

killer  CROCS.  In  the  jungles  of  South 
America,  Golden  Star  Resources  Ltd. 
has  faced  even  more  formidable  obsta- 
cles. The  Denver-based  company,  found- 
ed in  1984,  is  now  one  of  the  world's 
largest  specialized  exploration  compa- 


f 


trick.  Golden  Star's  first  success,  the  3. 
million-ounce  Omai  mine  in  Guyana,  wa 
built  with  Canada's  Cambior  Inc.  in  199 
and  now  accounts  for  a  fifth  of  Guyana': 
gross  domestic  product.  Omai  is  also 
big  moneymaker  for  Golden  Star,  whicl 
retains  a  30%  stake.  This  summer; 
Golden  Star  and  Cambior  also  plan  U 
build  a  2  million-ounce  mine  in  Suriname 

Such  examples  of  continuing  work  exi 
plain  why  many  in  the  industry  believi! 
the  gold  rash  will  survive  Bre-X.  True 
the  Toronto  Stock  Exchange's  bellwethe: 
Gold  &  Precious  Metals  Index  is  dowi 
35%  from  last  year's  high,  and  explo 
ration  stocks  have  been  hit  even  hardeife 
Golden  Star  is  off  59%  from  the  high  i  j 
hit  during  the  Bre-X  frenzy.  But  som<| 
gold  bugs  are  nonetheless  urging  in 
vestors  to  buy.  "There  are  some  incredi 
ble  values  out  there,"  argues  James  U 
Blanchard,  editor  of  Gold  Newsletter,  whi 
says  new  discoveries  and  rising  price 
could  help  some  gold  stocks  double  in 
year.  "If  you're  ever  going  to  buy  golc 
shares,"  he  adds,  "this  is  the  time." 

Coming  so  soon  after  Bre-X,  thai 
may  seem  like  dangerous  advice.  Bui 
gold  rashes  have  always  been  fueled  bj 
people  willing  to  take  extraordinary 
risks.  Few  are  likely  to  wade  through 
the  jungles  of  the  Amazon,  or  venture 
to  the  mountains  of  Central  Asia,  unless  j 
they're  possessed  by  intoxicating  dreams] 
combining  greed,  glory,  and  gold.  It's 
mix  that  can  easily  spin  out  of  control 
But  at  least  for  now,  the  potential  re 
wards  seem  too  great  for  prospectors  , 
with  the  deepest  pockets  and  the  steel- 1 
iest  nerves  to  pass  up. 

By  William  C.  Symonds  in  Toronto,\i 


with  Carol  Matlack  in  Kumtor,  Ian- 
Katz  in  Guiana  Shield,  Michael  Shan 
in  Jakarta,  and  bureau  reports 
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When  Pacific  Northwest  National  Laboratory,  the  National  Institutes  of  Health  and  other  leading  research  centers  tackle  problems  of 
ai  proportions,  they  start  with  a  powerful  solution:  the  IBM  RS/6000  SR*  Its  unique  ability  to  perform  large-scale  computer  simulations 
des  scientists  and  researchers  with  new  ways  to  design  lifesaving  drugs,  locate  oil  reserves,  even  clean  up  the  surroundings  —  in  less 
and  with  less  risk  to  the  environment.  And  that  benefits  all  of  us.  For  a  closer  look  at  an  RS/60008  solution  to  your  complex  science, 
nical  or  business  problems,  stop  by  www.rs6000.ibm.com/solutions  or  call  1  800 IBM-2468,  ext.  FA060. 


)00  SP  and  RS/6000  are  registered  trademarks  and  Solulions  tor  a  small  planet  is  a  trademark  ol  IBM  Corp  All  olner 
nd/or  product  names  are  trademarks  or  registered  trademarks  ol  their  respective  companies  ©1997  IBM  Corp 
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BY  GENE  G.  MARCIAL 

MAKING  BEAUTIFUL 
SOFTWARE  TOGETHER? 

When  Rational  Software  (ratl)  an- 
nounced on  Apr.  7  it  had  agreed 
to  acquire  Pure  Atria  (pasw),  shares 
of  both  companies  plunged:  Rational 
dropped  42%,  to  13,  and  Pure  Atria 
crashed  44%,  to  TA.  A  spooky  reaction: 
What  was  bugging  the  Street? 

Analysts  didn't  see  the  wisdom  in 
combining  the  two  largest  players  in 

SEE  HOW  THEY  FELL 
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software-development  tools — used  by 
software  writers  to  design  new  com- 
puter programs.  So  says  Paul  Cleve- 
land, a  managing  director  at  San  Fran- 
cisco investment  firm  Hambrecht  & 
Quist,  who  helped  put  the  deal  togeth- 
er. Analysts  think  that  market-leader 
Rational — whose  stock  traded  at  44  in 
early  November — had  no  need  to  ac- 
quire the  No.  2.  Pure  Atria,  whose 
stock  hit  a  high  of  41  in  mid-1996, 
made  the  deal  look  even  worse  when  it 
announced  that  its  first-quarter  earn- 
ings would  be  less  than  expected. 

Also  helping  depress  the  stock,  notes 
Cleveland,  is  the  reluctance  of  many 
arbitrageurs  to  trade  merger  deals  in- 
volving small-cap  technology  compa- 
nies. But  investors  who  aped  the  mo- 
mentum players  in  dumping  the  shares 
"have  provided  a  terrific  window  for 
value  players  like  us  to  get  into  both 
stocks  at  tremendous  bargain  prices," 
says  a  San  Francisco  money  manager. 
By  May  6,  Rational  had  crept  up  to 
15%  and  Pure  Atria  to  11%. 

The  merger  deal,  in  which  a  Pure 
Atria  shareholder  gets  0.9  Rational 
shares  for  each  Pure  Atria  share,  will 
leave  Rational  shareholders  owning 
54%  of  the  combined  company  and 
Pure  Atria  shareholders  with  46%. 


Backers  of  the  deal  figure  Pure 
Atria  should  be  tip  to  14i4  at  least, 
based  on  the  merger's  formula.  And 
upon  closing  of  the  deal,  they  reckon 
the  merged  companies'  stock — given 
their  current  prices — should  rise  to  40. 

h&q's  Cleveland  thinks  that  Rational 
and  Pure  Atria,  combined,  will  be  a 
powerhouse.  Their  products  are  com- 
plementary and  don't  overlap  much,  he 
adds.  Already,  Rational  is  in  a  strategic 
pact  with  Microsoft  to  supply  an  in- 
troductory version  of  its  "Rational 
Rose"  development  tool  to  users  of  Mi- 
crosoft. And  Pure  Atria  and  Microsoft 
have  agreed  to  develop  jointly  an  en- 
hanced debugging  interface  for  Java 
applications. 


ALL  GUSSIED  UP  AT 
CHARMING  SHOPPES 

I  iz  Pierce  shops  hard.  So  hard  that 
■■there  have  been  times  she  has  got- 
ten thrown  out  of  stores.  That's  be- 
cause Pierce,  pen  and  pad  in  hand, 
probes  deep — checking  on  prices,  in- 
ventories, and  traffic.  She's  the  retail- 
ing analyst  at  Stephens  Inc.,  an  in- 
vestment firm  in  Little  Rock.  "In  order 
to  make  sensible  investment  judg- 
ments, I  visit  stores  of  the  companies  I 
cover  as  often  as  I  can,"  says  Pierce. 

The  result:  She  finds  offbeat  retailers. 
One  is  Charming  Shoppes  (chrs),  op- 
erator of  a  strip-mall  specialty-apparel 
chain  with  1,251  outlets.  A  misbegotten 
merchandise  strategy  had  kept  sales 
lackluster  and  the  company  in  the  red. 
Sales  fell  from  $1.3  billion  in  the  year 
ended  Jan.  31,  1996,  to  $1  billion  the 
year  following. 

Enter  new  ceo 
Dorrit  Bern,  an 
ex-Sears  women's 
wear  vice-presi- 
dent, who  has  re- 
organized Chairn- 
ing  Shoppes  since 
her  arrival  in 
September,  1995. 
"The  company  un- 
der Dorrit  is  now 
in  an  offensive 
strategy  in  re- 
gaining customer 
confidence  and 
building  customer 
traffic,"  according  to  Pierce.  She  figures 
Charming  Shoppes  will  be  in  the  black 
and  will  earn  20(2  a  share  by  Jan.  31, 
1998,  and  28(2  in  fiscal  1999.  Gross  mar- 
gins, she  notes,  have  widened  because  of 


PIERCE:  The  chain 
at  last  is  "in  an 
offense  strategy" 


more  full-price  selling,  lower  mark- 
downs,  payroll  cuts,  and  reduced  buying 
costs.  Pierce  expects  Charming  Shoppes, 
now  at  5'%.  a  share,  to  hit  15  in  a  year. 


VIVA  PCs 
IN  BRAZIL 


On  Apr.  25,  when  Vitech  America 
(vtch)  posted  better-than-expected 
first-quarter  earnings  (up  72%  from  a 
year  earlier),  the  stock,  trading  at 
around  10,  hardly  budged.  It  reached 
15%  in  late  February  but  has  since 
been  on  a  downswing,  mainly  because 
of  short-sellers,  who  were  convinced 
Vitech  would  be  unable  to  finance  the 
fast-growing  demand  for  the  computers 
and  networking  equipment  that  it 
makes  and  sells  in  Brazil.  But  by  early 
May,  shares  of  Vitech  rebounded  to  12. 

One  reason:  Some  bears  started  buy- 
ing to  cover  their  short  positions  after 
getting  signals  that  Miami's  Vitech  may 
be  able  to  secure  the  financing  after  all. 
One  pro  says  a  well-known  investment 
bank  has  set  up  a  receivables-based 
credit  line  of  $50  million.  "With  a  mar- 
ket growing  at  30%  a  year,  the  new 
funds  will  support  Vitech's  growing 
consumer-financing 


BUCKING  FOR  A 
MICROSOFT  TIE-IN 


program,"  he  says. 

Another  plus: 
Vitech  is  expect- 
ed to  form  a  pact 
with  Microsoft,  li- 
censing Vitech  to 
bundle  Microsoft 
software  with  its 
Vitech  Vision  PCs. 
"Microsoft's  lead- 
ing-edge software 
in  Portuguese — 
combined  with 
our  countrywide 
service  network — 
makes  our  com- 
puters a  com- 
pelling buy,"  says  Vitech  President 
William  St.  Laurent. 

Vitech  sells  directly  to  customers 
and  has  "a  profitable  niche  in  the 
world's  fastest-growing  computer  mar- 
ket," notes  analyst  Steve  Loewengart 
of  H.J.  Meyers,  a  New  York  invest- 
ment firm.  With  2.5%  of  the  Brazilian 
market,  Vitech  aims  to  boost  its  share 
to  8%  over  the  next  5  years.  His  12- 
month  target  for  the  stock:  18.  Rev- 
enues— $73  million  last  year — are  ex- 
pected to  grow  50%  this  year.  He  sees 
Vitech,  which  earned  94(2  a  share  in 
1996,  to  make  $1.12  in  1997. 


DATA  BLC0M3ERG  FINANCIAL  MARKETS 


116  BUSINESS  WEEK  /  MAY  19,  1997 


DECISION    SUPPORT  SOLUTIONS 

awn  mowers 

_  Toaster 
humidifiers 

an 


How  do  you  turn  your  business  data  into  a  sizable  business  advantage?  We  offered  Sears  a  versatile  power  tool:  the  IBM  RS/6000! 
ving  them  a  choice  of  the  leading  database  software,  the  RS/6000  provided  Sears  with  the  flexibility  to  design  a  truly  custom  data 
house.  And,  with  its  award-winning  UNIX*'  operating  system,  A IX*.  the  RS/6000  easily  manages  their  existing  data.  It  adds  up  to  a 
;ion  support  system  that  helps  Sears  better  serve  their  customers  and  helps  keep  their  business  growing,  too.  To  see  how  an  RS/6000 
ion  can  power  your  business,  stop  by  www.rs6000.ibm.com/solutions  or  call  1  800 IBM-2468,  ext.  FA059. 


)00  and  AIX  are  registered  trademarks  and  Solulions  for  a  small  planet  is  a  trademark  ol  IBM  Corp  UNIX  is  a 
:rademark  in  the  U  S  and  other  countries,  licensed  exclusively  through  X/Open  Company  Limited  All  other 
nd/or  product  names  are  trademarks  or  registered  trademarks  of  their  respective  companies  ©1997  IBM  Corp 


Media 


DEALS 


THE  DIVINE  RIGHT 
OF  MOGULS 

Is  Robertson's  deal  with  Murdoch  unfair  to  other  investors? 


As  a  man  of  the  cloth,  the  Reverend 
M.  G.  "Pat"  Robertson  is  well  versed 
in  age-old  admonitions  not  to  kill, 
steal,  or  worship  graven  images. 

But  as  chairman  of  International  Fam- 
ily Entertainment  Inc.  (ife),  Robertson 
apparently  has  little  reverence  for  the 
golden  rule  of  corporate  governance:  Thou 
shalt  not  cut  yourself  a  better  deal  than 
the  rest  of  the  shareholders. 


which  climbed  from  15  to  21  as  rumor's  of 
a  deal  spread,  would  have  gotten  nothing. 

But  media  investor  Gordon  Crawford, 
whose  funds  own  about  15%  of  the  Class 
B  shares,  raised  hell  over  the  deal,  say 
other  ife  institutional  shareholders.  Now, 
the  terms  will  include  all  shareholders, 
but  the  Robertsons  will  still  come  out 
way  ahead.  They  will  get  around  $40  a 
share,  or  $200  million,  in  a  deal  struc- 


tee.  Robertson  may  be  hoping  a  pric'ii 
for  Class  B  shares  of  $26  or  $27  a  shart| 
more  than  a  20%  premium  over  theii 
current  value,  will  buy  other  shareholdlj 
ers'  acquiescence.  Still,  "that's  a  share! 
holder  lawsuit  waiting  to  happen,"  say! 
corporate  governance  expert  Nell  Minov 
of  the  Lens  Fund.  While  ife  declined  tjj 
comment  on  the  deal,  Robertson  said  in 
statement  that  "ife  is  aware  of  its  oblig 
ations  under  the  securities  laws  and  iti 
certificate  of  incorporation... and  will  ac 
at  all  times  in  compliance  therewith." 
Robertson's  gambit  places  him  squa 

ly  among  other  media   

executives  who  have  ROBERTSON 
used  their  supervoting  (right)  and 
shares  to  cut  themselves  his  son  may 
rich  deals,  tci  Chairman  get  about 
John  C.  Malone  did  so  $200  million 


,  of  y 


MURDOCH 

needs  an 
outlet  for 
Fox's  kiddie 
programming 


Robertson  is  close  to 
a  deal  to  sell  ife  to  Ru- 
pert Murdoch's  News 
Corp.  for  about  $1.4  bil- 
lion, industry  sources 
say.  But  a  key  condition 
is  apparently  that  Robertson  receive  a 
hefty  premium  for  his  shares  over  what 
public  shareholders  will  receive.  Murdoch 
is  after  ife's  Family  Channel,  which  can 
be  seen  in  nearly  69  million  U.  S.  homes 
and  would  provide  a  perfect  vehicle  for  a 
planned  Fox  Kids  Network. 
raising  HELL.  Robertson,  a  onetime  pres- 
idential candidate,  and  his  son,  ife  Pres- 
ident Timothy  B.  Robertson,  together 
control  all  of  the  company's  Class  A 
shares,  which  cany  10  times  the  voting 
power  of  the  publicly  traded  Class  B 
shares.  As  the  deal  with  News  Corp. 
stood  a  few  weeks  ago,  says  a  source  fa- 
milial- with  the  agreement,  the  Robert- 
sons stood  eventually  to  receive  nearly 
$400  million,  or  nearly  $80  per  share,  and 
News  Corp.  would  also  have  bought  the 
23%  of  Class  B  shares  held  by  Tele-Com- 
munications Inc.'s  Liberty  Media  Corp. 
Holders  of  the  remaining  Class  B  shares, 


tured  to  pay  them  two  or  three  years 
from  now,  while  Class  B  shareholders 
will  immediately  get  about  $26  or  $27  a 
share,  sources  say.  Despite  investor  un- 
happiness  over  the  Robertsons'  premi- 
um, "it  sounds  like  it's  going  to  get  done 
to  us,  regardless,"  says  Ann  M.  Miletti  of 
Strong  Capital  Management  Inc.,  among 
the  largest  Class  B  shareholders. 

While  investors  seem  resigned,  the 
Robertsons'  sweetened  deal  appears  to 
flout  a  promise  made  in  ife's  certificate  of 
incorporation,  which  says:  "In  thtj  event 
of  a  merger  or  consolida- 
tion [all  classes  of  share- 
holders] shall  be  entitled 
to  receive  the  same  per- 
share  consideration."  The 
clash  between  this  guar- 
antee and  the  terms  of 
the  proposed  transaction 
apparently  has  been  hold- 
ing up  completion  of  the 
deal,  and  ife  may  find 
some  way  to  structure 
the  deal  that  does  not 
run  afoul  of  the  precise 
wording  of  the  guaran- 
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when  he  agreed  to  sell  tci  to  Bell 
lantic  Corp.  in  1993.  The  deal  later 
apart.  Jones  Intercable  Inc.  CEO  Glenn^ 
R.  Jones  left  public  shareholders  out  of 
the  action  entirely  when  he  sold  shares 
Bell  Canada  for  about  $26  each  in  1994 
Bell  Canada  also  paid  Jones  $54  million; : 
for  an  option  to  buy  his  supervoting  ir 
shares  at  a  later  date.  Today,  Jones)), 
trades  at  about  9. 

Investors  may  be  growing  impatient 
with  such  transactions.  "If  companies^, 
don't  treat  shareholders  the  same,  they'll 
have  a  tough  time  rais- 
ing capital,"  says  Chuck 
McQuaid  of  Wanger  As- 
set Management,  anoth- 
er ife  shareholder.  "If  we 
can't  trust  management, 
we're  not  going  to  invest 
with  them  again." 

Strong  words.  But 
faced  with  deals  like  the 
one  in  the  works  at  ife, 
investors  can  be  forgiven 
their  disenchantment 

By  Elizabeth  Lesly  in 
New  York 
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CTRON1C  COMMERCE 

HE  ULTIMATE 
LASTIC 

ally,  smart  cards  are  poised  for  a  takeoff  in  the  U.S. 

|  mpty  out  the  contents 

of  your  wallet,  and 

you're  likely  to  find  a 
ljumble  of  plastic  and 
r — credit  cards,  a  dri- 

license,  a  health-care 
erhaps  a  few  frequent- 
cards.  You'd  a'so  find  a 
il  of  dollar  hills  and 

change.  What  if  you 
I  combine  all  of  those 
;s  into  one  neat  credit- 
size  package?  Instead 
mbling  for  coins  when 
make  a  phone  call  or 
anto  the  subway — just 
t  the  card  into  a  spe- 
slot.  Doctor's  appoint- 
:?  The  card  contains 
medical  history  and  in- 
:ice  information. 

lat's   the   promise   of  smart 
? — slips  of  plastic  that  resemble 
idit  card,  but  with  one  big  dif- 
lce:  Embedded  in  them  is  a 
)uter  chip  that  can  store  500 
3  the  data  of  a  magnetic  stripe 
.  For  now,  most  smart  cards 
le  a  single  task,  such  as  stor- 
ilectronic  "money,"  which  can 
awnloaded  from 
bank  account. 
LEAP.   In  the 
3  ahead,  though, 
lgle  card  might 
ile  many  of  the 
:s  mentioned 
e.  Either  way, 
marriage  of  sih- 
and  plastic  could 
le  biggest  leap  in 
xmer  convenience 
;  automatic  teller 
fines. 

ar  millions  of  people  around  the 
e,  they  already  are.  In  Europe, 
*e  phone  rates  are  high,  smart  cards 
long  been  a  popular  alternative  to 
it  cards,  which  require  an  expen- 
phone  call  to  a  central  database  to 
orize  each  transaction.  The  chips  in 
*t  cards  make  it  possible  to  autho- 


rize a  purchase  on  the  spot.  But  in  the 
U.  S.,  where  telephone  costs  are  low 
and  magnetic-stripe  credit  cards  are  the 
plastic  of  choice,  there  has  been  little  in- 
terest in  smart  cards.  Analysts  estimate 
only  2%  of  all  smart  cards  are  used  in 
the  Americas,  while  Europe  claims  90%. 

That's  about  to  change.  After  years  of 
predictions,  smart  cards  may  finally  be 
poised  for  takeoff  in  the  U.  S.  Banks 
and  other  card  issuers  say  the  capabili- 
ties of  magnetic  stripe  cards  are  tapped 
out.  They  see  smart  cards  as  a  way  to 
offer  brand-new  services.  A  single  smart 


LAB  WORK:  A  Wells  Fargo 
worker  uses  a  smart  card 


DATA-PACKED 

The  cards  could 
eventually  carry 
not  just  cash  but 
health  histories, 
plane  tickets,  and 
E-mail  access 


card,  for  instance,  can  be 
used  to  buy  an  airline  tick- 
et, store  it  digitally  and 
track  frequent-flier  miles. 

And  there's  a  bigger 
force  at  work:  the  Internet. 
As   electronic  commerce 
gains  steam,  smart  cards 
provide  a  crucial  link  be- 
tween the  Web  and  the 
physical  world.  The  same 
digital  money  used  to  buy 
things  on  the  Net — includ- 
ing purchases  under  $5  for 
which  credit  cards  are  pro- 
hibitively expensive — can 
be  downloaded  from  your  online  bank 
account  onto  a  card.  That  card  could 
then  be  used  to  buy  milk  at  the  cor- 
ner grocery  store.  Smart  cards  and 
E-cash  could  make  up  half  of  the  $7.3 
billion  in  online  sales  expected  by  2000, 
figures  market  researcher  Jupiter  Com- 
munications Inc. 

Such  possibilities  are  fueling  heady 
forecasts.  Research  firm  Dataquest  Inc. 
predicts  that  by  2001,  smart-card  ship- 
ments in  the  Americas  will 
grow  to  6.8  million,  or  20% 
of  the  estimated  3.4  bil- 
lion units  worldwide.  "The 
Internet  combined  with 
the  development  of  elec- 
tronic cash  will  finally  start 
the  smart-card  revolution 
;  in  the  U.  S.,"  says  Keith  S. 
Kendrick,  senior  vice-pres- 
ident,  smart  payments, 
with  at&t  Universal  Card. 

There's  already  a  flurry 
of  activity.  Credit  and  deb- 
it-card companies  from 
at&t  to  visa  are  migrating 
from  magnetic  stripe-based 
cards  to  ones  with  mi- 
crochips. Hewlett-Packard 
Co.  on  Apr.  23  said  it  would 
spend  $1.18  billion  to  ac- 
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Presenting  the  extraordinary  new  EPSON'  1440  dpi  printers. 
Outrageous  Photo  Quality  color.  Microscopic  detail.  Laser-quality 
black  text.  All  from  our  exclusive  Micro  Piezo"  Technology -for  the 
smallest,  cleanest,  most  consistent  dot  ever  created.  You'll  get  out- 
puts that  look  just  like  originals -at  overall  print  speeds  21%  faster 
than  any  competitor's.  Starting  at  just  $299.  Call  1-800-CO-EPSON 
and  ask  for  Operator  3100  or  visit  us  at  www.epson.com. 
You'll  see  exactly  why  these  printers  are,  well... real  gems. 
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Information  Processing 


quire  VeriFone  Inc.,  which  makes 
smart-card  readers,  as  part  of  a  broad 
push  into  electronic  commerce.  Sun  Mi- 
crosystems Inc.  is  promoting  its  Java 
software  as  an  operating  system  for 
smart  cards.  And  in  April,  ge  Capital 
took  a  stake  in  Gemplus  Card  Interna- 
tional, a  French  smart-card  maker 
(box).  "Everyone's  getting  positioned," 
says  Mike  Nash,  the  chief  executive  of 
DigiCash,  a  Dutch  supplier  of  E-cash 
software  that  has  just  moved  its  head- 
quarters to  Silicon  Valley. 

This  optimism  will  be  put  to  the  test 
as  several  smart-card  experiments  are 
rolled  out  in  the  U.  S.  this  year  In  Oc- 
tober, Citibank  and  Chase  Manhattan 
Corp.  will  issue  50,000  cards  on  Man- 
hattan's Upper  West  Side,  where  500 
merchants  will  accept  the  cards  for 
payment.  The  pilot  was  pushed  back  a 
year  when  Chase  switched  from  pro- 
prietary technology  to  E-cash  software 
from  Mondex  International,  in  which 
the  bank  took  a  stake  last  year,  at&t, 
another  Mondex  investor,  is  testing  a 
card  at  its  Jacksonville  (Fla.)  Universal 
Card  headquarters,  where  employees 
use  them  in  the  cafeteria.  This  sum- 
mer, it  will  test  Mondex  on  the  Net. 
Says  Janet  Hartung  Crane,  ceo  of 
Mondex  usa:  "This  year  and  the  next 
are  lab  years." 

HUGE  HURDLES.  If  past  experience  is 
any  indication,  these  latest  pilots  will 
have  to  work  overtime  to  lure  both  con- 
sumers and  merchants.  The  most  ambi- 
tious U.  S.  smart-card  trial  to  date  was 
hosted  by  visa,  which  allowed  visitors 
to  last  summer's  Olympics  to  use  the 
cards  at  1,500  participating  Atlanta  mer- 
chants. Technically,  it  went  off  without  a 
hitch.  But  not  enough  merchants  par- 
ticipated or  were  properly  trained  to 
drum  up  excitement — and  purchases. 
Similarly,  in  San  Francisco,  Wells  Far-go 
&  Co.  has  been  testing  a  smart  card 
over  the  past  year  using  the  Mondex 
system  among  500  employees.  They  can 
use  the  card  in  the  company's  cafeteria 
as  well  as  at  a  handful  of  nearby  stores, 
delis,  and  coffee  shops.  "We  love  Mon- 
dex sales.  There's  no  cash,  no  paper- 
work involved,"  says  Chelsea  O'Hara, 
store  manager  at  Papyrus,  a  card  shop 
two  blocks  from  the  bank's  offices.  The 
only  problem:  "It  hasn't  brought  in 
much  business,"  she  says. 

Just  like  ATMs,  which  took  a  decade  to 
catch  on  with  consumers,  smart  cards 
may  take  years  before  they  reach  wide- 
spread use.  For  one,  they  require  a 
massive  retrofitting  of  the  magnetic 
stripe  and  atm  infrastructure  that  has 
been  built  up  over  the  years.  There's 
also  the  matter  of  standards,  which  will 


be  needed  to  ensure  that  smart  cards 
from  different  suppliers  will  work  in 
the  same  card  readers,  visa,  Master- 
Card International,  and  Europe's  Euro- 
pay  are  working  on  a  common  format. 

The  pieces  are  starting  to  fall  into 
place.  Many  PCs,  keyboards,  and  Web 
TVs,  for  example,  will  be  shipped  with 
smart-card  readers  in  1998.  Microsoft 
Corp.,  along  with  hp  and  other  hard- 
ware makers,  is  pushing  a  smart-card 
specification  for  PCs  and  will  include 
electronic  wallet  software  in  a  version  of 
its  Internet  Explorer  browser  due  this 
summer.  And  in  the  Manhattan  trial  lat- 


er this  year,  Citibank  and  VeriFone  pUp 
to  test  personal  ATMs  for  downloadinp 
money  into  a  smart  card  from  home.  I 

But  for  the  best  take  on  the  future  1 
smart  cards,  ask  the  next  generation  m 
consumers.  Drew  Pullman,  a  junior  aj 
John  F.  Ross  high  school  in  GuelpMt 
Ont.,  which  began  a  communitywide  j 
lot  in  February,  fits  the  bill.  He  us< 
his  card  to  buy  lunch,  CDs,  clothing,  ai 
gas.  He  loves  the  convenience.  "It's  ju 
like  cash,  except  better,"  he  says. 

Now  that's  a  ringing  endorsement. 

By  Amy  Cortese  in  New  York,  wii 
bureau  reports 


IMPORTING  SOME 
FRENCH  SAVOIR-FAIRE 
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When  GE  Capital 
began  prospect- 
ing last  fall  for 
a  stake  in  the  bur- 
geoning market  for 
microprocessor- 
equipped  smart  cards, 
its  first  choice  wasn't 
a  hot  California  start- 
up. It  wasn't  even  a 
U.S.  company.  On 
Apr.  21,  the  financial 
services  company 
took  a  5%  stake  in 
France's  Gemplus  Card 
International,  a  $440 
million  smart-card 
manufacturer. 

It's  only  logical.  France  is  the 
birthplace  of  smart-card  technology, 
and  Gemplus  is  one  of  its  pioneers. 
Founded  nine  years  ago  by  engineers 
from  Thomson  Semiconductor,  Gem- 
plus got  off  to  an  auspicious  start.  It 
developed  the  first  prepaid  phone 
card  for  France  Telecom — and  helped 
launch  an  industry.  Today,  Europe  is 
the  leading  market  for  smart  cards, 
topping  $600  million.  And  Gemplus 
has  more  than  a  third  of  the  $1  bil- 
lion worldwide  market. 
MUSCLE.  Now  it's  targeting  the  U.  S., 
where  the  market  is  expected  to 
more  than  than  triple  by  2000,  to 
about  $150  million  and  100  million 
units,  says  Dataquest  Inc.  When 
visa,  MasterCard  and  at&t  begin  is- 
suing millions  of  smart  cards,  they'll 
need  someone  to  manufacture  them. 

Gemplus  plans  to  be  that  someone. 
To  get  ready  for  the  U.  S.  market,  it 
bought  out  Minneapolis-based  Data- 


SMART  MONEY 


card's  card  manufactur- 
ing facilities,  where  to- 
day it  makes  Hewlett- 
Packard's  ImagineCard, 
a  smart  card  used  for 
securing  Internet  ac- 
cess. And  GE  Capital 
gives  Gemplus  the  fi- 
nancial muscle  and 
credibility  it  needs  to 
win  big  in  the  U.  S. 

But  Gemplus  isn't 
the  only  one  eyeing  the 
U.  S.  market.  Schlum- 
berger  Ltd.,  whose 
Paris-based  Electronic 
Transactions  group  is 
the  No.  2  cardmaker, 
also  is  muscling  into  the  U.  S.  In 
1994,  the  company  acquired  Malco 
Inc.,  a  large  U.  S.  credit-card  maker. 
It  supplied  the  cards  used  in  visa's 
Olympic  smart-card  trial  last  year, 
and  got  a  jump  by  being  the  first  out 
with  a  prototype  card  that  runs  Sun 
Microsystems  Inc.'s  Java  software. 
That  software  will  allow  the  thou- 
sands of  Java  developers  to  create 
new  applications  for  smart  cards. 

Gemplus  ceo  Marc  Lassus  is  bet- 
ting instead  on  second-generation 
Java  Card  technology  due  out  in 
September,  which  he  figures  will  be 
more  stable.  Java  or  no,  Gemplus 
still  dominates  the  market,  selling 
300  million  smart  cards  last  year, 
nearly  double  the  120  million  sold  by 
Schlumberger.  "It's  a  two-horse  race 
in  the  U.  S.,"  says  David  Weisman,  a 
Forrester  Research  Inc.  analyst. 
And  they're  off. 

By  Marsha  Johnston  in  Paris 
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Welcome  to  chapter  two. 


When  it  comes 
to  microprocessors, 
Intel  wrote  the  book. 
So  you  know  the 
Pentium1  II  processor 
P^nVHTrll   offers  more  power  than 
the  Pentium"  Pro  processor,  plus  you  get 
Intel  MMX™  media  enhancement  technology, 
all  in  a  sleek  new  package.  But  to  open  the 
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Hie  new  Pentium  II  processor.  Read  on 

next  chapter  in  business  computing,  the 
Pentium  II  processor  was  also  designed 
with  tomorrow's  advanced  business 
applications  in  mind.  Its  unique  design 
incorporates  Dual  Independent  Bus 
architecture  to  increase  throughput  — 
which  means  you  get  high  performance 
for  today's  software  and  headroom  for 


tomorrow's  applications.  The  Intel 
Pentium  II  processor.  It's  everything  you 
need  for  your  next  chapter  in  desktop 
computing.  To  find  out  more,  visit  our 
Web  site.    |  ►  www.intel.com/PentiumII  | 
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AINS,  BIG  WHEAT  FIELDS  AND  EVERYTHING  ELSE.  -  Teddy  Roosevelt 
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NETWORKING 


ONE  DAVID  TAKING  ON 
TWO  GOLIATHS 

3Com  wages  a  war  on  two  fronts  with  Intel  and  Cisco 


When  Eric  A.  Benhamou  was 
tapped  to  run  3Com  Corp.  in 
1990,  the  network-equipment 
maker  was  in  deep  trouble,  racking  up  a 
$27.7  million  loss  for  the  year.  So  Ben- 
hamou took  his  top  10  managers  for  a 
week  of  hiking  and  brainstorming  in  the 
Sierras.  "We  developed  an  image  of  hav- 
ing to  cross  a  desert,"  the  41-year-old 
ceo  says.  Three  years  later,  with  3Com 
back  on  track,  the  same  group  went  to 
Israel  for  a  week — and  marked  its  suc- 
cess by  crossing  a  real  desert. 

Now  Benhamou,  a  soft-spoken,  Alger- 
ian-born engineer,  is  once  again  travers- 
ing rough  teirain.  This  time  he  must  not 
only  flawlessly  merge  3Com  and  modem 
king  U.  S.  Robotics  Corp. — a  move  now 
under  attack  from  some  shareholders — 
but  fend  off  fresh  competition  from  the 
likes  of  computer  chipmaker  Intel  Corp. 

Can  Benhamou  do  it?  On  June  11,  he 
will  have  to  convince  wary  shareholders 
that  his  Santa  Clara,  Calif.,  company's 
bid  to  buy  Skokie,  Ill.-based  U.  S.  Ro- 
botics is  a  good  idea.  His  reasoning: 
Melding  the  two  companies  will  create  a 
$5  billion  networking  powerhouse  with  a 
product  line  so  broad  that  customers  will 
flock  to  3Com  for  one-stop  shopping. 
NUISANCES.  But  some  investors  question 
whether  Benhamou  can  stitch  together 
two  companies  located  halfway  across 
the  country  from  one  another.  Although 
3Com's  stock  has  recently  recovered,  it's 
still  down  8.8%,  to  $36,  since  the  deal 
was  announced  on  Feb.  26.  U.  S.  Robot- 
ics shares  are  flat  over  the  same  period, 
and  the  value  of  the 
stock-swap  merger 
has  fallen  from  $7.35 
billion  to  $6.71  billion. 
That  has  prompted 
U.S.  Robotics'  share- 
holders to  file  six  class 
actions,  claiming  the 
merger  undervalues 
their  stock.  3Com  and 
U.S.  Robotics  execs 
dismiss  the  suits  as 
nuisance  claims,  and 
analysts  doubt  they 
will  stop  the  merger. 
Even  if  Benhamou 


gets  the  deal  approved 
without  a  hitch,  3Com  still 
faces  hefty  challenges — es- 
pecially from  Intel.  On  Feb. 
5,  Intel  dropped  prices  on 
its  networking  cards  40%, 
spurring  3Com  to  match 
the  cuts.  While  3Com's  re- 
sponse may  have  helped  it 
keep  the  No.  1  spot  in  that 
sector — a  42.2%  share  last 
year,  vs.  Intel's  11.2% — it 
also  cut  into  profit  margins. 
3Com  reported  disappoint- 
ing quarterly  earnings  on 
Mar.  20  of  $87.6  million,  up 
17%  over  a  year  ago,  but 
still  below  expectations. 

Now  Intel  is  trying  to 
make  networking  cheaper 


3C0MS  BENHAMOU 

His  strategy:  Team  with  U.S.  Robotics  to 
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still.  On  Apr.  21,  it  unveiled  build  a  networking  powerhouse  with  a 

a  chip  that  shrinks  a  net-         ,     ,  , .  ,        ,  , , 

working  card  onto  a  single  product  line  so  broad  that  customers 
sliver  of  silicon.  That  would  will  flock  to  3Com  for  one-stop  shopping 

allow  pc  makers  to  build 
networking  connections  directly  into  PCs 
instead  of  installing  cards  from  3Com 
and  others.  Thanks  to  a  new  genera- 
tion of  fast  chips,  Intel  expects  that 
20%  of  all  pes  will  include  networking 
chips  over  the  next  few  years,  up  from 
5%  today.  3Com  says  it  will  deliver  its 
own  chip  at  the  same  time  as  Intel — in 
late  1997. 

While  fighting  off  Intel  on  one  front, 
Benhamou  also  is  bulking  up  to  com- 
bat its  strongest  rival,  Cisco  Inc.  His 
strategy:  pump  out  new  technologies 
that  surround — and 
steal  work  from — Cis- 
co's products,  such  as 
routers  and  switches 
that  operate  at  the 
center  of  corporate 
networks  and  the  In- 
ternet. 3Com  domi- 
nates products  that 
work  at  the  periph- 
ery, such  as  network 
cards  and  equipment 
for  linking  together 
groups  of  PCs.  With 
U.  S.  Robotics,  3Com 
would  add  consumer 
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modems  to  that  lineup,  as  well  as  hug< 
modem  banks  used  by  Net  providers, 
With  sovereignty  over  the  edge  o 
the  network,  3Com  plans  to  add  soft 
ware  to  its  products  that  will  allov 
them — not  Cisco  routers — to  control  dau 
traffic.  IBM  and  Cascade  Communication! 
Corp.  have  signed  on  to  support  3Com'i 
approach.  "It's  a  surround-and-conquei 
strategy — not  a  frontal  assault  on  Cisco,' 
says  Cascade  President  Daniel  E.  Smith 
Another  boost  for  3Com's  prospects:  Th< 
areas  where  it  and  U.S.  Robotics  ar< 
strongest — remote  access  and  networi 
devices  for  small  businesses  and  con- 
sumers— are  growing  at  twice  the  rat* 
of  Cisco's  chief  markets.  3Com  revenues 
for  the  fiscal  year  ending  May  31  ar< 
expected  to  hit  $3.14  billion,  up  359? 
from  1996,  with  earnings  more  thar 
doubling,  to  $381  million. 

With  so  many  new  products  to  man- 
age and  a  merger  to  close,  Benhamoi; 
decided  this  year  to  head  to  nearbj 
Carmel  for  the  annual  strategy  retreat 
He's  hoping  desert  crossings  are  s 
thing  of  the  past. 

By  Andy  Reinhard 
in  Santa  Clara,  Calif 


With  all  due  respect 
to  the  classical  masters, 
this  symphony  was  inspired 
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The  38th  Annual  Summer  Symphony 

featuring 

Linda  Ronstadt 

and  [he 

San  Jose  Symphony 
July  20,  1997 
Frost  Amphitheater,  Stanford  University 

For  more  information,  call  (415)  326-0643 

The  Summer  Symphony  benefits  The  Children's  Health  Council,  a  nonprofit  organization  offering 
treatment  services  for  children  with  developmental,  educational,  and  emotional  problems. 


THE  CHILDREN'S 
HEALTH  COUNCIL 


Without  the  JceNt, 
the/e  are  ju/t  picture/ 

Get  in  touch  with  your  sense  of  smell 
at  participating  museums  and  science  centers. 

NdtioMdL  feUfe 
of  /MeLL  dOY 
M<SY  31, "997 

Sponsored  by  the  Olfactory  Keeearch  Fund,  Ltd. 


HQ 


,  sit  our  Web  Site  at 
ssearch  Fund,  Ltd.,  145  East  3; 


://\MVW.fragrance.org/olfac 
>t.,  New  York,  NY  10016 


Business  Owners  ck  Managers 
Are  Invited  to  Meet... 


Rich  a  rd  Th  a  Ih  e  imer 
Founder  and  Chairman  of 
The  Sharper  Image 
Wednesday,  10:15  - 11:00  am 


Guy  Kawasaki 
Marketing  and  business  strategy 
guru  for  Apple  computer 
Thursday,  1:00  -2:15  pm 


Bill  Walsh 

Former  Superbowl  championship 
coach  of  the  San  Francisco  49ers 
Wednesday,  1:00  -  2:15  pm 
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OSITION 
INFERENCE 


And  see  the  Latest  in  New  Products  &  Services  for  Small  Businesses, 

Network  with  Other  Entrepreneurs  and  Develop  New  Business  Relationships, 

Identify  New  Sources  of  Money,  Learn  New  Marketing  Tips  and  Get  Answers 
to  Your  Questions  at  a  1 5-Session  Small  Business  Conference, 

Surf  the  Net  and  See  the  Latest  Online  Technologies  at  the 
Dun  &  Bradstreet  Internet  Pavilion. 

Wednesday  &  Thursday 
May  21  8.22,  1997 
Moscone  Convention  Center 
San  Francisco,  CA 


VE  MONEY  &  TIME  -  REGISTER  TODAY!  CALL  1800-580-3388 

126-CA1 


Need  an  inventory  solution? 


Request  a  free  guide 

to  learn  more. 

Call  (630)  690-0010 

Fax  (630)  690-0565 

Email  scholar@eduassist.org 


We  have  one. 

Donating  your  excess  inventory 
earns  a  generous  tax  write-off 
for  your  company.  And  creates 
college  scholarships  for  needy 
students.  EAL  can  convert  your 
donation  of  inventory  into 
financial  aid. 

A  GREAT  SOLUTION. 


Excess  inventory  today . . .  student  opportunity  tomorrow 


Educational  Assistance  Ltd.  P.O.  Box  3021  Glen  Ellyn,  IL  60138-3021 


126-c 


The  most 
important 
job  of 
your  life 
just  might 
be  your 
first. 


As  a  member  of  Teach  For  America 
you  will  be  part  of  the  national  teacher 
corps  of  outstanding  recent  college 
graduates  from  diverse  cultural  back- 
grounds who  commit  two  years  to 
teach  in  America's  under-resourced 
urban  and  rural  public  schools. 

You  don't  have  to  be  an  education 
major.  Teach  For  America  is  seeking 
talented,  dedicated  individuals  from 
every  academic  major  who  want  to 
ensure  that  all  children  in  this  nation 
have  the  opportunity  to  attain  an  excel- 
lent education.  There  is  a  particular 
need  for  people  of  color,  bilingual 
speakers,  and  math,  science,  and 
foreign  language  majors. 

To  get  information  and  an 
application  before  the  deadline,  call  us, 
reach  us  online,  or  contact  your  career' 
placement  adviser  on  campus. 

This  is  your  chance  to  become 
part  of  the  nationwide  movement  of 
dynamic  individuals  who  have  joined 
Teach  For  America  and  assumed 
leadership  roles  in  classrooms  and 
schools  across  the  country.  Your  decision 
will  affect  not  only  the  rest  of  your  life 
but  the  lives  of  many  others. 

1-800-832-1230 

http://www.teachforamerica.org 

TEACH  AMERICA 

AN  AMERICORPS  PROGRAM 


Developments  to  Watch 
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TWO-WAY  TV  VIA 
THE  PHONE  LINES 

TELECOMMUNICATIONS 

companies  have  been 
searching  for  years  for  a 
means  of  delivering  two- 
way,  broadcast-quality 
video  to  desktops  and  tv 
sets  without  having  to 
install  expensive  new  ca- 
bling systems.  Several 
schemes  under  develop- 
ment would  transmit  in- 
teractive TV  over  the 
standard  copper  wires 
that  run  into  most  homes 
and  offices,  but  the 
broadcasts  are  often  of 
inferior  quality. 

Objective  Communica- 
tions Inc.  in  Chantilly, 
Va.,  thinks  it  has  a  better 
way.  It  has  patented  a 
signal-processing  technol- 
ogy, VidModem,  that  can 
provide  simultaneous  two- 
way  video,  data,  and 
voice  transmissions  to  a 
personal  computer  over 
the  same  copper  wires  al- 
ready in  place  for  phone 
calls.  Targeted  for  busi- 
nesses, the  technology 
can  be  routed  through  the 
office  switchboard. 

The  trick:  VidModem 
transmits  via  an  fm  signal 
rather  than  the  am  signals 
used  to  distribute  most  TV 
programming  through  ca- 
ble or  over  the  airwaves. 
FM  is  not  as  susceptible  as 
am  to  interference  and 
distortion  but  needs  24 
megahertz  of  bandwidth, 
while  copper  wires  can 
only  carry  20  Mhz.  Vid- 
Modem compresses  the 
FM  signal  using  a  modula- 
tion system  similar  to 
that  used  in  am  broad- 
casts. Objective  Communi- 
cations President  Steven 
A.  Rogers  says  the  com- 
pany expects  to  start 
shipping  a  commercial 
system  by  yearend.  □ 


THE  SCIENCE  FAIR 
THAT  HAS 
INTEL  INSIDE 

JUST  ABOUT  ANYONE  WITH  A 

high-tech  bent  knows  about 
the  Westinghouse  Science 
Talent  Search,  which  annual- 
ly awards  a  $40,000  scholar- 
ship as  its  top  prize.  But  the 
48-year-old  International  Sci- 
ence &  Engineering  Fair  is 
relatively  unknown,  even 
though  it  has  1,000  times 
more  competitors,  isef  isn't 
restricted  to  U.  S.  high  school 
seniors.  At  this  year's  fair, 
which  runs  from  May  10 
through  May  16  in  Louisville, 
1,200  budding  scientists  from 
40-odd  countries  will  strut 
their  stuff.  They're  the  cream 
of  some  5  million  students  in 
grades  9  to  12  who  competed 


in  500  state  and  national 
fairs. 

Intel  Corp.  figures  it's 
high  time  to  upgrade  the 
isef's  image — and  get  more 
kids  interested  in  science 
and  engineering.  The  chip- 
maker  is  donating  $1  million 
a  year,  partly  to  boost  the 
top  awards  to  $3,000  in  each 
of  15  categories,  ranging 
from  biochemistry  and  com- 
puter science  to  physics  and 
zoology.  Recently,  the  fattest 
prizes  were  $500. 

Intel  has  been  a  modest 
isef  booster  since  1992.  The 
decision  to  up  the  ante  was 
due  largely  to  the  zeal  of  Eu- 
gene S.  Meieran,  an  Intel  Fel- 
low and  perpetual  isef  judge. 
Intel's  reward:  Now  the  com- 
petition bears  a  name  at  least 
as  illustrious  as  Westinghouse. 
Starting  this  year,  it's  the  In- 
tel isef.  Otis  PoA 


I'VE  GOT  YOU  UNDER  MY  SKIN  

IF  PIERCED  NAVELS  ARE  BEGINNING  TO  SEEM  OLD  HAT  TO 

you,  how  about  a  programmable  tattoo?  Interval  Re- 
search Corp.,  a  lab  in  Palo  Alto,  Calif.,  started  by  a  group 
that  includes  Microsoft  Corp.  co-founder  Paul  Allen,  was 
recently  issued  a  patent  for  just  such  a  device.  It  is  a 
small  liquid-crystal  display  that  is  implanted  beneath  a 
layer  of  skin  on  the  wrist — close  enough  to  the  surface  to 
be  visible.  The  device  would  contain  a  control  chip  and 
small  battery  charged  by  holding  the  wrist  near  an  exter- 
nal charger.  Interval  researcher  Andrew  Singer  says 

there  should  be  no 
health  risks  asso- 
ciated with  wear- 
ing the  device. 

The  most  obvi- 
ous application  is 
a  watch  you  nev- 
er lose— the  LCD 
screen  shows  the 
time.  But  Interval 
has  more  serious 
uses  in  mind.  If 
biosensors  are 
placed  on  the  de- 
vice, for  example, 
it  can  monitor  the 
temperature  and 
blood  pressure  of 
a  wearer  with 
heart  disease.  □ 


JUST  TELL 
R0B0-PUMP 
TO  FILL  ER  UP 


FULL-SERVICE  GAS  STATIOIf 
are  a  vanishing  breed.  But 
the  next  few  weeks,  a  Sh 
station  in  Sacramento,  Cal 
will  begin  testing  what  m; 
be  the  next  best  thing: 
smart  gas  pump.  All  th 
Shell's  500  test  drivers 
have  to  do  is  pull  up  besi 
the  pump.  Without  leaving  ti 
car,  they'll  swipe  a  credit 
or  Shell  debit  card  through 
card  reader  and  choose 
grade  of  gas.  A  dispenser  on  j| 
telescopic  arm  will  then  swooj 
down  and  fill  'er  up. 

To  work  right,  the  systei 
requires  some  adjustments  t 
the  car.  A  small  transmitter- 
similar  to  "e-z"  tags  used  o 
toll  roads — must  be  mountel 
on  the  windshield.  This  tell  t 
the  pump  what  model  the  cal 
is,  so  it  knows  where  the 
is  located.  The  pump's  a 
can  open  the  fuel  door  o: 
most  new  car  models.  But 
can't  deal  with  removable  g; 
caps.  So  drivers  will  have  t 
replace  those  with  new  cap 
that  have  spring-loaded  slot 
in  the  middle. 

Shell  hasn't  decided  wha 
to  charge  for  the  new  cap 
and  transmitters.  "It  coul< 
be  $5  or  $15,"  says  Marke 
ing  Vice-President  Sanl 
Morasca.  Or  Shell  might  de 
cide  to  pick  up  the  tab.  Ei 
ther  way,  he  says,  the  nev 
cap  will  work  at  conventiona 
gas  pumps  as  well.  Nation 
wide  testing  should  begin  h 
early  1998.  Neil  Grost 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwmay@businessweek.com 
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Can  your 

MONEY  MANAGER 

say  that? 


Before  anyone  promises  you  the  world,  make  sure 
they  have  the  resources  to  deliver  it.  Many  groups  offer 
international  mutual  funds. But  managing  those  funds 
demands  more  than  just  long-distance  telephone  calls. 
It  requires  a  large  staff"  of  investment  professionals  in 
place  where  the  action  is.  Experts  with  high-level 
contacts  in  local  markets.  And  reliable  sources  for 
up-to-the-minute  information.  At  Putnam,  we 
PUT     AM  have  more  than  25  years  of  experience  in  overseas 

INVESTMENTS  investing.  And  we  know  how  much  U.S.  companies 

and  stocks  are  affected  by  changes  in  industries  and 
bostok. 10MBON. tokto  markets  abroad.  That's  why  we  have  hundreds  of 

financial  professionals  working  worldwide  to 
analyze  and  recommend  investments.  Together, 
they  manage  over  tvjo  billion  in  assets  around  the 
globe.  So  when  you're  asking  for  professional  advice 
about  mutual  funds  or  institutional  portfolios,  ask 
about  Putnam.  As  our  headline  states,"we  understand 
what  it  takes  to  invest  globally."  And  that's  something  a 
lot  of  money  managers  would  have  a  hard  time  saying. 

time-honored    tradition     in    money  management 
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Assets  under  management  include  mutual  funds  and  institutional  clients.  International  investing  involves  certain  risks,  such  as  economic  instability,  currency  fluctuation 
and  political  developments.  For  more  information  about  the  Putnam  Family  of  Funds,  including  investment  policies,  charges,  and  expenses, 
ask' your  financial  advisor  for  a  free  prospectus.  Please  read  the  prospectus  carefully  before  vou  invest  orsend  monev.  Putnam  Mutual  Funds  Corp.,  Member.  NASD. 
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GAS  TO  OIL:  A  GUSHER  FOR 
THE  MILLENNIUM? 

Chemical  sorcery  could  provide  the  world  with  enough  oil  for  almost  30  years 


COMPANY 

EXXON  CORP. 
Dallas 


■  n  a  cluttered  Tulsa  laboratory,  Ken- 
I  neth  L.  Agee  is  practicing  oil-patch 
I  alchemy.  Since  1988,  the  lanky  chem- 
I  ical  engineer  has  worked  to  trans- 
form dirt-cheap  natural  gas  into  a  new 
kind  of  black  gold.  Last  year,  he  finally 
pulled  it  off,  conjuring  up  an  affordable 
way  to  transform  natural  gas — which 
can  be  so  worthless  that  it's  sometimes 
flared  off,  or  burned  at  the 
well  head — into  a  liquid  thai 
yields  superclean  gasoline, 
diesel  fuel,  or  any  other  prod- 
uct derived  from  crude  oil. 

Agee's  tiny  Syntroleum 
Corp.  has  already  sold  licenses 
to  ARCO,  Texaco,  and  usx's 
Marathon  Oil.  Meanwhile, 
Exxon  and  Amoco  are  racing 
to  pull  gas-to-oil  tricks  out  of 
their  hats — and  Sasol  Ltd.  al- 
ready has.  Now,  the  U.  S.  En- 
ergy Dept.  is  planning  a  $70 
million  kick-start  for  the  tech- 
nology. Energy  is  in  the 
process  of  picking  an  oil  com- 
pany for  a  joint  rush  effort  to 
turn  the  conversion  schemes 
into  engineering  designs  for 
commercial  plants.  Says  Agee: 
"The  interest  in  the  whole  in- 
dustry has  been  stirred." 
GERMAN  ROOTS.  That's  be- 
cause the  world's  fuel  reserves 
would  mushroom  by  an  astro- 
nomical figure  if  natural  gas 
can  be  exploited.  Since  1970, 
worldwide  gas  reserves  have 
increased  nearly  6%  a  year, 
but  consumption  has  risen  just 
3.1%  annually.  The  result  is  a 
"bubble"  of  4.6  quadrillion  cu- 
bic feet  of  gas  in  known  re- 
serves, according  to  Geneva- 
based  Petroconsultants.  That 
represents  770  billion  barrels  of  oil 
equivalent — enough  to  slake  the  world's 
thirst  for  oil  for  29  years. 

The  basis  for  this  sorcery  was 
brought  to  light  in  1923  by  German 
chemists  Franz  Fischer  and  Hans 
Tropsch.  Their  recipe  calls  for  high  tem- 


peratures to  break  the  chemical  bonds 
in  gas  molecules.  Then,  a  cobalt  or  iron 
catalyst  works  its  magic  and  helps  stitch 
carbon  and  hydrogen  atoms  back  to- 
gether into  hydrocarbon  chains.  These 
molecules  range  from  short-chain 
kerosenes  to  long-chain  waxes.  Re- 
fining this  waxy  soup  into  fuels,  such 
as  gasoline  and  diesel,  is  fairly  sim- 


Striking  Black  Gold 
in  Natural  Gas  Wells 

New  processing  technologies  make  it 
economically  feasible  to  turn  natural  gas 
into  a  liquid  petroleum.  That  could  reduce 
U.S.  dependency  on  imports  of  offshore  oil 
and  postpone  the  day  when  oil  runs  out. 


SYNTROLEUM  CORP. 
Tulsa 


SASOL  LTD. 
Johannesburg 
South  Africa 


TECHNOLOGY  STATUS 

Developing  a  process 
that  could  produce 
a  crude-oil  substitute 
for  about  $20  per  bar- 
rel. Plans  to  build  a 
50,000  barrel-a-day 
plant  in  Qatar. 

Has  developed  technology  suit 
able  for  smaller  gas  fields.  The  process  is 
economical  for  producing  as  little  as  5,000 
barrels  of  liquid  oil  a  day.  ARCO,  Marathon 
Oil,  and  Texaco  are  recent  licensees. 

Now  producing  diesel  fuel  from  gasified 
coal.  The  technology  was  developed  during 
the  apartheid-era  economic  embargo.  A  joint 
venture  with  Norway's  Statoil  will  develop 
conversion  plants  for  off-shore  gas  fields. 

SOURCE  COMPANY  REPORTS 


pie,  because  the  mix  contains  no  sulfur 
or  metals,  unlike  ordinary  crude  oil. 

Until  recently,  though,  the  Fischer- 
Tropsch  process  was  costly  and  ineffi- 
cient. Natural  gas  had  to  be  combined 
with  pure  oxygen  to  create  the  neces- 
sary chemical  building  blocks,  or  syn- 


thetic gas,  and  producing  the  pure  ox\ 
gen  required  costly  air-separation  unit 
In  addition,  the  catalysts  were  so  ine 
ficient  that  the  "syngas"  had  to  mal 
several  passes  through  the  reactor.  S 
the  cost  of  a  barrel  of  Fischer-Tropsc 
crude  was  $35  or  more. 

The     new  technique 
promise  to  slash  costs,  syi 
thesizing  oil  for  $20  a  bai 
rel,  perhaps  $15.  The  firs 
thing  researchers  tosse 
out  was  the  big  cry 
genie  machines  th 
wring  oxygen  from  th 
air.  In  their  place,  sci 
entists    at  Amoc 
Corp.  and  the  A 
gonne  National  La 
oratory  developed 
one-way  cerami 
membrane.  It  sift 
oxygen  from  th 
air  without  alio 
ing  synthetic  gas 
escape.  Accordin 
to  Energy's  esti 
mates,  eliminatin 
just  the  oxygen-separ 
tion  step  can  cut  capit 
equipment  costs  by  25%. 

Agee  adds  a  little  magic; 
"eye  of  newt" — a  proprietar 
catalyst  that  spins  out  onl; 
short-chain  hydrocarbons  sue! 
as  naphtha  and  kerosene 
Avoiding  the  wax  "pudding1 
means  the  light  crude  wil 
readily  flow  in  oil  pipelines 
Although  the  light  product! 
are  less  valuable,  the  procesi 
could  be  just  the  ticket  foi 
sites  such  as  Alaska's  Nortl 
Slope,  where  pipelines  alreadj 
exist.  Such  plants  may  cosl 
as  little  as  $14,000  per  barrel  of  dailj 
production,  or  half  the  investment  foi 
supercooling  the  gas  into  liquefied  nat 
ural  gas  (lng). 

Sasol,  a  Johannesburg  oil  company 
began  using  the  Fischer-Tropsch  chem- 
istry to  convert  gasified  coal  after  oi 
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'his  lamp  ballast  microchip 
ram  SGS-THOMSON 
Microelectronics  is  helping  to 
Sring.a  revolutionary  new 
light  bulb  to  life.  A  bulb  so 
efficient  it  uses  4  to  5  times 
less  energy  and  lasts  ten 
times  longer  than  a  standard 
incandescent  bulb. 

Consumer  Electronics. 
Automobiles.  Computers.  Tele- 
communications. If  it  works  with 
microelectronics,  SGS-THOMSON 
is  bringing  it  to  life. 
Visit  us  at  http://www.st.com 
or  fax  617-259-9442. 
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shipments  to  South  Africa  were  embar- 
goed by  the  West  in  the  mid-1980s. 
Since  then,  its  catalytic  technology  has 
steadily  improved,  and  today  a  single 
pass  through  a  reactor  fully  converts 
the  syngas  into  long  hydrocarbons. 

Exxon  Corp.,  which  has  quietly  in- 
vested more  than  $100  million  in  its  so- 
called  agc-21  process  over  the  past 
decade,  has  also  developed  vastly  more 
efficient  and  proprietary  catalysts.  As  a 
result,  it  is  focusing  on  large-scale  plants 
that  could  spew  out  up  to  100,000  bar- 
rels of  synthetic  crude  daily  Such  plants 
would  require  so  much  gas,  says  Exxon 
ceo  Lee  R.  Raymond,  that  only  "a  half 
dozen  or  so  places"  could  support  them. 
Qatar  is  one.  Last  October,  Exxon  re- 
vealed it  is  negotiating  with  Qatar  Gen- 
eral Petroleum  Corp.  (qgpc)  to  build  a 
$1.2  billion  conversion  refinery  with  an 
initial  capacity  on  the  upside  of  50,000 


BIG  STAKE 


Exxon  is 
focusing  on  plants  that 
could  spew  out  up  to 
100,000  barrels  of 
synthetic  crude  daily 


barrels  a  day.  "If  you  weren't  paying 
attention  [to  conversion  technology]  be- 
fore Exxon's  announcement,  you  were 
then,"  says  Ralph  A.  Avellanet,  manag- 
er of  Energy's  gas-processing  program. 

What  began  as  a  trickle  of  interest 
after  Syntroleum's  breakthrough  last  July 
is  now  a  gusher.  Commercial  refineries 
may  appear  as  early  as  next  year — and 
the  first  ones  could  head  down  to  the 
sea.  In  April,  Sasol  teamed  up  with  Sta- 
toil,  Norway's  state  oil  company,  to  de- 
sign conversion  plants  for  seaborne  pro- 
duction rigs.  Brown  &  Root  Inc.,  a 
subsidiary  of  Dallas-based  Halliburton 
Co.,  is  working  on  both  barge-mounted 
plants  that  could  be  towed  to  offshore 
gas  wells  and  on  onshore  designs. 

Even  companies  with  big  stakes  in 
the  lng  business,  including  Phillips  Pe- 
troleum Co.,  see  the  technology  as  a 
way  to  exploit  smaller  gas  finds.  "If 
there's  gas,  you've  got  to  have  enough 
for  an  lng  project  or  a  new  pipeline," 
both  of  which  are  multibillion-dollar  in- 
vestments, notes  Phillips  ceo  W.  Wayne 
Allen.  "But  if  you  come  up  with  a  way 
to  get  those  btus  into  a  liquid  form 
that  can  be  loaded  on  a  tanker,"  he 
adds,  that's  a  whole  different  game.  'We 
are  going  to  be  working  on  this."  Soon 
there  may  be  a  pack  of  sorcerer's  ap- 
prentices plying  gas-to-liquid  magic. 

By  Gary  McWilliams  in  Houston 


TEXANS  PROTEST:  Public-employee  unions  see  the  trend  as  a  threat  to  jobs 


WELFARE 


A  RICH  NEW  BUSINES 
CALLED  POVERTY 

As  welfare  programs  get  privatized,  corporations  rush  in 


Gerald  H.  Miller's  life  is  the  epito- 
me of  public  service.  For  20 
years,  he  held  jobs  in  Michigan 
government — the  latest  was  run- 
ning the  state's  $1  billion  welfare  pro- 
gram. But  last  year,  Miller  took  a  job  at 
Lockheed  Martin  Corp.,  heading  its  new 
welfare  services  business.  So  do  his  old 
government  friends  accuse  him  of  being 
a  turncoat?  A  corporate  profiteer?  No. 
"They  ask  me:  'Can  I  send  you  my  re- 
sume?' "  Miller  says. 

Miller  had  better  get  a  bigger  in-box. 
To  the  deep  concern  of  public  service 
employee  unions  and  antipoverty 
groups,  Corporate  America  is  rushing 
into  the  poverty  business.  As  state  and 
local  governments  face  tighter  welfare 
budgets,  they're  turning  to  the  for-prof- 
it sector  to  help  them  save  money  and 
improve  efficiency.  Companies  big  and 
small  are  placing  welfare  recipients  in 
private-sector  jobs,  pursuing  deadbeat 
parents  for  child-support  payments,  find- 
ing foster  homes  for  abused  children, 
and  acting  as  brokers  in  the  Medicaid 
managed-care  field.  The  potential  U.S. 


market:  more  than  $30  billion  a  yeai 
The  stakes  have  soared  in  Texa: 
where  Governor  George  W.  Bush  J] 
wants  companies  to  run  the  welfare 
Medicaid,  and  food  stamp  operation 
Lockheed  Martin,  Electronic  Data  Sy 
terns,  and  Andersen  Consulting,  a  uni 
of  Arthur  Andersen  &  Co.,  were  poises 
to  bid  on  a  $500  million-a-year  contract 
FINAL  SAY.  But  Texas  public  employ 
ees,  who  fear  their  ranks  could  shrinl 
by  17,000  jobs,  have  been  lobbying  th 
White  House  for  months  to  block  th 
deal.  And  on  May  2,  they  won  a  partia 
victory:  The  Clinton  Administration  to! 
Texas  that  only  public  employees  coul 
make  final  decisions  on  eligibility  fo: 
Medicaid  and  food  stamps.  Neverthei 
less,  Texas  could  still  privatize  parts  o! 
its  social  services  operations,  lettin, 
companies  determine  welfare  eligibilit 
and  place  welfare  recipients  into  jobs. 

No  matter  what  the  outcome  in  th* 
Lone  Star  State,  other  states  are  mov 
ing  forward.  Come  Sept.  1,  Wisconsil 
will  divvy  up  its  Milwaukee  County  hu 
man  services  programs — including  we! 
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What  can  we 


do  to  get 
four  attention? 


hist  I  e? 


^e're  speeding  things  up  at  CSX.  What  we're  doing  for  this  $10.5  billion  global  freight  transportation 

mpany,  we  can.  do  for  you.  Revolutionizing  customer  service  with  intranets  and  extranets  based  on  Sun's  Java"'  Computing. 

ys  CSX  Technology's  President  John  Andrews:  "In  transportation,  information  has  become  the  difference  between  breaking 

/ay  or  falling  behind."  So  they  made  the  break  from  expensive,  PC-based  alternatives,  saving  up  to  70%  initially,  and  another 

i  million  annually,  with  JavaStation™  network  computers  instead.  Now  a  whole  raft  of  services  are  V'  ° 

ing  handled  much  more  efficiently  -  from  shipment  tracking  and  fleet  management  to  e-mail.  Keeping  ^jjjj^jj^ 

sX  where  they  always  want  to  be.  Ahead  of  the  competition.  THE  NETWORK  IS  THE  COMPUTER™  W  ^/*//  ~f 

microsystems 


997  Sun  Microsystems,-  ;nc.  &!f  rights /^served.  Sun,  Sun  V,ic:osyi',r;rns,  fiie  Sun  l.qqo,  Ja 
Mioosyslems,  >nc  In  th*  Ur»!ed  State*  and  other  countries. 


Government 


A  union  leader  beefs:  "Companies  whose  main  concern 
is  the  bottom  line  shouldn't  decide  who  gets  welfare" 


fare,  food  stamps,  Medicaid,  and  job 
training — to  be  ran  by  Maximus  Inc.,  a 
McLean  (Va.)  company  that  offers  ad- 
ministrative services,  and  by  several 
nonprofit  groups.  In  addition,  Arizona 
recently  gave  two  counties  the  go-ahead 
to  privatize  welfare,  food  stamps,  Med- 
icaid, and  child-care  operations.  The 
Texas  ruling,  however,  could  force  Ari- 
zona to  redesign  its  proposal. 

The  market  got  a  boost  last  year 
when  Clinton  signed  a  welfare  reform 
bill  that  gives  private  contractors  the 
right  to  decide  who  is  eligible  for  ben- 
efits. The  law  also  cut  food  stamps, 
capped  welfare  pay- 
ments to  the  states, 
and  enacted  penal- 
ties for  states  that 
failed  to  move  most 
of  their  recipients 
into  jobs  within  two 
years. 

The  leap  toward 
privatization  has  left 
labor  and  advocates 
for  the  poor  fuming. 
They  worry  that  in 
their  zeal  to  make  a 
profit,  private  com- 
panies could  harm 
people  by  cutting 
corners — by  with- 
holding benefits  from 
the  deserving  or  by 
providing  inferior 
service  to  foster-care 
children.  And,  of 
course,  unions  fear 
the  potential  loss  of  250,000  public-em- 
ployee jobs  nationwide.  So  they've  been 
eager  to  highlight  the  mixed  record  of 
some  early  privatization  efforts. 
EXORBITANT  PAY.  For  example,  govern- 
ment investigators  have  often  accused 
private  job-training  operators,  who  get 
paid  for  each  job  placement,  of  ignoring 
difficult  cases.  And  two  years  ago, 
Florida  Governor  Lawton  Chiles  halted 
enrollments  in  private  health-mainte- 
nance organizations  serving  Medicaid 
patients,  following  allegations  that  op- 
erators were  drawing  exorbitant 
salaries  while  providing  inferior  medical 
care  to  the  poor. 

"Profit-making  companies  whose  main 
concern  is  the  bottom  line  shouldn't  de- 
cide who  gets  welfare  benefits  and  who 
gets  into  a  job-search  program,"  argues 
Morton  Bahr,  president  of  the  Commu- 


nications Workers  of  America.  The  cwa 
has  been  running  radio  ads  opposing 
privatization  in  Texas,  and  on  Apr.  16  it 
staged  a  protest  rally  for  2,000  members 
in  Austin. 

But  such  complaints  won't  dampen 
corporate  enthusiasm  for  turning  do- 
good  social  workers  into  hard-nosed 
bottom-liners.  Freed  from  rigid  civil 
service  and  procurement  rules,  compa- 
nies say  they  can  provide  bonuses  to 
employees  who  meet  productivity  goals, 
fire  poor  performers,  move  workers  into 
new  tasks  quickly,  and  buy  new  tech- 
nology without  red  tape.  Texas  expect- 


Managing  Social  Services  for  Profit 

State  governments  are  increasingly  handing  over  to  private  companies 
some  functions  that  were  previously  handled  by  government  workers 


MEDICAID 


CHILD  SUPPORT 


DEBIT  CARDS 


WELFARE-TO- 
WORK 


Maximus  in  McLean,  Va.,  has  a  $109  million  contract  with 
California  to  help  Medicaid  beneficiaries  choose  a 
managed-care  provider.  New  York  may  soon  follow. 

In  an  experiment  in  two  counties,  Maryland  has  transferred  its 
child-support  enforcement  efforts  to  Lockheed  Martin.  The  company 
hopes  to  raise  collections  45%  this  year. 

More  than  half  the  states  are  turning  to  electronic  debit  cards  that 
recipients  can  use  to  tap  into  Social  Security,  welfare,  and  veterans' 
benefits.  Beneficiaries  can  use  their  cards  at  ATMs  and  supermar- 
kets. Citicorp  is  a  big  player. 

Curtis  &  Associates,  a  Kearney  (Neb.)  company,  has  a  contract  with 
Hudson  County,  N.J.,  to  teach  welfare  recipients  such  job-search  skills 
as  interviewing.  More  than  100  people  have  found  jobs  this  year. 


ed  savings  of  about  $100  million  a  year. 
Among  the  innovations:  replacing  some 
field  offices  with  automated  kiosks  that 
could  issue  applications  and  offer  infor- 
mation. "We  can  make  services  more 
accessible  and  convenient,"  says  eds 
spokesman  Stephen  Person. 

Employee  bonuses  and  new  technol- 
ogy are  big  reasons  Audrey  Rowe,  a 
senior  vice-president  at  Lockheed  Mar- 
tin, thinks  more  deadbeat  parents  in 
Maryland  are  paying  up.  Last  Nov.  1, 
more  than  270  public  workers  in  Balti- 
more County's  child-support  enforce- 
ment office  became  Lockheed  Martin 
employees.  The  company  runs  every- 
thing from  tracking  down  delinquent 
parents  to  giving  blood  tests  to  estab- 
lish paternity. 

Special  technology  allows  her  em- 
ployees to  come  up  with  a  "profile"  of  a 


specific  delinquent  parent  and  tailoi 
a  strategy  to  track  the  parent  down 
Employees  get  bonuses  if  they  exceec 
weekly  collection  goals.  Lockheed  gett 
to  keep  22.9%  of  what  it  takes  in — bui 
from  a  government  administrative  fun 
not  from  child-support  payments.  Rowe! 
says  she  has  already  exceeded  wha 
state  employees  collected  at  this  timet; 
a  year  ago.  Her  goal:  to  collect  $80  mil 
lion  in  1997,  compared  with  $55  millior 
in  '96. 

Activists  say  it's  one  thing  to  wring 
money  from  deadbeat  dads,  but  quite 
another  for  profit-hungry  companies  t( 
decide  who  gets  ben- 
efits. Case  in  point 
In  Milwaukee  Coun- 
ty, Maximus  and  the 
nonprofits  will  decide 
who  is  eligible  foil 
benefits  and  ther 
find  jobs  for  recipi 
ents.  The  operators 
are  paid  10%  of  the 
difference  between 
what  the  state  ex- 
pects to  spend  on 
benefits  and  what 
gets  doled  out. 

George  W.  Leuter- 
mann,  vice-president 
for  welfare  programs 
at  Maximus,  insists 
such  incentives  won't 
encourage  adminis 
trators  to  withhold 
benefits  from  the  de- 
serving, since  the 
company  will  be  penalized  if  a  statef 
grievance  officer  finds  any  administra- 
tive error.  Also,  he  says,  it  is  in  Max- 
imus' interest  to  get  welfare  recipients 
into  well-paying,  permanent  jobs.  If  it 
doesn't,  the  company  will  have  to  con- 
tinue paying  benefits,  depleting  the  pot 
of  money  the  state  gives  it.  Leutermann 
argues:  "Why  is  the  private  sector  bet- 
ter? If  your  lifebloocl  depends  on  your 
ability  to  move  people  off  of  welfare 
into  work,  you  will  do  it." 

That's  exactly  what  worries  labor  and 
advocates  for  the  poor.  And  no  one, 
knows  exactly  how  well  this  experiment 
will  work.  In  such  a  new  market,  com- 
panies and  public-policy  makers  are  tak- 
ing a  big  gamble.  And  if  it's  a  failure, 
the  biggest  loser  could  be  business' 
newest  client — the  poor. 

By  Susan  B.  Garland  in  Washington 
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American  Century  Investments 
PO.  Box  419200 
Kansas  City,  MO  6414.1-6200 
www.  americancentury.  com 


You  Can't  Control  The  Weather. 
You  Can't  Control  Your  Boss. 
You  Can,  However,  Control  Your  IRA. 

It's  called  an  individual  retirement  account  for  a  reason.  It's 
yours.  You  opened  it.  You  contribute  to  it.  And  you  alone  may  elect 
to  move  it,  when  you  think  there's  a  good  reason.  A  reason 
like  performance,  I  TAKE  A  CLOSER  LOOK  AT  AMERICAN  CENTURY 


Average  annual  tntal  returns  as  of  3/31/97. 


Equity  Growth1 
Value1 

Income  &  Growth' 


1-Year 

21.4 
16.0 
19.7 


3-Years 

22.0 
20.7 
21.7" 


5-Years 

16.2 


16.4 


for  example.  Take 
a  look  at  the  funds 
charted  here.  Each 
has  an  impressive 
record  of  perfor- 
mance over  time. 
And  there's  another 
good  reason  to  consider  American  Century.  We  manage  all  our 
funds  with  teams,  not  "stars."  We  believe  this  gives  us  a  more  consis- 
tent, long-term  investment  strategy  Take  control  of  your  future. 
Call  American  Century  to  find 
out  how  to  transfer  your  IRA: 


Life  of  Fund 

15.7 

(5/9/91) 

17.4"" 

(9/1/93) 

18.5 

(12/17/90) 


1-800-345-2021 


American 
Century 


one  legal  tilings  worth  knowing.  'These  figures  represent  past  performance  (investor  class  of  shares  for  Value)  ami  assume  all  dividends  were  reinvested.  Other  share  classes  may  he  available 
atitralh/,  past  performance  can  t  guarantee  future  results.  Investment  return  and  the  value  of  your  principal  will  fluctuate,  and  the  final  value  of  your  investment  may  be  more  or  less  than  what 
m  started  with.  American  Century  Investment  Services,  Inc.,  ©  1997  American  Century  Sennces  Corporation.  Please  ask  for  a  prospectus  with  more  complete  information,  including  charges 
id  expenses.  Be  sure  to  read  it  carefully  before  you  invest.  BW 


The  Corporation 


STRATEGIES 


GENERAL  DYNAMICS 
SOUNDS  THE  CHARGE 

The  sluggish  defense  contractor  is  set  to  grow  again 


When  spending  by  the  Pentagon 
fell  in  the  early  1990s,  defense 
contractor  General  Dynamics 
Corp.  responded  with  military 
precision.  In  short  order,  it  sold  off  busi- 
nesses and  radically  reduced  its  work- 
force. That  brought  a  bonanza  for  share- 
holders, who  saw  their  stock  rise  from 
12  in  late  1990  to  51  two  years  later. 
But  now  the  submarine-,  tank-,  and 


GD,  THE  SELLER 


on  performance,  especially  since  gd's 
remaining  businesses,  while  market  lead- 
ers, are  not  exactly  fast-growing.  Al- 
though gd  has  now  changed  course — 
the  one-time  seller  is  now  on  the  prowl 
for  acquisitions  to  bolster  its  remaining 
units — progress  is  slow.  Since  1993,  an- 
nual operating  earnings  have  grown 
only  14%,  to  $353  million  last  year,  on 
sales  of  $3.6  billion.  For  the  three  years 


mer  litigator  who  is  scheduled  to  su 
ceed  James  R.  Mellor  as  chairman 
June  1,  dismisses  the  idea  of  distribut: 
any  more  of  gd's  cash  hoard  to  shar 
holders.  Although  gd  will  continue  bu 
ing  back  shares,  Chabraja,  who  joinc 
the  company  in  1992  as  a  special  couns 
for  restructuring,  says  it  needs  to  co 
centrate  on  bulking  up.  "To  date,  acqi 
sitions  have  clearly  been  a  better  use 
money,"  he  says. 

That  makes  sense,  but  finding  go< 
deals  at  good  prices  takes  time.  "Wh( 
you  are  buying,  it's  a  question  of  o 
portunity    and    availability,"  not 
Chabraja.  gd's  shareholders  look  i  i 
creasingly  as  if  they're  tired  of  wa:  jy 
ing.  At  a  recent  price  of  71 the 
is  up  barely  13%  over  the  past  ye; 
According  to  data  from  Technimetri 
Inc.,  a  New  York-based  research  cor 
pany,  seven  of  gd's  top  10  institution 
holders  sold  shares  last  year,  includir 
Warren  E.  Buffett's  Berkshire  Hat 


StO( 


Ml 


FEBRUARY,  1992 

Cessna  Aircraft  to 
Textron  for  $600 
million 

AUGUST,  1992 

Missile  systems  to 
Hughes  Aircraft  for 
$450  million 

MARCH,  1993 

Tactical  military  air- 
craft to  Lockheed  for 
$1.5  billion 

MAY,  1994 

Space  launch  systems 
to  Martin  Marietta  for 
$209  million 


BATH  IRON  WORKS:  The  laggard  dragged  down  last  year's  margins 


...AND  THE  BUYER 

AUGUST,  1992 

Military  tank  business 
from  Teledyne  for  $55 
million 

SEPTEMBER,  199S 

Shipbuilder  Bath  Iron 
Works  for  $300  million 

JANUARY,  1997 

Two  Lockheed  Martin 
businesses:  Systems 
such  as  tank  transmis- 
sions and  missile  guid- 
ance for  ships;  and 
guns  for  tanks,  fight- 
ers, and  ships,  for 
$450  million 

DATA:  GENERAL  DYNAMICS  CORP. 


shipbuilder  is  learning  a  lesson  familiar 
to  scores  of  other  companies  that  have 
spent  the  last  few  years  downsizing: 
It's  a  lot  easier  to  shrink  a  company 
than  to  build  one. 

All  the  divestitures  have  left  the 
Falls  Church  (Va.)  company  with  its  cof- 
fers full  of  cash.  Even  after  a  string  of 
recent  acquisitions,  gd  has  $700  million 
in  cash  and  securities,  $340  million  in  an- 
nual cash  flow,  and  a  microscopic  debt- 
to-equity  ratio  of  2.2%.  And  it  may  reap 
a  $050  million  windfall  from  a  recent 
legal  victory  over  the  government  for 
expenses  incurred  under  a  contract  that 
was  canceled  in  midstream  by  the  Pen- 
tagon. The  case  is  under  appeal. 

The  trouble  is,  all  that  loose  change 
earning  money  market  returns  is  a  drag 


ended  April  30,  the  company's  82.92% 
total  return  to  shareholders  was  well 
below  the  Standard  &  Poor's  aero- 
space/defense index'  120.62%.  And  in 
business  week's  rankings  of  the  s&P 
500's  best  performers,  the  company 
came  in  dead  last  among  its  peers. 

That's  a  far  cry  from  the  early  '90s, 
when  GD  bailed  out  of  segments  where  it 
couldn't  lead.  Onto  the  block  went  mis- 
sile, fighter,  space-launch,  and  other  units. 
The  sell-off  turned  <  id  into  a  cash  pinata. 
For  1991  through  1993,  it  earned  a  total 
return  of  455%,  compared  with  54%  for 
the  industry.  In  1993,  it  sent  shareholders 
a  $50-a-share,  one-time  cash  payout. 

Now,  though,  the  days  of  such  juicy 
handouts  are  over.  Vice-Chairman 
Nicholas  D.  Chabraja,  a  54-year-old  for- 


away  Inc.,  which  cut  its  stake  from  7.9' 
to  6.8%.  "Wall  Street  is  impatient,  pro; 
erly  so,"  says  Chabraja,  but  "I  can't  L 
them  run  our  business  for  us." 
SLOW  LANE.  Chabraja  makes  it  clear  h 
wouldn't  oppose  a  good  offer  for  th 
company.  But  most  recent  defens 
mergers  have  been  in  the  fast-growin 
aircraft  and  electronics  sectors.  With  G 
focused  on  the  slower-growth  tank  an 
sub  businesses,  Wall  Street  sources  sa 
a  deal  is  unlikely.  "Anything's  poss 
but  with  the  niches  they've  choser 
there  are  not  a  lot  of  strategic  buyer 
out  there,"  says  Jon  B.  Kutler,  princip: 
at  Los  Angeles-based  Quarterdeck  Ir 
vestment  Partners  Inc. 

Once  it  finds  an  acquisition,  gd's  recor 
at  improving  peifoimance  is  pretty  goo( 
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Life,  Business,  and  Fun 


Trenches... 


— D  ( &  > 

The  Cdntrarian  Manager 

m  A\ 


the  Wm! 


RICHARD  H.  JENRETTE 


Dick  Jenrette,  former 
chairman  of  the  Equitable, 
co-founder  of  Donaldson, 
Lufkin  &  Jenrette,  and  Wall 
Street  legend,  has  always 
done  business  differently. 
In  this  long-awaited  memoir, 
he  talks  about  his  life,  career, 
and  famed  contrarian  style. 

"He  has  what  it  takes 
to  surf  a  tsunami." 

—Fortune  magazine 

A  Division  ofTheMcGraw-WUCompanies 


Need  an  inventory  solution? 


We  have  one. 

Donating  your  excess 
inventory  earns  a 
generous  tax  write-off 
for  your  company. 
And  creates  college 
scholarships  for 
needy  students.  EAL 
can  convert  your 
donation  of  inventory 
into  financial  aid. 

A  GREAT  SOLUTION. 


Request  a  free  guide 
to  learn  more. 
Call  (630)  690-0010 
Fax  (630)  690-0565 
Email 

scholar@eduassist.org 


32t 


Educational 
Assistance  Ltd. 
P.O.  Box  3021 
Glen  Ellyn,  IL  60138 


Excess  inventory  today . . .  student  opportunity  tomorrow 


The  7th  Annual  Business  Week 
Asia  Leadership  Forum 
June  11-13,1997 


Hong  Kong 


C 


What  has  proven  to  be.  the  most 


effective  means  to  success  today?  The  ability  to  drive  change  forward,  not  just 


react  to  it.  Now,  Business  Week  is  honored  to  host  an  exclusive  gathering  of 


Asia's  top  business  elite  and  some  of  the  world's  most  creative  strategic  thinkers 


for  forward-focused  dialog  on  affecting  change. 


This  premier  event  will  take  place  two  weeks  before  the  historic  return  of 
Hong  Kong  to  the  People's  Republic  of  China— a  dramatic  framework  for  our 
discussion  of  proactive  leadership  in  Asia  and  the  changing  global  economy. 


Don't  miss  the  chance  to  be  a  part  of  this  dynamic 
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WHEN  YOUR  HMO 
SAYS  NO  WAY' 


B asile  Pappas  woke  up 
one  day  barely  able  to 
walk  or  move  his 
arms.  Doctors  at  a  nearby 
Philadelphia  hospital  diag- 
nosed the  problem  as  a  seri- 
ous spinal  infection  that  re- 
quired sophisticated  surgery. 
Lacking  the  appropriate  per- 
sonnel, the  hospital  arranged 
a  transfer  to  the  spinal  cord 
trauma  unit  at  Thomas  Jef- 
ferson University  Hospital  in 
Philadelphia. 
But  just  be- 
fore Pappas 
was  put  into  the  ambulance, 
doctors  discovered  that 
Thomas  Jefferson  wasn't  in 
the  network  of  his  health 
maintenance  organization, 
U.  S.  Healthcare  Inc.  It  took 
three  hours  before  Pappas 
was  transferred  to  a  U.  S. 
Healthcare-approved  facility. 
Today,  Pappas  is  confined  to  a 
wheelchair.  His  lawyer,  James 
E.  Colleran  Sr.,  argues  that 
the  lengthy  delay  contributed 
to  his  paralysis. 

Although  extreme.  Pappas' 
case  illustrates  the  complica- 
tions that  can  arise  when  a 
managed-care  company's  pol- 
icy is  at  odds  with  a  doctor's 
order.  Lifesaving  or  critical 
treatments  may  be  delayed 
because  the  hmo  won't  ap- 
prove  the  provider,  as  in  rap- 
pas'  case,  or  because  plan 
administrators  deem  a  proce- 
dure too  expensive.  "In  to- 
day's hmo  environment,  ac- 
cess to  care  is  very  much 
driven  by  cost  containment," 
says  Carol  O'Brien,  attorney 
at  the  American  Medical 
Assn.  For  that  reason,  many 
hmos  restrict  access  to  spe- 
cialists for  chronic  illnesses 
like  heart  disease  and  refuse 
"experimental"  treatments, 
such  as  bone  marrow 
transplants. 

Persuading  your  HMO  to 


HEALTH 


approve  expensive,  special- 
ized treatment  can  be  a 
bureaucratic  nightmare. 
Many  hmo  enrollees  may 
not  even  know  they've 
been  denied  care  because 
their  doctors  don't  tell 
them  and  they  don't  ask, 
says  Sue  Andersen,  asso- 
ciate professor  of  clinical 
law  at  George  Washington 
University  Law  School.  But 
learning  the  plan's  funda- 
mentals, espe- 
cially how  to 
appeal  a 
claim,  will  dramatically  im- 
prove your  chances  of  re- 
ceiving all  the  care  that 
you  need. 

RESEARCH.  If  you  are 

considering  joining  an 
hmo — or  are  currently 
enrolled — you'll  want  to 
first  get  a  handle  on 
how  much  flexibility  and 
access  to  care  the  plan  ac- 
tually offers.  Although  the 
American  Association  of 
Health  Plans  (AAHP),  the 
managed-care  industry's  trade 
organization,  encourages  its 
members  to  provide  detailed 
information,  doing  some  re- 
search on  your  own  is  rec- 
ommended. Ask  either  your 
employer's  benefits  adminis- 
trator or  the  member  ser- 
vices department  at  your  hmo 
about  such  topics  as  the 
plan's  provider  network;  ben- 
efit coverage,  including  out- 
of-area  and  emergency  care; 
the  reasons  care  may  be 
denied;  and  a  description 
of  how  plan  physicians  are 
paid,  including  any  financial 
incentives. 

For  instance,  some  hmos 
give  bonuses  to  primary  care 
doctors,  the  general  practi- 
tioners who  act  as  gatekeep- 
ers, if  they  limit  their  num- 
ber of  patient  referrals  to 
costly  specialists  each  month. 


If  your  doctor  is  reluctant  to 
or  doesn't  explain  the  pay- 
ment process  clearly,  ask 
your  member  services  de- 
partment, hmos  in  most 
states  aren't  legally  required 
to  tell  patients  how  doctors 
are  paid,  but  aahp  members 
should.  Also,  "in  most  plans, 
doctors'  compensation  is  fig- 
ured on  a  variety  of  factors, 
including  patient  satisfaction," 
says  Susan  Pisano,  aahp 
spokesman.  A  doctor  who  de- 
nies care  to  a  patient  who 
then  complains  might  be 
docked  later. 

The  first  step  if  you  have 
been  denied  coverage  is  to 
contact  your  employer's  ben- 
efits administrator  or  the 
hmo's  member  services  de- 
partment to  find  out  exactly 
how  your  plan's  appeals 
process  works.  Follow  the 


procedure  exactly  as  de- 
scribed because  should  you 
decide  to  pursue  the  claim  to 
its  final  end — arbitration  or 
litigation — you'll  have  to 
demonstrate  that  you've  ex- 
hausted all  possible  appeals 
channels. 

You  may  well  be  able  to 
get  some  satisfaction  from 
the  appeals  process.  However, 
"be  ready  for  red  tape,"  ad- 
vises Lia  Royle,  a  partner  at 
Anderson  Kill  &  Olick,  a  law 
firm  that  specializes  in  insur- 
ance disputes.  The  aahp  says 
only  that  appeals  must  be  re- 
solved "in  a  timely  manner." 
Most  plans  have  a  30-  to  60- 
day  grievance  procedure.  In 
practice,  an  appeal  may  take 
a  few  weeks  or  several 
months,  depending  on  the 
severity  of  your  case.  How- 
ever, an  expedited  process 
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If  the  HMO 

refuses 
expensive 
care,  try  an 

appeal, 
arbitration, 
or  as  a  last 

resort, 
litigation 


hould  be  available  for  emer- 
;ency  situations.  Seriously  ill 
Medicare  hmo  patients,  for 
xample,  are  entitled  to  a  re- 
ponse  within  72  hours. 
DEFENSES.  To  make  the 
irocess  easier,  leam  what  the 
isual  course  of  treatment  for 
rour  illness  is  and  why.  Then, 
lave  the  hmo  put  in  writing 
he  clinical  reasons  the  claim 
vas  denied  as  well  as  the 
lames  of  those  involved  in 


I   the  decision.  Most  im- 
I   portant,     find  out 
[   whether  or  not  those 
people  have  medical  ex- 
pertise relevant  to  your 
problem.  If  you  are  a  di- 
abetic, for  instance,  you'll 
want  to  have  an  endocri- 
nologist involved  in  the 
decision  to  review  your  re- 
quest. If  qualified  medical 
personnel  were  not  in- 
volved in  your  denial,  you 
might  want  to  get  a  reversal 
for  that  reason  alone. 

Another  good  defense: 
credible  advocates  who  can 
exert  influence  with  your 
hmo.  Start  with  your  physi- 
cian. Consider  the  valor  of 
orthopedic  surgeon  Thomas 
Trancik.  When  29-year-old 
Wanda  Peake  came  to  him  in 
October,  1995,  she  had  frac- 
tured her  lower  tibia  so  se- 
verely that  the  bone  had 
punctured  the  skin.  Peake's 
hmo,  Healthsource  South 
Carolina  Inc.,  initially  denied 
the  doctor's  request  for  cor- 


rective surgery  for 
reasons  that  Tran- 
cik and  the  hmo 
now  dispute.  Des- 
perate for  more 
support,  Peake's 
husband  enlisted 
the  help  of  the  ben- 
efits manager  at  his 
company,  through 
which  the  couple 
was  covered.  The 
company  intervened 
on  her  behalf,  and 
as  a  result  the  hmo 
reconsidered. 
SUPPORT.  If  neither 
your  doctor  nor  em- 
ployer's prodding 
move  your  hmo,  get 
a  second  opinion 
from  an  outside 
source  and  have 
that  doctor  explain 
his  or  her  reasoning  in  writ- 
ing. Obviously,  you'll  foot  the 
bill.  But  free  information  to 
help  bolster  your  case  is 
available  from  public  advoca- 
cy groups  such  as  the  Amer- 
ican Cancer  Society.  Present 
copies  of  all  letters  and  re- 
ports, along  with  a  descrip- 
tion of  the  care  you  want  and 
why,  to  your  hmo's  adminis- 
trative review  board. 

Should  your  hmo  dawdle 
in  answering,  call  your  state 
insurance  commissioner  and 
department  of  health.  The 
numbers  are  listed  in  the 
government  section  of  the 
phone  book.  Have  in  hand 
thorough  records  of  all  let- 
ters written,  calls  made,  and 
decisions  reached  so  that  reg- 
ulators know  what  ground 
you've  covered.  If  the  state 
agrees  that  the  decision  was 
inappropriate,  it  may  be  able 
to  argue  your  case  with  plan 
administrators,  free  of  cost. 
Also,  be  sure  to  tell  your  hmo 
that  vou've  contacted  state 


GET  IT  IN  WRITING 

Ask  for  a  letter  detail- 
ing the  clinical  reasons 
your  claim  was  denied 
and  the  name  and 
medical  expertise  of 
the  HMO  staff  member 
responsible,  to  better 
defend  your  case. 


I^PW  yOUR_  RIGHTS 

The  plan  document  or 
your  HMO's  member 
services  department 
will  tell  you  how  exper- 
imental treatments  are 
defined  and  covered, 
and  how  the  appeals 
process  works. 


 KEEP  RECORDS 

Make  copies  of  any 
correspondence, 
including  payments 
and  any  reimburse- 
ments. Also,  keep  a 
written  log  of  all  con- 
versations relevant  to 
your  claim. 


regulators.  Since  most  com- 
missioners keep  records  of  all 
consumer  grievances,  the 
prospect  of  a  state  investiga- 
tion may  spur  your  hmo  into 
action. 

Take  the  case  of  one  60- 
year-old  freelance  writer  who 
asked  not  to  be  identified. 
When  her  hmo,  Staten  Island 
Medical  Group,  part  of  the 
Health  Insurance  Plan  of 
Greater  New  York  Inc.,  de- 
layed approving  her  request 
for  a  cancer  specialist,  she 
turned  to  New  York  State's 
Office  of  Managed  Care. 
Armed  with  letters  from  the 
writer's  breast  cancer  spe- 
cialist that  explained  why  she 
needed  this  specific  care,  a 
state  employee  lobbied  the 
hmo  and  within  six  weeks, 
hip  approved  the  request. 

Litigation  is  not  usually 
advisable,  since  it  is  costly, 
time-consuming  and,  in  some 
cases,  explicitly  forbidden  in 
the  plan  contract.  However, 
its  primary  advantage  is  that, 
in  addition  to  receiving  reim- 
bursement for  the  cost  of 
care,  you  may  be  able  to  col- 
lect damages. 

The  more  common  but 
equally  onerous  option  is  to 
present  your  case  before  an 
independent  arbitration  com- 
mittee appointed  by  the  hmo. 
Arbitration  limits  your  pos- 
sible reward  to  either  ap- 
proval for  the  previously 
denied  treatment  or  reim- 
bursement, given  that  you've 
already  gotten  care  outside 
the  hmo  physician-and-hospi- 
tal  network,  says  gw's 
Andersen. 

Above  all,  be  persistent. 
Most  hmos  have  competent 
and  caiing  doctors.  You  might 
have  to  fight  to  get  to  them, 
but  it's  a  battle  that  may 
save  your  life.  Lisa  Sanders 

FIND  ADVOCATES 

Enlist  the  help  of  your 
doctor,  employer, 
and  state  insurance 
department  to  lobby 
your  case  before  the 
HMO. 

DATA:  BUSINESS  WEEK; 
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Managing 

Managed 

Care 

What  to  do 
when  an 
HMO  denies 
treatment  or 
coverage 


Has  tke  world  become  less  interesting? 


OrK 


ave  you 


Of 

course,  the  world  wasn't  new  then.  You  just  looked  at  it  that  way.  And  each  time  you  step 
into  a  Hyatt  hotel  or  resort,  you  11  find  you  still  can. 

All  it  takes  is  a  small,  unexpected  jolt  of  delight — like  the  rich  fragrance  of  lemon  ginger 
prawns,  prepared  by  a  chef  who  picks  her  ingredients  fresh  from 
our  gardens.  Or  the  sight  of  a  magnificently  beaded  Thai  wedding 
jacket  in  our  lobby.  Or  a  rooftop  view  of  the  stars  that  reawakens 
the  sense  of  wonder  you  thought  perhaps  you'd  lost. 

When  you  stay  with  the  people  of  Hyatt,  you'll  discover  a  place 
that  opens  your  eyes.  And  your  mind.  So  business  meetings  are  more 
productive.  And  your  whole  trip  becomes  more  interesting.  Or  maybe  it's  just  you. 

For  reservations,  contact  your  travel  planner  or  call 
Hyatt  at  1-800-233-1234. 


H  YAT  T 


HOTELS  &  R 


 Feel  the  Hyatt  Touch'  

Hi  dM  H,  tttli  and  Resort^  emompasies  hotels  managed,  jramhised,  or  operated  by  two  separate  groups  of  companies -Hyatt  (Corporation  and  its  affiliates  and  affiliates  of  Hyatt  Internationa!  Corporation.  ©1997  Hyatt  Corp. 


«Y«Y     Hyatt  is  proud  to  offer  AT&T  Long  Distance  Service  for  all  your  AT&T  Calling  Card, 
AT&T  Universal  Card  and  operator-assisted  calls  at  most  locations. 


ersonal  Business 


iTRO  BIKES 
ITH  '90s  PIZZAZZ 


:ed  with  a  choice 
tween  rugged 
untain  bikes  built 
eap  felled  trees  or 

ate  road  bikes  designed 
jach  speeds  of  50  mph, 
ing  cyclists  may  wonder 
,  ever  happened  to  plain 
wo-wheelers. 
ike  heart.  Back-to-basics 
?ling  is  back.  These  new 
5  are  styled  to  look  like 
curvy  beauties  of  the 
3,  but  made  with  lighter, 
lger  materials  and  easy- 
>erate,  low-maintenance 
systems.  Of  these 
retro  bicycles,  we 
(d  two  of  the  more 
tical  types:  cruisers, 
h  are  replicas  of 
els  from  the  1940s 
1950s,   and  com- 
?rs,  which  are  all- 
ose  bikes. 

R-FRIENDLY.  What 
the  bikes  apart  from 
3ld-timers  is  a  user- 
idly    gear  system 
vn  as  an  internal 
The  hub  protects 
gears  and  brakes 
water  and  grit  by 
ng  them  in  a  cylin- 
that  encircles  the 
axle.  Now,  not  only 
fie  brakes  work  bet- 
n  wet  conditions  but 
rear  changers  do  not 
ire    the  constant 
ung,  oiling,  and  ad- 
nent  of  other  bicy- 
Hubs  have  been 
nd  for  years,  but  the 
versions   provide  up 
speeds,  and  12-  and 
3eed  models  are  being 
■loped. 

U  of  the  models  test- 
rere  equipped  with 

3CTRA 
IEETROD 

>mbines  cruiser 
a  and  commuter 
'ormanee 


the  most  commonly  used  in- 
ternal hub,  the  seven-speed 
Shimano  Nexus  7.  The  bikes 
range  in  price  from  $449  to 
$675,  comparable  to  road  and 
mountain  bikes  of  similar 
quality.  The  frames  were  ei- 
ther steel  or  aluminum  (tita- 
nium cruisers  exist,  but  cost 
$2,250  or  more).  The  lighter- 
weight  aluminum  models  are 
less  work  to  pedal  and  more 
agile,  but  because  aluminum 
is  stiff,  the  ride  is  often  jolt- 
ing. The  slightly  heavier  but 
more  flexible  steel  alloy 
frames  absorb  bumps  better, 
offering  a  smoother  ride. 

Buying  Tips 

CHECK  THE  TIRES  Knobby  tires 
offer  the  most  traction  on  dirt  and 
are  best  for  trail  riders.  Street 
cyclists  should  stick  to  high- 
pressure  treadless  tires. 

REPLACE  THE  SADDLE  Manufac 
turers  tend  to  use  inexpensive  and 
uncomfortable  seats.  If  you 
upgrade  at  the  time  of  purchase, 
you  may  receive  a  discount. 

DONT  FORGET  THE  ADD-ONS 

Helmets  are  a  must,  but  consider 
gloves,  padded  shorts,  and  a  seat 
bag  emergency  kit.  The  whole 
package  usually  runs  about  $100. 

ASK  FOR  A  DISCOUNT  Many 
dealers  will  negotiate  and  some 
even  throw  in  a 
helmet,  water  bot- 
tle, or  other  goodies  to 
seal  the  deal. 

DATA:  BUSINESS  WEEK 


They  are  usually  Chrome- 
moly  (CroMo),  a  strong  and 
light  alloy,  or  the  heavier 
High  Tensile  (Hi  Ten). 

Cruisers  are  vintage-style 
bikes  suited  for  relaxed 
weekend  rides.  Though  at  an 
average  weight  of  33  pounds, 
they  aren't  designed  for  long- 
distance jaunts.  Still,  I  could 
not  get  enough  of  the  Breez- 
er  Ignaz-X  ($675).  Named  for 
Schwinn  founder 
Ignaz  Schwinn, 
this  homage  to  the  1930s  Ex- 
celsior boasts  an  updated 
CroMo  frame  that  handles 
better  than  the  original.  This 
plush  bike  rides  like  a  Caddy. 
But  at  32  pounds,  it  won't  set 
records  in  the  slalom. 

At    $475,    the  Electra 
DeLuxe  7  is  more  affordable, 
but  its  upright  riding  posi- 
tion exposes  riders  to  the 
—  wind,  making  pedaling 
difficult.  Accustomed  to 
hand  brakes,  I  found  the 
coaster  foot  brakes  awk- 
ward. But  fenders,  which 
protect  riders  from  pud- 
dles, and  a  good  chain 
guard,     which  keeps 
trouser  cuffs  away  from 
the  greasy  parts,  make 
the  DeLuxe  acceptable 
for  short  commutes. 

Built  from  the  original 
1955  blueprints,  the  vin- 
tage Schwinn  Cruiser  ss 
($449)  looks  even  better 
the  second  time  around, 
thanks  to  its  faux  wood- 
grain  and  black  paint. 
Once  you  get  it  up  to 
speed,  the  ride  is  stable, 
but,  at  42  pounds,  getting 
there  is  hard  work. 


LEISURE 


Designed  for  utility,  com- 
muter bicycles  are  less  stylish 
than  cruisers.  But  their 
lighter,  easier-to-maneuver 
frames  can  accommodate  a 
cargo  rack  and  fenders,  mak- 
ing them  ideal  for  running  er- 
rands. With  its  fenders,  cargo 
rack,  head-  and  taillights,  and 
a  polite  little  bell,  the  Spe- 
cialized Globe  ($499)  is  a  good 
all-purpose  commuter  bike. 

While  the  olive- 
and-mint-green 
paint  job  gives  it  a  no-non- 
sense look,  its  Hi  Ten  frame 
makes  for  smooth  handling. 

The  fashionable  Bianchi 
Milano  ($649),  is  a  commuter 
for  hipsters.  This  bike  wins 
style  points  for  the  irides- 
cent aqua  paint  and  the 
blinking  taillight  built  into 
the  seat.  The  Milano  handles 
well  with  roadworthy  high- 
pressure  tires  and  old-fash- 
ioned curved  handlebars. 
However,  the  large-gauge 
aluminum  frame  gave  a  jar- 
ring ride,  and  the  seat  often 
slipped  out  of  position  be- 
cause of  a  cheap  bolt. 
CURVY.  The  Gary  Fisher  Al- 
fresco ($499)  isn't  fancy  look- 
ing, but  its  CroMo  frame 
takes  up  the  bumps,  and  the 
bike  handles  with  assurance. 
Surprisingly,  the  cheaply 
made  saddle  is  comfortable. 
But  take  points  off  for  the 
plastic  chain  guard,  which 
clatters  over  rough  pavement. 

My  preference  was  the 
Electra  Street  Rod  ($599),  an 
excellent  compromise  of  cruis- 
er looks  and  commuter  per- 
formance. It  has  a  curvy, 
cruiser-shaped  CroMo  frame 
yet  is  a  manageable  29 
pounds.  Adding  the  available 
fenders  and  chain  guard 
($19.95)  and  replacing  the 
slim,  inflexible  saddle  with  a 
$25  aftermarket  one  make 
this  bike  the  perfect 
stylish  commuter. 
In  the  end,  these 
easy-to-maintain  bi- 
cycles won't  tempt 
everyone.  Indeed, 
some  people  still 
will  prefer  today's 
more  complicated 
bikes  and  gear  sys- 
tems. We  call  them  me- 
chanics.   Roy  Furchgott 
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Sports  Equipment 


Cheat 
At  Tennis 


 m\  


|tknn is  tutor |  Your  Own 
mmtmgm  Portable 
Sj^ptL  Tennis  Ball 
.  pt     Jgm  Machine 

1  800  448-8867 

for  FREE  brochure 


Travel/Vacations 


Free  Resort 
Ratings  Booklet 


A  handy  reference  with 
60  straight-forward  resort  reviews. 
It's  yours  FREE  when  you  subscribe  to 

Timesharing  Today 

The  magazine  that  helps  you  get  the 
most  out  of  vacation  ownership. 

Independent  viewpoint  •  Resort  reviews 
Articles  on  buying,  selling,  exchanging 
Investigative  reports  •  Industry  news 
Hundreds  of  classified  ads 
Must  reading 

Call  Toll  Free  1-888463-7427 


Travel/Cigar  Tours 


ADVENTURE  CUBA 


6  DM  MONTHLY  CULTURAL  ADVENTURE/ 
I  DAY  CIGAR  SMOKING  ADVENTURE  p  '*•» 
CLASSIC  CAR  ADVENTURE 
PAST  TRAVELERS 
REFERENCES  AVAIAOLE 
ON  REQUEST 
FULLY  LEGAL 
AND  ESCORTED 
BY  WINGS 


WINGS  OF  THE  WORLD 
1-800-465-8687 


Teiecommunications  Services 


The  Internets  Largest 
EmaO-to-Fax 
Broadcast  Service 

10$  a  minute 
anywhere  In  the  US ! 
International  Rates  per  Minute: 
U.K.  29*  •  Germany  39$ 
Japan  35$  •  Hong  Kong  49$ 
•  Reseller  Inquiries  Welcome 


Email:  info@faxawav.com 
www.faxaway.com 


j  Faxawav  Is  a  service  of  KtemaOonalTelcDm  Ltd.  1 


Menswear/Fashion 


MEN'S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog  •High  quality  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept  55E  Hingham,  MA  02043 
1-800-992-WIDE 


Sales  Promotion/Display  Products 


Cigars/Accessories 


CIO 

FREE  CATALOG! 

From  America's  oldest  mail-order  cigar  company,  established  1915. 
Thompson  Cigar  Co.  •  P.O.  Box  31274  •  Tampa,  Fl  33633-0537 
Fax:  1-813-886-2380  •  Call:  1-800-705-1096  •  Dept.  W385 


Slate  Zip 


Recruitment  Services 


A  SEARCH  FIRM  FOR 
EXCEPTIONAL  SALES  AND 
MARKETING  EXECUTIVES 

Resumes  Invited  •  Discretion  Assured 
No  Fee 
TOP  GUN  GROUP,  INC. 

The  Meridian  al  Hughes  Cenler 
220  East  Flamingo  Rd..  Suite  121 
Las  Vegas,  NV  89109 

702-894-9191 


Business  Services 


FINANCIAL  INVESTIGATIONS 

•  Financial  Fraud 
Investigations 

•  Deterence  &  Prevention 
Programs 

•Certified  Fraud  Examiners 

•  Retired  IRS-CID 
Management  Officials 

•Worldwide  Network  of 
Associates 

CA  LIC  #17795 
For  More  Information  Contact: 
RISTUCCIA  INVESTIGATIONS 
Tel:  (818)249-7899 
Fax:  (818)  249-1880 


INCORPORATION 


•  FREE  Information 

•  All  50  States  and  Offshore 

•  Reliable  Service  and  Low  Prices 


Corporate  Creations^ 

http://www.coipcreations.com 


rp 

77w 

800-672-9110 


Fax  305-672-9110 


TRADEMARK 


Personal  Checks 

with  the  purchase  of  600 

3-To-A-Puff  Business  (  hecks 

only  $29  95+S&H 
(Offer  good  thru  12/31/97) 

1-800-239-4087 


RESEARCH  REPORTS 


20,000  ACADEMIC  TOPICS  AVAILABLE! 

Send  $2  for  the  290  page  catalog.  • 

Custom-written  teports  also  available.  | 

RESEARCH  ASSISTANCE  . 

11322  Idaho  Ave.,  #206BF  ' 

Los  Angeles,  CA  90025  \ 

,    TOLL  FREE  HOTLINE:  800-351-0222  , 

■  .ll|.B/i™)I^U:Mj-l,B.|.l:l|:W:|.M-|l-l-I..TM 

Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

LASERJET  COLORPRO  DRAFT/MASTER 
DESKJET  DRAFTPRO  DESIGNJET 

ELECTROSTATIC  PLOTTERS  RUGGEDWR1TER 

HP  9000  workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

41 17  Second  Ave  S  Birmingham.  AL  35222 
Phone  205/59 1  -4747  Fax  205/59 1  - 1 1 08 
800/638-4833  •  e-mail  sales@dasher.com 


Franchising 


Join  the  number  one 
accounting  franchise  ne  two 


1-800-323- 


Comprehensive 

■m  ^1    The  Accounting  Nelwntk 

www.cbsaccounting.com 


Fftf 


IHOKED 

.start  your  c 


Franchiser11 

your  business 

Call  for  Information  about 
"Franchise  Your  Business"  seminars 
or  information  on  franchising 

rrcincorp 

Specialists  In  Franchise  Development 

1-800  FRANCHISE  (1-800-372-6244 
www.francorpfnc.com  gv 


Coroorate  Gifts 


TATTOOS  7V2<e 


or  less  for  3000  or  more 
Plan  For  Success,  inc 

1-800-234-2702 
e-mail:  info@pfs4you.com 


Education/Instruction 


nje  hm 

MM,  No  0 
Ktly  r'Nit 
tMtdeainn 
iaa!  income 
brochure 
computer 

ALLI-K 

Tlit  Lou  ( 


COLLEGE  DEGREE 

BACHELORS  •  MASTERS  •  DOCTORATIS 

For  Work,  Life  and  Academic  f 
Experience  •  No  Classroom 
Attendance  Required 
Call  (800)423-3244 

ex1170 
Fax:  (310)  471-6456 
http  //www  pwu -hi  edu 
or  send  detailed  resume 
lor  Free  Evaluation 
Pacific  Western  University  \ 
1210  Auahi  Street,  Dept  170 
Honolulu,  HI  96814-4922 


iRATIVE 

ING 

•terns'1 
i  lucrative  4 
into  licit 
iittirhf 
calosia 
Bead 

mm 


MBA  by  Distance  Leahi 

Major  British  university  offers  accredited  MBA,  n] 
Bachelor's  or  GMAT  needed  Chosen  by  Economis 
Intelligence  Unit  as  one  of  world's  best  MBA  program: 
HERIOT-WATT  UNIVERSITY  I  (800)  MBA-070' 
North  American  Distributor  I  Ask  for  ext  2i 
6921  Stockton  St,  Suite  2,  El  Cerrito.  CA  94530 
For  immediate  FaxBack  literature:  from  youij 
(ax  machine's  phone,  call  (510)  486-8900 


University  Degree 


Approved  Self  Paced  Home  Stud'l 
Associate  Bachelors  Masters  Doctor 

Emphasis  in:  Business  Admin  Public  Admir 
Health  Care  Admin,  Human  Resources  | 
Finance,  Int'l  Business,  Tech  Mgmt.  Law 
Paralegal.  Psychology.  Computer  Science 
http://www.scups.edu 
Email:  enroli@scups.edu 
1-800/477-2254  (24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E.  17  St-BW,  Santa  Ana,  CA  92705 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE. 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO.  IL  60611 


Business  Books/Audio  Tapes 


IOKE  DURING  PRESENTATIONS? 

)-start  your  career  with  Speaking  Up:  A  Guide  for  Overcoming 
agefright  in  Business  Meetings.  4  audiotapes  &  guidebook. 
Developed  by  a  psychologist  with  hands-on  experience. 

Call  toll-free  1-888-544-1099 


Business  Opportunities 


OfflXnON-LOGISTICS  Established 
parry  is  selecting  exclusive  sales  con- 
jr  numerous  geographical  areas  in  the 
ffer  superior,  value-added  services 
IS  teclinology  &  global  capabilities.  No 
it  w/  unlimited  earning  potential.  Please 
kground  &  industry  exp  to:  PO.  Box 
pt  NF-20,  New  Hyde  Park,  NY  11042. 


ige  Business  Loans  and 
oment  L  eases  from  $1,000  to 
lillion.  No  co-brokering.  Work 
:tly  w/National  Lenders, 
lited  earnings  potential  and 
ual  income. 
R  brochure  and  FREE 
computer  disk 

LL  1-800-336-3933 

The  Loan  Consultants,  Inc. 


RATIVE  OPPORTUNITY 
IN  GAMING 

ldustry  of  the  future  can  afford 
ucrative  &  viable  opportunity  to 
nto  slot  &  video  gaming  device 
facturing  &  distribution  at 
al  cost.  For  information,  contact: 

Beachfield,  Inc. 
76-8534  Fax  612/476-8556 


Corporate  Gifts 


Logo  Tattoos! 


Temporary  Tattoos  with  your  Logo, 
Just  $189.00!!. 

10.00  S&H  (CA  add  7.25%  sales  tax) 
Customized!  Full  Color!  2"x2" 

Calico 

damo  Drive,  Ste  201 »  Vacaville,  CA  95687 
!l:  707/448-7072  •  Fax:  707/446-8273 


OPPORTUNITY  KNOCKS 


Once  in  a  while  a  business 
opportunity  comes  along  that  will 
never  repeal  itself,  an  opportunity  so 
strong  that  timing  is  of  the  essence 
for  the  select  few  who  take 
advantage.  We  know  that  our 
proven,  ten  year  old  program  is  so 
profitable  with  respect  to  return  on 
investment  that  we  urge  you  to  talk 
to  our  dealers.  If  you  have  sales/ 
mgmt  skills  and  can  invest  in  a 
proven  business  which  will  give  you 
extremely  high  income,  an  exclusive 
protected  area,  training,  leads, 
secured  accounts  to  call  on.  then  let's 
talk.  Areas  going  fast. 

1-800-601-7200 


f       Relax  and  Enjoy 
'$350K+++  Annual  Profit 
Potential  From  Home!! 

$75K  Possible  First 
Few  Months... 

***Nominal  overhead 
***80-87%  gross  profit  margins 
"♦Exciting  breakthrough  products 
***24  hour  support  system 
***No  employees   ***No  inventory 
***No  selling  experience  required 
*  "Flexible  hours 

***Portable--operate  anywhere  you 

have  fax  and  phone 
***One-time  start-up  less  than 

$10,000 

Financial  freedom  can  be  yours  within 
90  days!  Find  out  more  today: 

1-800-432-0018,  Ext.  5252 
Fax  207-767-1103 
\J7REEDQM  ASSOCIATES^ 

Business  Opportunities 


CONSULTANTS/TRAINERS 


International  firm  expanding  in 
US  needs  independent  consultants 
and  trainers  to  represent  our 
company.  We  offer  some  of  the 
finest  human  resource  development 
programs  available  today.  Very 
high  income  potential.  Extensive 
training  and  support.  Management, 
marketing,  or  consulting  experience 
helpful.  Send  resume  or  brief 
personal  history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  VP  Development 
Department  WB57 
100  Kachel  Blvd.,  #150-E 
Reading,  PA  19607 
(800)799-6227,  Ext.  12 
FAX:  (610)  856-5918 


Presentation  Equipment 


"Holy  *@?%#!" 


ImageProw  7010 

LCD  data/vide (i  projector 

FREE  siift-sidcil  carrying  case  with  purchase! 


I»V..V  V  1 1  .SX8.238.5263 


Menswear/Fashion 


We  Specialize  In  Hard-To 
I  Find  Sizes...  AAAEEEEE 
9P     Widths,  Up  To  Size  16. 

ft  Choose  from  a  wide 
^HL       selection  of  Men's  Dress. 
^BHf  Casual,  Work  &  Athletic 

Shoes.  You'll  find  top  brands 
like  E.T.  Wright.  New  Balance.  Bostonian, 
Hush  Puppies  and  Wolverine.  And,  we  have 
the  best  guarantee  in  the  business! 
Call  1  -800-240-7463  for  a  FREE  catalog 


Executive  Shoes  DePl  2911 


Computer  Supplies 


f  BatTerTer&™To9ls"Fpr n 
I  Mobile  Professionals.  ■ 


r7S<\  ¥ 


(l-800-228-8?74l 


1-800-Batteries  ■ 

I     f\~-j       SoffenesS  foot  for  AtoMe  ftofessora/s  ■ 


www.800Botterics.coni.  J 


Fine  Art 


DALI 

Collect  Rare,  Authentic 
Limited  Editions 
from  S  2S00 
CALL  FOR  CATALOG 

1-800-999-DALI 

or  (310)  798-1360 


SILVERSTATE  FINE  ART 


FREDERIC  REMINGTON 

BRONZE  COLLECTION 

MOUNTAIN  MAN. ..$60 

"Lost  wax  casting" 

ALSO  SILVER  CASTINGS 
FOR  CATALOG 

Call:  1-800-521-3179 
Fax:  407-332-0531 
uvjjj>    Henry  Bonnard  Bronze  Co 
&  World's  Largest  Bronze  Supplier 


Presentation  Equipment 


IT'S  ENOUGH  THAT 

YOU  CARRY 

The  WEIGHT  Of  AN  ENTIRE 

COMPANY 

ON, ypU R  SHOULDERS. 


For  more  in/ornKtaoYi  about  the  world  $  lightest,  most  .portable 
laptop  projectors,  call  I  -S(AM45-l).W6  /  or  visit 

our  website  at  www.lisiluware.com,         l  i  c  h  t  w  a  r  e^)  ' 


Recently  we  were  part  of 
a  medical  breakthrough,  although 
he  deserves  some  of  the  credit. 


It's  called  the  Turtle"  TS-1  Safety  Syringe.  A  spring- 
loaded  plastic  shell  that  covers  a  hypodermic  needle 
before  and  after  an  injection.  Inspired  by  the  fellow 
above,  this  innovation  will  drastically  reduce  an  esti- 
mated four  million  accidental  needlesticks  a  year. 
To  create  it,  the  medical  industry  turned  to  Phillips 


Petroleum  for  K-Resin  SB  Copolymer,  the  only  plastic 
found  to  meet  the  high  moldability  and  clarity 
demands.  It's  astonishing  what  happens  when  tech- 
nology and  a  turtle  get  together.  At  Phillips,  that's  what 
it  means  to  be  The  Performance  Company.  <Mb& 
PHILLIPS  PETROLEUM  COMPANY  (g) 


For  a  (opyofour  annual  report,  call  918-661-3700,  write  to:  Phillips  Annual  Report,  B-4I,  Adams  Bldg.,  Bartlesville,  OK  74004, 

or  visit  us  at  www.phillips66.com. 


usiness  Week  Index 


)DUCTION  INDEX 


ange  from  last  week:  0.2% 
jnge  from  last  year:  4.5% 


PRODUCTION  INDEX 

Apr.  26=122.6 
  1992=100   


Aug.  Dec.  Apr 

3  1996  1996  1997 

index  is  a  4-week  moving  average 

iroduction  index  was  up  slightly  during  the  week  ended  Apr.  26. 
i/er,  before  calculation  of  the  four-week  moving  average,  the  index 
ed  to  122.4,  from  123.6.  In  the  latest  week,  the  seasonally  ad|usted 
t  of  autos  and  trucks  was  down  sharply  because  of  the  ongoing  strike  at 
!er  Corp.  Ra 1 1 -freight  traffic  and  the  production  levels  for  crude-oil 
lg,  steel,  and  electric  power  were  also  down  for  the  week. 

luction  index  copyright  1997  by  The  McGraw-Hill  Companies 


lDing  indicators 


K  PRICES  (5/2)  S&P  500 

« mm 

WEEK 

812.97 

WEEK 
AGO 

765.37 

YEARLY 
%  CHG 

26.7 

ORATE  BOND  YIELD.  Aaa  (5/2) 

7.64% 

7.75% 

0.3 

STRIAL  MATERIALS  PRICES  (5/2) 

104.7 

105.1 

-5.2 

NESS  FAILURES  (4/25) 

NA 

NA 

NA 

ESTATE  LOANS  (4/23)  billions 

NA 

NA 

NA 

•Y  SUPPLY,  M2  (4/21)  billions 

$3,917.7  $3,896.2r 

5.1 

AL  CLAIMS.  UNEMPLOYMENT  (4/26)  th 

3us.  347 

319r 

-0.6 

:es:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (inde 
Jstreet  (failures  of  large  companies),  Federal  Reserve,  Labor 

x:  1990=100),  Dun 
Dept 

EREST  RATES 

RAL  FUNDS  (5/6) 

LATEST 
WEEK 

5.50% 

WEEK 
AGO 

5.53% 

YEAR 
AGO 

5.24% 

HERCIAL  PAPER  (5/7)  3  month 

5.70 

5.72 

5.41 

IFICATES  OF  DEPOSIT  (5/7)  3  month 

5.71 

5.72 

5.38 

D  MORTGAGE  (5/2)  30  year 

ft  20 

8.31 

STABLE  MORTGAGE  (5/2)  one  year 

6.10 

6.05 

5.92 

E  (5/2) 

8.50 

8.50 

8.25 

:es:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


olttL  (5/3)  thous.  ot  net  tons 

LATEST 
WEEK 

2,112 

WEEK 
AGO 

2,057# 

YEARLY 
%  CHG 

6.3 

HU 1  Uo  (5/3)  units 

126, 181 

1 3 1  ,y  2orff 

-15.3 

IKUvKo  (5/3)  units 

1 14,43 1 

rn~7  /i  c/t  iU 
1 U  /  ,4b4rft 

-10.0 

ELECTRIC  POWER  (5/3)  millions  of  kilowatt-hrs. 

56,016 

5b, 464  ft 

-0.9 

CRUDE-OIL  REFINING  (5/3)  thous.  of  bbl./day 

14,409 

14,275# 

1.2 

COAL  (4/26)  thous.  of  net  tons 

20,481# 

20,363 

-0.1 

LUMBER  (4/26)  millions  of  ft. 

515. 3# 

505.1 

12.0 

RAIL  FREIGHT  (4/26)  billions  of  ton-miles 

26.4# 

26.2 

-1.5 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPAz,  Association  of 
American  Railroads 

PRICES 

GOLD  (5/7)  $/troy  oz. 

LATEST 
WEEK 

341.100 

WEEK 
AGO 

340.150 

YEARLY 
%  CHG 

-13.6 

STEEL  SCRAP  (5/6)  #1  heavy,  $/ton 

133.50 

133.50 

..;  6 

COPPER  (5/2)  e/ib. 

114.5 

115.4 

-9.1 

ALUMINUM  (5/2)  e/ib. 

78.5 

76.0 

3.3 

COTTON  (5/3)  strict  low  middling  1-1/16  in.,  e/lb 

69.54 

69.17 

-18.6 

OIL  (5/6)  $/bbl. 

19.35 

20.15 

-7.9 

CRB  FOODSTUFFS  (5/6)  1 967=100 

235.90 

2  i  7  6  i 

CRB  RAW  INDUSTRIALS  (5/6)  1967  =  100 

332.97 

333.37 

-2.1 

Sources:  London  Wednesday  final  setting.  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (5/7) 

LATEST 
WEEK 

124.97 

WEEK  YEAR 
AGO  AGO 

126.95  104.75 

GERMAN  MARK  (5/7) 

1.72 

1.73 

1.52 

BRITISH  POUND  (5/7) 

1.64 

1.53 

FRENCH  FRANC  (5/7) 

5.81 

5.84 

5.15 

ITALIAN  LIRA  (5/7) 

1703.0 

1712.2  1558.7 

CANADIAN  DOLLAR  (5/7) 

1.38 

1.40 

1.37 

MEXICAN  PESO  (5/7)' 

7.921 

7.944 

7.480 

TRADE-WEIGHTED  DOLLAR  INDEX  (5/7) 

106.0 

107.1 

96.9 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars,  Trade-weighted  dollar  via  J.P  Morgan. 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
nent.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


IL  SALES 


lay,  May  13,  8:30  a.m.EDT  ►  Retail 
were  probably  flat  in  April,  says  the 
in  forecast  of  economists  surveyed  by 
nternational,  one  of  The  McGraw-Hill 
anies.  Excluding  vehicles,  sales  likely 
up  0.2%.  In  its  annual  benchmark 
3n  to  the  data,  released  on  May  2,  the 
lerce  Dept.  said  that  total  retail  buy- 
se  0.1%  in  March,  not  0.2%  as  first 
ed,  while  nonauto  sales  edged  up  an 
ised  0.5%. 

UCER  PRICE  INDEX 

esday,  May  14,  8:30  a.m.EDT  ►  Pro- 
prices  of  finished  goods  were  likely 
inged  in  April,  after  falling  0.1%  in 


arch.  Excluding  food  and  energy,  core 
prices  likely  rose  0.1%  in  April,  on  top  of  a 
larger-than-expected  0.4%  gain  in  March. 


Wednesday,  May  14,  8:30  a.m.EDT* 
Inventories  held  by  manufacturers,  whole- 
salers, and  retailers  probably  rose  0.3%  in 
March,  the  same  increase  posted  in  Febru- 
ary. However,  in  calculating  real  gross 
domestic  product  growth  for  the  first  quar- 
ter, the  Commerce  Dept.  estimated  that 
March  inventories  had  declined. 


Thursday,  May  15,  8:30  a.m.EDT*-  The  mms 
median  forecast  is  that  consumer  prices 


probably  rose  by  0.2%  in  April,  after  edging 
up  0.1%  in  March.  Excluding  food  and 
energy,  the  core  cpi  likely  increased  0.2%, 
the  same  advance  as  in  March. 

INDUSTRIAL  PRODUCTION 

Thursday,  May  15,  9:15  a.m.EDT*  Indus- 
trial output  likely  rose  0.3%  in  April,  after 
jumping  0.9%  in  March.  But  the  mms  sur- 
vey says  that  capacity  use  likely  remained 
at  84.1%  in  April. 

HOUSING  STARTS 

Friday,  May  16.  8:30  a.m.EDT*  Housing 
starts  likely  stood  at  an  annual  rate  of  1.4 
million  in  April,  down  from  1.43  million  in 
March. 


CONSUMER  PRICE  INDEX 


BUSINESS  INVENTORIES 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity  to 
ask  questions  about  fea- 
tures from  the  magazine. 


<--■ 


I 


PQ 


Sunday 

Can  the  economy  stay  on  its 
winning  streak?  Michael  J. 
Mandel,  BW  economics  editor 
and  author  of  the  Cover 
Story,  leads  the  discussion. 
May  11 

9  p.m.  EDT  in  the  Globe 

Monday 

The  best  ways  to  profit  from 
the  Web,  with  Evan  I. 
Schwartz,  former  BW  staffer 
and  author  of  the  new  book 
Webonomics.  May  1 2 
8  p.m.  EDT  in  the 
BW  Enterprise  Chat  Room 

Transcripts 

How  well  is  NAFTA  working? 
Where's  the  stock  market 
going?  What  should 
franchisees  beware  of? 
Answers  to  hundreds  of 
questions  like  these  are  in 
the  transcripts  you  can 
download  from  BW  Online. 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Abbott  Laboratories  (ABT)  106 
Access  Research  106 
Aerolineas  Argentinas  56 
Allegheny  Ludlum  90 
American  Airlines  (AMR)  30,  50. 
56 

American  Family  Life 
Assurance  12 
Amgen(AMGN)  106 
Amoco  (AN)  130 
Andersen  (Arthur)  132 
Andersen  Consulting  50 
Andrew  (ANOW)  106 
Anheuser-Busch  (BUD)  96 
ARCO(ARC)  130 
Arequipa  Resources  112 
Arrenda  41 

AT&T  (T)  46,119,122 
Avant!  (AVND  100 
Avianca  56 

B 


Bank  Lease  Consultants  38 
Barings  50 

Bamck  Gold  (ABX)  112 
Bath  Iron  Works  136 
BBN  (BBN)  46 
Bell  Atlantic  (BEL)  118 
Bell  Canada  118 
Bellcore  110 

Berkshire  Hathaway  (BRR.A)  6, 
136 

Bertlesmann  46 
BMW  36 

BP  America  (BP)  8 
Bre-X  Minerals  112 
Bnstol-Myers  Squibb  (BMY)  30, 
54.106 

British  Airways  (BAB)  50,  56 
British  Sky  Broadcasting 
(NWS)  50 

British  Telecommunications 
(BTY)  50 

BrownS  Root  130 
Bumham  Securities  36 
BZW  50 


Cabletron  Systems  (CS)  30 
Cadence  Design  Systems 

(CDN)  100 
Caere  OmniPage  20 
Cambior  112 
Cameco  112 
Canon  (CANNY)  20 
Cascade  Communications 

(CSCC)  126 

Charming  Shoppes  (CHRS)  116 

Chase  Manhattan  (CMB)  119 

Chrysler  (C)  27,36,38 

Circuit  City  (CO  40 

Cisco  Systems  (CSC0)  30. 126 

Citibank  (CCD  119 

CNW  Marketing/Research  38 

Coca-Cola  (KO)  61 

Columbia/HCA  Healthcare 

(COL)  41. 106 
Comenca  (CMA)  36 
Compaq  Computer  (CPQ)  106, 

110 

ConAgra  (CAG)  30 
Continental  Airlines  (CAW)  56 
Cypress  Semiconductor  (CY)  1 00 


Dataquest  119,122 
Delta  Airlines  (DAL)  56 
Denso  52 

Dewey  Square  Investors  90 
DigiCash  119 
Donnelley  (R.R.HDNY)  30 
DRI/McGraw-Hill  (MHP)  32 


Electronic  Data  Systems 
(EDS)  132 

EnWnght  Associates  41 
Eurapay  119 
Exxon  (X0N)  130 

F 


First  Chicago  NBD  (FCN)  36 
First  Union  (FTU)  32 
Fluor  (FLR)  46 
Ford(F)  36 

Ford  Motor  Credit  (Fl)  38 
Forrester  Research  (FORR)  46, 
122 

France  Telecom  122 
Fraser  Smith  Group  96 
Freeport-McMoRan  Copper  &  Gold 
(FCX)  112 

Frontline  Design  Automation  1 00 
Fujitsu  20 
Furman  Selz  36 


GE  Capital  (GE2)  40.119.122 
Gemplus  119.122 
General  Cable  (GCABY)  50 
General  Cigar  6 
General  Dynamics  (GD)  136 
General  Electric  (GE)  30,40,106 
General  Motors  (GM)  36 
General  Motors  Acceptance 
(GM1)  38 

Global  Aviation  Associates  56 
Gold  Fields  Minerals  112 
Golden  Star  Resources  112 
Goldman  Sachs  26 
GTE  (GTE)  44, 46 

H 


Habanos  6 

Hagberg  Consulting  Group  6 
Halliburton  (HAL)  130 
Hambrecht  &  Quist  (HMQT)  116 
Healthsource  South  Carolina 
(HS)  140 

Hewlett-Packard  (HWP)  20, 119, 
122 

Honda  (HMO  38, 46 
Hughes  Electronics  (GMH)  30 

I 


Ibena  56 

IBM  (IBM)  30. 126 
ICI  (ICI)  46 

Institutional  Investor  Group  110 
Intel  (INTO  106,126.128 
International  Family 
Entertainment  (IFE)  118 
Interval  Research  128 


Johnson  &  Johnson  (JNJ)  106 
Jupiter  Communications  119 

K 


Kellogg  (M.W)  (Dl)  110 
Kidder  Peabody  40 


Kinko's  61 
Kyrgyzaltyn  112 

L 


LanChile  Airlines  56 
Lehman  Brothers  (LEH)  38 
Levi  Strauss  96 
Liberty  Media  aCOM)  118 
Litton  Industnes  (LIT)  136 
Lockheed  Martin  (LMT)  132,136 

M 


Malco  122 

Ma  Maison  84 

Marathon  Oil  (X)  130 

Marti  Floras  Pneto  &  Wachtel  96 

MasterCard  119,122 

Maxim's  84 

Maximus  132 

MBNA  106 

MCA  46 

McGraw-Hill  (MHP)  147 
Mediamark  Research  92 
Mentor  Graphics  (MEND  100 
Merck  (MRK)  106 
Merrill  Lynch  (MER)  32,56, 106 
Metals  Economics  Group  1 1 2 
Meyers  (H  J.)  116 
Microsoft  (MSFT)  116,119,128 
Microtouch  Systems(MTSI)  20 
Miller  Brewing  (MO)  96 
MMS  International  (MHP)  147 
Mondex  International  119 
Montgomery  Ward  40 
Morgan  Grenfell  Asset 
Management  50 
Morgan  UP.)  UPM)  52 
Motorola  (MOT)  100 

N 


Neuberger  &  Berman  90 

Newmont  Mining  (NEM)  112 
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4537.5 

2.3 

21.9 
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FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 
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18.9 

S&P  500  P/E  Ratio  (Next  12  mos 

)*  17.1 

16.6 

NA 
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22.4  Semiconductors  71.4 
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Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 
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change 

Wells  Fargo 
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-4*8 

Micron  Technology 
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Motorola 
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-Va 
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Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 
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LONG-TERM  AA  TELEPHONES 

7.72 
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BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 
assuming  a  31%  federal  tax  rate 


10-yr.  bond 
Latest  Last 
week  week 


30-yr.  bond 
Latest  Last 
week  week 


GENERAL  OBLIGATIONS 

5.02% 

5.05% 

5.56% 

5.59% 

PERCENT  OF  TREASURIES 

74.40 

75.23 

79.90 

80.37 

TAXABLE  EQUIVALENT 

7.28 

7.32 

8.06 

8.10 

INSURED  REVENUE  BONDS 

5.18 
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5.84 
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TAXABLE  EQUIVALENT 
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8.46 

TUAL  FUNDS 
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EQUITY  FUND  CATEGORIES 
Leaders 
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Morningstar,  Inc. 


Yorktown  Classic  Value 
Rydex  Nova 

DFA  Japanese  Small  Co. 
Papp  America-Abroad 
Wasatch  Micro-Cap 

Leaders 

52-week  total  return 

Lege  Mason  Value  Primary  51.6  United  Svcs.  Gold  Shares  -44.8 

Morgan  Stan  Inst.  Lat.  Am  A  50.1  DFA  Japanese  Small  Co.  -42.2 

Morgan  Stanley  Latin  Amer.  A  48.9  Steadman  Technology  Grth.  -37.8 

Fidelity  Sel.  Regional  Banks  47.8  Fidelity  Japan  Small  Co.  -36.9 

Fidelity  Sel.  Home  Finance  46.1  Matthews  Korea  -36.5 


13.9  Bull  &  Bear  Gold  Investors  -9.7 

12.4  Morgan  Stan.  Inst.  Gold  A  -8.2 
12.0  Midas  -7.8 

11.5  Rydex  Ursa  -7.5 
10.9  Lexington  Strat.  Invmnts.  -7.3 

Laggards 

%    52-week  total  return  % 


Japan 
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Large-cap  Growth 
Large-cap  Value 
Financial 

Leaders 

52-week  total  return 


Financial 
Latin  America 
Real  Estate 
Large-cap  Blend 
Large-cap  Value 


Laggards 

Four-week  total  return  % 


8.9  Precious  Metals 

6.5  Real  Estate 

6.3  Diversified  Emerging  Mkts. 

5.9  Latin  America 

5  7  Natural  Resources 


% 


Laggards 

52-week  total  return 


-4.8 
0.0 
1.6 
2.0 
2.7 

% 


39.5  Precious  Metals  -27.1 

31.7  Japan  -16.0 

30.8  Small  Growth  -7.1 
25.1  Diversified  Pacific/Asia  -4.1 
24.1  Pacific/Asia  ex-Japan  1.4 


i  are  as  of  market  close  Wednesday,  May  7,  1997,  unless  otherwise  indicated.  Industry  groups  sis,  and  mutual  fund  returns  are  as  of  May  6.  For  a  more  detailed  explanation,  write  to  us  or  E- 
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Editorials 

NEW  THINKING  ABOUT  THE  NEW  ECONOMY 

Ts  this  a  wonder  economy,  or  what?  Fast  growth,  dynamite 
M.  profits,  super-low  unemployment,  and  tame  inflation.  We're 
sticking  out  our  necks,  but,  as  we've  argued  before,  the  good 
news  is  not  just  a  one-quarter  phenomenon.  What  we  are  see- 
ing is  further  evidence  that  there  is  indeed  a  continuing 
trend  toward  a  new  economy — one  based  on  information 
technology  and  globalization  that  yields  a  lot  more  produc- 
tivity. If  so,  it  means  that  the  economy  has  jumped  to  a 
higher  plane  of  sustainable  growth — at  least  3%  annually, 
not  2.5%.  That  half  a  percentage  point  improvement  changes 
a  lot  of  things. 

This  is  what  we  know.  The  breakthrough  probably  began  in 
1995.  Check  the  data:  All  sorts  of  intriguing  stats  started  to 
turn  up.  Economic  growth  accelerated.  Unemployment 
dropped.  Real  wages  began  to  edge  up.  O.K.  so  far.  But 
then  inflation  fell.  Profits  rose,  and  profit  margins  expanded. 
That's  a  sequence  that  most  economists — whether  mone- 
tarists, Keynesians,  or  supply-siders — said  was  impossible. 

What  happened?  Productivity.  In  1995,  corporate  spending  on 
infoirnation  technology  skyrocketed.  The  big  surprise  was  that 
investment  in  computers  and  software  rose  to  account  for  an 
amazing  three-quarters  of  the  increase  in  all  business  invest- 
ment. The  Internet  captured  Corporate  America's  attention. 
Networking  finally  united  all  the  systems,  and  voila!  Produc- 
tivity began  to  take  off.  There  is  no  other  way  to  explain  how 
companies  without  any  pricing  power  can  raise  profits  and 
wages  at  the  same  time.  Manufacturers  have  been  racking  up 
4%  to  5%  productivity  gains  for  nearly  a  decade.  Two  years  ago, 
the  service  sector  kicked  in,  defying  the  conventional  wisdom 
that  productivity  gains  in  services  were  hard  to  generate. 
Banks,  insurance  companies,  architects,  and  others  harnessed  in- 
formation technology  to  do  more  with  less  (page  30). 

The  implications  are  enormous.  An  extra  half  a  percentage 

point  or  so  of  real  growth  over  time  would  allow  for  the  fir 
significant  rise  in  living  standards  in  decades.  It  would  pern 
a  reduction  in  taxes,  as  government  revenues  rise.  It  could 
nance  some  of  the  impending  Social  Security  deficit  and  all 
viate  a  bit  of  the  pressure  on  Medicare.  It  may  even  ea 
welfare  reform  by  providing  jobs  for  those  able  to  work. 

The  international  implications  of  a  new  economy  are  equi 
ly  enormous.  Faster  growth  means  that  the  balance  of  po; 
er  will  be  far  different  in  the  21st  century  than  many  wou 
believe.  The  "America  in  decline"  attitude  of  Asian  chauvi 
ists  would  have  to  be  reevaluated.  In  fact,  the  center 
gravity  of  world  growth  could  shift  back  from  the  Pacil 
Basin  to  a  more  even  distribution  between  Pacific  and  A 
lantic  regions.  Already,  Britain  appears  to  have  made  the  let 
into  the  new  economy.  By  1995,  it  too  was  experiencing  hig] 
er  growth  and  declining  unemployment  with  lower  inflatic 
and  rising  corporate  profits.  The  Netherlands,  Sweden,  at 
Finland  have  also  tied  their  economies  to  the  new  econom 

How  long  can  the  growth  bulls  roar?  We  don't  really  knoi 
The  soaring  dollar  could  counteract  productivity  gains  ar 
hurt  U.  S.  exports.  The  growing  trade  deficit  could  trigger! 
dollar  problem.  European  and  Asian  economic  expansion  coul 
end  the  excess  global  capacity  that  restrains  costs  in  the  U.  a 
And  the  Federal  Reserve  could  get  itchy  fingers,  althoua 
Alan  Greenspan's  behavior  to  date  has  been  exemplary. 

But  the  shift  to  information  technology  and  globalization  J 
just  beginning.  With  productivity  growth  at  2.4%  for  noni 
nancial  corporations  over  the  past  year,  it's  barely  back  to  ii 
old  pre-OPEC  level.  Back  then  the  U.  S.  had  years  of  grea 
prosperity,  with  little  inflation.  It  could  happen  again.  TH 
business  cycle  is  not  dead,  but,  from  now  on,  it  may  be  on 
erating  around  a  higher  trend  line  of  sustainable  economj 
growth.  Think  about  it. 

THIS  BUDGET  DOESN'T  TACKLE  ENTITLEMENTS 

• 

O  ometimes,  you  just  get  lucky.  Thanks  to  faster  growth,  the 
budget  negotiators  managed  to  cut  a  relatively  painless 
budget  deal.  Now  it's  time  for  politicians  to  get  smart.  The 
unpleasant  task  of  curtailing  rising  entitlement  spending  re- 
mains, and  they  shouldn't  shun  it. 

As  it  now  stands,  the  balanced  budget  deal  is  0.  K. — but 
not  great.  The  $85  billion  in  tax  cuts  represents  an  unfortu- 
nate inclination  to  pander  to  interest  groups,  not  an  effort  to 
generate  a  healthier  economy.  The  middle-class  tax  credit 
for  children  is  a  giveaway.  The  education  tax  credits  will 
tend  to  prop  up  college  tuition  rates.  The  country  is  awash  in 
capital.  The  estate  tax  affects  a  tiny  number  of  individuals. 
Far  better  would  be  to  take  the  entire  $85  billion  and  cut 
marginal  tax  rates  across  the  board,  helping  all  taxpayers. 
It  shouldn't  be  too  much  to  ask  budget  negotiators  to  focus 

on  entitlements.  The  budget  agreement  sidestepped  the  dr 
ficult  task  of  reforming  Social  Security  and  Medicare,  precise] 
because  the  revenue  windfall  allowed  negotiators  to  do  s< 
There's  no  question  that  a  strong  economy  helps.  If  econorr 
ic  growth  between  1998  and  2006  comes  in  at  3%  instead  c 
the  2%  currently  projected,  it  could  eliminate  nearly  50%  c 
the  projected  shortfall  in  the  Old  Age  Survivors  &  Disabilit; 
Insurance  Program  trust  funds.  Good  news  indeed.  But  tha 
would  still  leave  the  other  half  of  the  shortfall  uncovered. 

The  tough  work  remains  to  be  done.  The  consumer  pric 
index  should  be  lowered  to  reflect  reality.  This  would  save  bi 
lions  in  new  outlays  for  Social  Security  over  the  years.  Fo 
Medicare,  competition  and  managed  care  must  be  introduce! 
This  will  anger  interest  groups  but  politicians  must  find  th 
backbone  to  do  it. 
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tODUCING  POWER  NETWORKS.  Today,  at  the  Indianapolis  Motor  Speedway,  there's  something  moving 
more  reliably  and  more  efficiently  than  ever  before:  their  new  digital  communications  and  computer  network.  A 
r  Network.  Designed  by  Nortel. 

Customized  to  Indy's  specific  needs,  the  Power  Network  integrates  and  enhances  all  of  the  Motor 
dway's  existing  communications  networks.  So  every  aspect  of  their  business  operations  -  from  their  telephone 
n  to  global  Web  access  on  the  Internet  to  their  call  center  -  works  faster,  more  reliably  and  more  cost-efficiently 

All  of  which  allows  them  to  truly  deliver  for  their  customers.  From  the  drivers  and  teams  to  the  fans,  both  at 
ice  and  around  the  world.  And  a  Power  Network  can  do  the  same  for  you.  Just  give  us  a  call  or  head  for  our  Web 
id  find  out  if  your  business  is  moving  as  fast  as  it  can  be. 


NORTEL 

NORTHERN  TELECOM 


ou  have  a  Power  Network?  Visit  our  Web  site  at  www.nortel.com/powernetworks12  or  call  1-800- 4N0RTEL,  department  12. 

©1997  Northern  Telecom.  Power  Networks,  Nortel  and  the  Nortel  globemark  are  trademarks  of  Northern  Telecom.  Indy  is  a  registered  trademark  of  IMS  Corp.  Used  with  permission. 
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With  178  cubic  feet  of  interior 
room,  t lie  four-door  GMC  Yukon 
is  reminiscent  of  a  limousine.  In 
a  Yukon  S  L  I ,  owners  revel  in 
rich  leather  seating  surfaces  and 
a  concert-quality  CI)  system.  The 
Yukon  also 
carries  up 
to  six  people  in  serene  comfort, 
leaving  room  for  over  66  cubic 
feet  of  cargo  in  hack,  the  most  of 
any  fullsize  sport  utility.* 

A  STAR  WITH 
ITS  OWNERS. 

J.D.  Power  and  Associates  has  also 
ranked  Yukon  the  most  appealing 
fullsize  sport 


Yukon  e 


vehicles  on 


100  attributes, 


merged  with  top  billing. 


SECURITY  PLAYS  AN 
IMPORTANT  ROLE. 


THE  LIMOUSINE 

(FOR  A  LOOK  AT  THE  STRET 


Shewn  with  available  equipment  'Excludes  other  CM  vehicles  "I  I)  Power  and  Associates  1000  Automotive  Pcrformanci 
25,492  consumer  responses  ©1097  CM  Corp  AH  rights  reserved"  GM,  CMC.  )i,L„  and  the  GMC  logo  are  registered! 
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IBM  Personal  Computing  Solutions 


For  most  companies. 

technology  is  no 
longer  a  cost.  It's  an 
investment.  \  way  to  get  leaner 
and  tougher,  and  squeeze 
more  business  Itenelits  out  ol 
finite  resources. 
Well,  at  IBM  we  haw  a  history  of 
coring  not  only  ahout  better 
technology,  but  about  better 
ways  ol  doing  business.  So 
rather  than  just  locus  on  hot 
specs  (which  we  have  plenty  of), 
we'd  also  like  to  talk  about 
how  you  can  optimize  your 
personal  computing  assets. 

"Don't  just  show 
me  computers. 
Show  me  ideas." 

What  if  a  computer  company  could 
tackle  IT  managers'  biggest 
problems:  spiraling  costs,  risk, 
threats  to  control,  even  obso- 
lescence.'' \\  hat  if  a  computer 
company  was  as  eager  to  give 
you  a  competitive  advantage 
as  it  was  to  build  better 
technology?  W  hal  if  that 
company  was  IBM? 
Introducing  IBM  SystemCare. 
S\ -ti-ni ( iare  is  a  portfolio  ol 
technology,   service-  and 
financing,  delivered  exclusivel) 
through  IBM  Business  Partners, 
which  addresses  IT  manage- 
ment problems  at  the  root  level. 


"I've  got  better  things 
to  do  than  chase  after 
our  PCs  and  servers." 

The  more  you're  distracted  by  busy- 
work,  the  less  time  you  have  to 
effect  real  change.  That's  why 
a  key  part  of  System!  lare  is 
technology  provided  to  help 
you  manage  your  network. 
We  deliver  the  leading  tools  lor 
PC  management:  IBM  PC 
Server  with  ServerGuide, 
which  helps  you  easily  install 
servers  into  most  network 
environments;  and  NetFinity, 
for  management  and  control. 
We  led  the  industry  with  Wake  on 
LAN  and  we've  moved  ahead 
once  ayain  with  LANClient 
Control  Manager  and  Intel's 
LANDesk  ( ilient  Manager. 
In  addition  to  prov  iding  the 
power  of  Intel  processors, 
our  \dvanced  Manageability 
Alliance  with  Intel  means  we 
are  working  on  new  ways  to 
manage  networks  remotely 
in  the  future,  too. 

"But  there's  more  to 
technology  management 
than  technology." 

Networked  computing  is  a  critical 
part  of  doing  business  today. 
Thai's  why  IBM  and  our 
Business  Partners  prov  ide  a 
complete  range  of  serv  ices.1 
from  tech  support  around 


the  clock  to  disaster  recov 
assistance. 
We  can  also  support  you  w 
our  LAN  monitoring  a 
management  services,  so 
can  off-load  some  of  yd 
headaches  onto  us. 

"What  am  I,  psychic? 
How  can  I  ever 
predict  PC  costs?" 

SystemCare  gives  you  linancil 
and  leasing  options  thl 
help  you  get  netwol 
costs  under  control  J 
You  avoid  tying  up  essentil 
capital  so  you  can  provi< 
management  with  firm  co 
projections. 
IBM  SystemCare  Technolo 
Exchange2  also  allows  yog 
to  update  IBM  PC  hardwaj 
anytime  after  24  month: 
thereby  making  obsolescent 
effectively  an  obsolete  idea 

"OK,  you  got  me. 
I  want  to  know  more." 

For  further  information,  visa 
www.us.pc.ibm.com  or  cal 
1 800 IBM-7255,  ext.  5180,  U 
your  closest  I  BM  Businesj 
Partner. 

You'll  see  that  efficient  networkea 
personal  computing  isn't  jus 
about  technology  anymore 
it's  just  better  business. 
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The  peace  sign.  The  happy  face.  The  four-leaf  clover. 

Glimpse  at  them  for  a  split  second,  and  you  know 
exactly  what  they  mean.  Because  right  behind  every 
powerful  icon  lies  a  powerful  idea. 

A  little  over  a  century  ago,  we  set  out  with  what 
we  considered  to  be  some  pretty  powerful  ideas: 

Build  cars  to  be  fast.  (We  set  land  speed  records 
that  would  last  for  half  a  century.) 

Safe.  (Developments  in  crumple  zones,  antilock  brakes, 
and  restraint  systems  have  helped  make  all  cars  safer.) 

Innovative.  (The  pioneering  spirit  that  drove  Karl  Benz 
to  patent  the  first  three-wheel  motor  carriage  still 
guides  everything  we  do  today.) 

And,  just  as  important,  beautiful.  (Museums 
throughout  the  world  have  placed  our  cars  in  their 
permanent  collections.) 

Our  symbol  has  stood  for  all  of  these  things  for 
over  a  hundred  years. 

We  look  forward  to  the  next.. 


What  makes  a  symbol  endure? 
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Up  Front 


EDITED  BY  LARRY  LIGHT 
EDIFICE  COMPLEXES 

WELCOME  BACK, 
SENOR  REICHMANN 

PAUL  REICHMANN  IS  BETTING 

again  on  Mexico.  After  de- 
laying three  major  projects 
in  the  wake  of  the  crippling 
1994  peso  devaluation,  Reich- 
mann  is  now  proceeding  with 
the  most  ambitious  of  the 
three:  a  55-story,  800,000- 
square-foot  steel  and  glass  of- 
fice building  on  Mexico  City's 
prestigious  Avenida  de  la  Re- 
forma.  Called  Chapultepec 
Reforma,  the  tower  will  be 
the  capital's  tallest. 

This  continues  a  comeback 
for  the  Toronto  developer, 
whose  real  estate  empire 
crashed  in  the  early  1990s. 
Agents  for  Reichmann,  who 
won't  comment,  are  ap- 
proaching potential  corporate 
tenants  about  the  new  space, 
which  should  be  ready  by 
2000  if  construction  begins 
this  summer.  Investor  George 
Soros  is  Reichmann's  partner 


TORONTO  TO  MEXICO 

in  this  foray,  despite  reports 
of  strains  between  them. 

While  the  financing  has 
yet  to  take  shape,  people 
close  to  the  deal  expect  the 
pair  to  fund  big  chunks  of  the 
$200  million  needed.  Mexico 
City  has  3  million  square  feet 
of  new  office  space  sitting 
idle.  But  real  estate  experts 
believe  Reichmann's  high- 
quality  building,  helped  by  a 
recovering  economy,  will  fill 
up  quickly.  Geri  Smith  and 
William  C.  Symonds 


BALLPARK  FIGURES 


THE  SCOUTS  ARE  OUT  FOR  A  C0MMISH 


MAJOR  LEAGUE  BASEBALL  MAY 

finally  be  serious  about  find- 
ing a  commissioner.  It  has 
hired  headhunters  Heidrick 
&  Struggles  to  fill  the  top 
post,  vacant  since  Fay  Vin- 
cent was  ousted  in  1992. 

H&s    Chairjnan  Gerard 
Roche    and    partner  Ted 
Jadick  say  it's  too  soon  to 
comment,  but  other  recruiters 
are  already  speculating  about 
who  might  be  tapped. 
Names  include 
Madison  Square 
Garden  president 
David  Checketts, 
who  says  if  he's 
seriously  consid- 
ered he'll  nibble. 
Another:  nbc 
sportscaster  Bob 
Costas.  Though 
he     loves  the 


game,  Costas  says  the  job's 
not  for  him. 

Then  there's  ex-Dodgers 
manager  Tommy  Lasorda, 
noted  for  his  ability  to  deal 
with  owners  and  players 
alike.  "He's  a  big  personali- 
ty," says  recruiter  Jeffrey 
Christian  of  Christian  &  Tim- 
bers. Others  say  Lasorda, 
who  says  he'll  do  it  if  asked, 
might  have  too  much  person- 
ality. Another  possibi- 
lity  is  Leonard 
Coleman,  president 
of  the  National 
League.  He  is 
staying  mum. 
And  as  for  acting 
commish  Bud 
Selig:  No  interest, 
he  says.  Hey,  what 
about  Bob  Dole? 
CHECKETTS  Lisa  Sanders 


TALK  SHOW  tilt  seemed  inappropriate  to  wake  him  and 
talk  it  over." — Digital  Equipment  Chief  Robert  Palmer  on  why  he 
on  ly  E-mailed  In  tel  's  Andy  Grove  about  DEC's  lawsuit  alleging  Inte 
stole  technology  used  in  the  Pentium  chip's  design 


STREET  NEWS 


IS  THIS  TAX  BREAK  TOO  SWEET  TO  DIE? 


A     LIFE-OR-DEATH  BATTLE 

looms  over  some  sweet  divi- 
dend payouts.  At  yearend, 
tax  breaks  will  expire  for  30 
so-called  master  limited  part- 
nerships, a  hybrid  between 
partnerships  and  publicly 
owned  companies.  The  list  in- 
cludes ServiceMaster,  Jones 
Intercable,  Red  Lion  Inns, 
and  the  Boston  Celtics. 

But  an  influential  biparti- 
san group  of  lawmakers,  led 
by  Senate  Finance  Chairman 
William  Roth  (R-Del.)  and 
House  Ways  &  Means  mem- 
ber Amo  Houghton  (R-N.  Y.), 
is  pushing  to  make  the  break 
permanent.  Houghton  says 
it's  only  fair,  since  other 
limited  partnerships  get 
the     same  favorable 
tax  treatment.  Foes, 
screaming  "corporate 
welfare,"  repelled  last 
year's  lobbying. 
Now,  though,  propo- 


zJ 


nents  are  more  organize 
with  a  deadline  looming 
they  succeed,  Lehman  Brot' 
ers'  Robert  Willens  expec 
MLPs  will  get  a  quick  20 
stock-price  surge. 

With  mlps,  the  only  tax 
on  the  dividends  paid  t 
shareholders,  who  are  tecl 
nically  partners.  Profits  areri 
taxed,  so  mlp  dividend  yielc 
far  exceed  the  s&p  500's  1.8°/ 
The  Celtics'  is  3.7,  Red  Lion 
is  11.1. 


0 
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THE  FEDS 

REED  HUNDTMAY 
SIGN  OFF  AT  THE  FCC 

THE  FCC  MIGHT  LOSE  ITS  CZAR 

in  August,  say  people  close 
to  the  commission.  Having 
slogged  through  telecom 
reform  and  cham- 
pioned bargain  In- 
ternet rates  for 
schools  and  li- 
braries. Chairman 
Reed  Hundt,  49, 
feels  his  work  is 
done,  the  sources 
say,  even  though 
his  term  doesn't 
expire  for  another 
year.  Hundt,  who 
won't  comment, 
has  said  in  the  ~ 
past  he'll  finish  his  term.  It's 
unclear  where  lawyer  Hundt 
may  be  headed.  But  he  is 
widely  expected  to  join  Al 
Gore's  Campaign  2000  team. 

Chief  on  the  list  of  potential 
successors  is  Kathleen  Wall- 


GORE  MAN 


man  of  the  President's  Na 
tional  Economic  Council.  Po 
litically  astute  and  connected 
Wallman  headed  the  FCC1 
common  carrier  bureau  ir1 
1994  and  1995.  Others  are  FC( 
General  Counsel  William  Ken 
nard  and  Susan  Ness,  a  Den 
appointee  on  the  five-membei 
fcc  board. 

A  chairmar 
won't  be  the  onlj 
new  face  at  the 
fcc.  There  soon 
will  be  three 
board  vacancies  to 
fill — two  gop,  one 
Dem.  Kennard  is 
in  the  running  for 
the  Democra 
tic  slot.  Harold 
Furchtgott-Roth, 
-  chief  economist 
for  the  House  Commerce 
Committee,  and  Michael  Pow- 
ell, son  of  Colin  Powell,  are 
Republican  possibilities.  The 
younger  Powell  is  chief  of 
staff  for  Justice's  antitrust 
division.  Amy  Barrett 
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Consolidating  information  for 


Orton,  Dim 
raltzed  Operations 
rgy  Corporation 


Not  Without 

EMC  Enterprise 
Storage 
They  Won't. 


business  results  is  nothing  more 
than  wishful  thinking  without 
EMC  Enterprise  Storage.™  With 
EMC  at  the  center  of  the  IT 
enterprise,  business  leaders 
now  have  the  tools  they  need 
to  leverage  all  of  their  informa- 
tion into  a  powerful  competitive 
advantage.  Finally,  vast  amounts 
of  information  can  be  managed, 
stored,  protected,  and  rapidly 
shared  simultaneously  across 
all  platforms  -  mainframe,  open 
systems,  NT,  AS/400,  you  name 
it.  EMC  Enterprise  Storage.  For 
companies  that  want  to  grow 
as  quickly  as  their  information. 
To  learn  more,  visit  our  Web 
site  at  www.emc.com,  or  call 
1-800-424-EMC2,  ext.  384. 

EMC2 

The  Enterprise  Storage  Company 


EMC1  is  a  registered  trademark,  and  EMC  Enterprise  Storage  and  The  Enterprise  Storage  Company  are  trademarks  of  EMC  Corporation  ©1997  EMC  Corporation  All  rights  reserved 


Up  Front 


CYBER  COMMERCE 


WHAT  MOVES  MEL  TORME?  THE  WEB 


WOULD   YOU   BELIEVE  THAT 

perhaps  the  hottest  band  on 
the  Internet  is  a  symphony 
orchestra?  According  to  Mu- 
sic  Boulevard,  one 
of  the  Web's  largest 
purveyors  of 
compact  disks, 
Leonard  Bern- 
stein's New 
York  Philhar- 


monic  Review 
has  been  its 
best-selling 
disk  since 
the  Christ- 
mas season. 

Online  music 
buyers  aren't  all  Gen- 
Xers  after  all.  A  recent 
survey  of  Music  Boulevard's 
customers  reveals  that  25% 
of  its  frequent  buyers  are  30 
to  39  years  old  and  half  are 
over  30.  CD  Now,  another 
Web  seller,  does  a  brisk 
business  in  classic  rock  as 
well  as  New  Age  stuff. 

Online  buying  appeals  to 
older  music  lovers.  "A  45-year- 


old  guy  doesn't  want  to  hand 
his  Frank  Sinatra  CD  to  a  kid 
with  a  Mohawk  and  a  nose 
ring"  at  the  cash  register,  says 
Jason  Olim,  CD 
Now's  president. 
Also,  boomers 
probably  won't 
find  the  complete 
recordings  of  fa- 
vorites such  as 
t  Grand  Funk 
Railroad  in  a 
store,  but  they 
are  likely  to 
online. 
Analysts  Jupi- 
ter Communica- 
tions projects  that 
CD  sales  on  the  Web 
will  reach  $47  million  this 
year — more  than  double  the 
$19  million  sold  last  year. 
That's  tiny  next  to  the  $9.9 
billion  worth  of  CDs  sold 
worldwide  last  year,  but  Web 
commerce  is  growing  at  a 
fast  clip  while  store-bought 
music  has  those  going-no- 
where  blues.  Roy  Furchgott 


SECOND  CHANCES 

PURE  OXYGEN 
WASN'T  ALL  HOT  ASR^ 

TAKE  A  DEEP  BREATH:  TOTAL 

oxygen  immersion  may  not 
be  so  flaky  after  all.  Back  in 
the  1970s,  sitting  in  a  so- 
called  hyperbaric  chamber  to 
breathe  pure  oxygen  was 
supposed  to  cure  everything 
from  baldness  to  hot  flashes. 
The  enthusiasm  died  down 


when  results  came  up  short. 
Hyperbaric  chambers  wound 
up  being  used  mainly  to  treat 
divers  with  the  bends  and 
victims  of  carbon-monoxide 
poisoning. 

Now,  medical  centers  at 
Tufts  University  and  else- 
where are  discovering  that 
hyperbaric  therapy  can  deliv- 
er real  help  for  burns,  skin 
grafts,  radiation  damage,  ex- 
treme blood  loss,  severe  in- 
fections, and  nagging  open 
wounds.  The  pure  oxygen, 
usually  taken  for  an  hour, 
seems  to  jump-start  the  heal- 
ing process.  Medicare  will 
pay  for  the  hyperbaric  treat- 
ment of  no  fewer  than  13 
conditions. 

The  news  has  led  to  a 
steady  rise  in  sales  of  hyper- 
baric chambers.  In  1993, 
there  were  383  chambers  in 
the  U.  S.;  now  there  are  510. 
Can  a  fallout  shelter  revival 
be  far  behind?    Scott  LaFee 


DRAWN  &  QUARTERED 


STREET  NEWS 

BROKERS,  WATCH 
YOUR  E-HYPE 

FEW  BROKERS  TODAY  CAN  ZAP 

E-mail  to  their  clients.  That's 
because  federal  regs,  created 
when  paper  was  king,  require 
supervisors  to  review  bro- 
ker-to-customer cor- 
respondence. 
And  bosses 
don't  want 
to  monitor 
cybermes- 
sages  all  day. 

Well,  that  ob 
stacle  may  soon  van- 
ish. The  Securities  & 
Exchange  Commission 
and  the  Securities  Indus- 
try Assn.  are  close  to  an 
agreement  on  updating  the 
regs.  One  change  would  per- 
mit supervisors  to  review 
just  a  sampling  of  E-mail  in- 
stead of  every  message. 

Another  possible  remedy 


is  technology.  Three  compai 
nies — sra  International,  In 
tegralis,  and  Sequel  Technol 
ogy — are     pooling  thei 
expertise  to  create  an  auto 
matic  watchdog  to  monito 
brokers'   E-mail,   sra  cai 
catch  wording  on  the  SE< 
no-no  list  such  a 
4*4^      "hot  little  tec] 
stock" 

xr^gp  „the  nex 

Microsoft 
The  systen 
also  ana 
lyzes  ton< 
and  con 
text  to  rool 
out  hype 
Integralis  has 
the  knowhow 
to  scan  and  open 
E-mail;  Sequel  car 
track  and  record  the  mes 
sages.  The  solution  is  being 
tested  in  several  brokerage 
houses,  including  Merrill 
Lynch  and  Dean  Witter 
Reynolds.    Seanna  Browder 


THE  BIG  PICTURE 


RETURNS  ON  SOCIAL  CONCERNS 

Virtue  isn't  always  its  only  reward. 
Compare  the  S&P  500,  which 
includes  corporations  that  sell 
weapons,  alcohol,  and  tobacco, 
with  the  Domini  Social  Index — 
400  U.S.  companies  that  don't 
and  also  have  good  records  for 
diverse  hiring.  They  range 
from  big  companies  on  the 
order  of  Coca-Cola  to 
lesser  lights  such  as 
Ryan's  Family 
Steakhouses. 


FOOTNOTES  Months  needed  to  get  a  job  with  a  salary  under  $60,000:  3.2;  from  $60,000  to  $100,000:  3.9;  $100,000  plus:  4.5 
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When  Westinghouse  and  Infinity 
combined  their  radio  broadcast  capabilities 

Chase  was  already  tuned  in. 

Chase's  long-standing  relationship  with  both  Westinghouse 
and  Infinity  Broadcasting  Corporation  -  and  an  in-depth 
understanding  of  both  companies'  strategic  objectives  -  helped  lead 

to  Westinghouse  s  $4.9  billion  merger  with  Infinity.  Chase  was   ■ 

instrumental  in  initiating  the  transaction,  which  created  the  nation's 
largest  radio  group,  and  served  as  financial  advisor  to  Westinghouse. 


t 

"Chase  has  had  a  close  relationship  with  both  companies 
for  over  a  decade,  advising  and  financing  on  a  range  of 
transactions. Their  in-depth  knowledge  of  our  businesses 
enabled  us  to  identify  this  opportunity." 

Mel  Karma/in.  Chairman  and  CEO.  CBS  Radio. 
Michael  H.Jordan.  Chairman  and  CEO, 
Westinghouse  Electric  Corporation, 
Fredric  Ci  Reynolds  Executive  Vice  President 
and  CFO,  Westinghouse  Electric  Corporation. 

CHASE.  The  right  relationship  is  everything. 


Chase  Securities  Inc.  acted  as  financial  advisor.  Please  visit  our  website  at:  http://www.chase.com 

•i)  1997  The  Chase  Manhattan  Corporation.  Chase  Securities  Inc.  is  a  subsidiary  of  The  Chase  Manhattan  Corporation  and  a  Member  NASD/SIPC. 


We  can  safely  say 
the  way.  Hoechst 


Hoechst  Celeanese  Corp.  Somerville,  NJ  08876-1258  http://www.hoechst.com 


are  with  you  all 


Our  fibers,  chemi- 
cals and  technical 
polymers  help  pro- 
tect you  and  your 
family. 


■MM 


Every  time  you  and  your  family 
go  for  a  drive,  Hoechst  (pronounced 
Herkst)  helps  get  you  there  safely. 

Our  Trevira  tire  yarn  found 
in  every  other  car  in  America  makes 
the  tires  more  durable,  helping  your 
car  run  smoothly 

Trevira  polyester  yarn  also  adds 
strength  to  your  seat  belt. 

In  the  same  way,  many  other  of 
our  synthetic  materials  contribute 
to  the  efficiency  and  safety  of  the 
modern  car. 

You'll  even  find  us  in  the  fuel 
tank  where  methanol,  the  chief 
ingredient  in  MTBE,  helps  make 
gasoline  environmentally  friendly. 

So  wherever  you're  headed,  we 
are  with  you  all  the  way. 


Hoechst  is  an  international  group  of 
companies  spearheading  innovation 
in  health  care,  nutrition  and  industry. 
With  a  staff  of  145  000  people  world- 
wide, annual  sales  total  $  36  billion. 


Finding  new  ways. 


Hoechst 


Readers  Report 


BusinessWeek 


A  BEAUTIFUL  DAY  IN 

THE  VIRTUAL  NEIGHBORHOOD? 

"Internet  communities"  (Special  Re- 
port, May  5)  credibly  predicts  the  next 
step  in  the  Internet's  evolution:  the 
building  of  communities.  I  agree  that 
community  building  will  have  a  great 
impact  on  the  way  consumers  and  mer- 
chants conduct  electronic  commerce.  In- 
deed, the  industry  knows  the  prosperity 
of  electronic  commerce  will  be  realized 
only  when  consumers'  fears  about  pri- 
vacy and  security  are  alleviated. 

Supporting  this  goal  are  organizations 
such  as  e.TRUST,  a  nonprofit  program 
that  alerts  consumers  to  how  their  per- 
sonal information  will  be  used.  Boston 
Consulting  Group  surveyed  consumers 
and  found  that  they  do  not  feel  safe 
about  giving  out  personal  information 
online.  Interestingly,  when  we  asked 
businesses  what  their  main  concerns 
were  regarding  electronic  commerce, 


SUSPICIOUS 

"Boston  Consulting 
Group  surveyed 
consumers  and  found 
that  they  do  not  feel 
safe  about  giving  out 
personal  information 
online" 


BusinessWeek 

■  i  i  i 

r 

.  i 

they  emphatically  pointed  to  low  cus- 
tomer confidence.  Community  building  is 
a  great  first  step,  but  we  must  continue 
these  efforts  by  supporting  initiatives 
that  look  out  for  both  consumer  and 
business  needs. 

Roel  Pieper 

CEO 

Tandem  Computers  Inc. 
Cupertino,  Calif. 

Today,  the  real  excitement  and  inno- 
vation is  in  networking  real  communi- 
ties— the  geographic  space  where  most 
of  us  work,  live,  learn,  shop,  and  vote. 

Contrary  to  general  belief,  electronic 
networks  strengthen  local  communities 


by  providing  information  about  what  i 
going  on  in  our  towns  and  counties,  bj 
making  job  listings  and  candidate  elec 
tion  statements  more  accessible,  by  fa 
cilitating  E-mail  between  parents  an 
teachers,  and  by  creating  a  forum  fo 
discussion  of  development  plans.  Look  a 
Blacksburg,  Va.;  Davis,  Calif.;  and  01 
Smart  Valley  Inc.  initiative  in  the  Silico" 
Valley  to  name  but  a  few  examples 
Networks  are  strengthening  our  com 
munities  of  place. 

Seth  G.  Feare 
Collaborative  Economics  Inc 
Founding  Director,  Smart  Valley  Inc. 

Palo  Alto,  Calif. 

NOBODY'S  WORTH 
ALL  THOSE  MILLIONS  

Paul  F.  Stifflemire  Jr.'s  letter  (Read- 
ers Report,  May  12)  is  a  perfect  exam- 
ple of  what's  wrong  with  compensation 
("Executive  Pay,"  Cover  Story,  Apr.  21). 
■■■■■■■■■■      To  justify  the  excessive 
and  obscene  amounts  paid 
to  executives  based  on  the 
equally  excessive  and  ob- 
scene  amounts   paid  to 
Tiger  Woods,  Michael  Jor- 
dan, Arnold  Schwarzeneg- 
ger, Ryne  Sandberg,  Mike 
Tyson,  or  anyone  else  is  lu- 
dicrous. Nobody  warrants 
that  kind  of  compensation. 

Russell  Taitz 
Irvine,  Calif. 


MORE  KENTUCKIANS  CAN'T  READ, 
DESPITE  SCHOOL  REFORM 

Your  glowing  article  on  the  Kentucky 
Education  Reform  Act  (kera)  ("Ken- 
tucky's class  act,"  Social  Issues,  Apr.  7) 
was,  in  Mark  Twain's  phrase,  "interest- 
ing if  true,  and  interesting  anyway." 
Unfortunately,  your  overall  projection 
of  cutting-edge  progress  is  not  true. 

At  a  recent  public  panel  discussion, 
Robert  R.  Sexton  (director  of  the 
Prichard  Committee  for  Academic  Ex- 
cellence, who  was  quoted  in  your  article) 
was  forced  grudgingly  to  admit  that  il- 
literacy in  Kentucky  stands  at  about 
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As  a  business  traveler,  wouldn't  it  be  great  if  the  airline  you  fly  most  often 
were  linked  to  Other  major  airlines  that  could  fly  you  anywhere  you  wanted 
to  go.  Smoothly.  Effortlessly.  Efficiently.  Wouldn't  it  be  great  if  you  had 
more  access  to  more  airport  lounges.  And  when  flying  on  any  of  these  major 
airlines,  you  could  earn  mileage  points  that  count  towards  higher  status  in  any 
of  their  frequent  flyer  programs.  Wouldn't  it  be  great  if  you  could  enjoy 
the  same  high  standards  of  service  whenever  and  wherever  you  fly.  That's 
the  idea  behind  Star  Alliancef  a  network  of  United  Airlines,  Air  Canada, 
Lufthansa,  SAS,  and  THAI.  A  fundamental  change  in  business  travel.  And 
these  benefits  are  just  the  beginning.  We  will  be  offering  even  more  in  the 
months  ahead.  We  know  you  have  choices  when  you  fly,  and  we're  making 
sure  Star  Alliance  is  always  your  best  choice.  After  all,  there's  no  better  way 
in  the  world  to  get  around  the  world. 


Readers  Report 


40%.  Compare  this  with  the  2.2%  rate 
reported  in  1910  by  the  Education  Dept. 
for  U.  S.  children  between  10  and  14. 

Much  has  been  made  of  the  site-based 
management  introduced  by  kera  at 
each  school.  These  committees  are 
toothless  tigers.  They  are  by  law  com- 
posed of  the  principal,  three  teachers, 
and  two  parents.  The  principal  must 
please  the  state  commissioner,  the  teach- 
ers must  please  the  principal.  What 
chance  do  two  mere  parents  have?  They 
could  not  introduce  a  rigorous  phonics- 
based  reading  system,  remove  an  offen- 
sive sex  education  course,  or  institute  a 
national  testing  system — no  matter  how 
strongly  they  desired  such  changes. 

This  is  not  a  class  act  but  an  ex- 
pensive catastrophe. 

Wasley  S.  Krogdahl 
Lexington,  Ky. 

TO  CURB  INSIDER  TRADING, 
MAKE  INSIDER'  DATA  PUBLIC 

Your  editorial  on  insider  trading 
("Stop  the  plague  of  insider  trading," 
Apr.  28)  was  exactly  wrong.  First,  to 
think  that  our  government  should  con- 
trol what  people  say  to  each  other  is  fol- 
ly. Second,  there  is  a  simple  and  effec- 
tive solution  to  the  problem. 

Rather  than  have  the  Securities  & 
Exchange  Commission  try  to  define  the 
undefinable,  change  the  concept  so  it 
conforms  to  reality:  Require  public  dis- 
semination of  meaningful  corporate 
news.  "Meaningful"  can  be  defined,  and 
how  we  get  to  "meaningful"  can  be  ex- 
plained. So,  if  company  X  calls  company 
Y  for  a  discussion  relating  to  business 
operations,  the  companies  may  not  be 
required  to  release  it.  But  if  the  same 
phone  call  suggests  something  strate- 
gic, then  maybe  dissemination  would  be 


FINDING  US  ONLINE 

The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 
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Shopping  for  computer  equipment?  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
wvvw.maven.businessweek.com 


CORRECTIONS  &  CLARIFICATIONS 

An  article  about  ceo  Sumner  M.  Redstone's 
efforts  to  fix  problems  at  Viacom  Inc.  (Sum- 
ner's Last  Stand,  Cover  Story,  Mar.  3) 
included  an  anecdote  about  how  he  survived 
a  hotel  fire.  The  story  did  not  describe  the 
events  accurately.  Based  on  information  pro- 
vided by  Redstone  and  Dr.  John  F.  Burke  of 
Massachusetts  General  Hospital,  here's 
what  happened:  Redstone,  with  his  legs 
burned,  crouched  outside  the  window  and 
clung  to  the  burning  building  with  his  arm 
in  the  fire  while  he  awaited  rescue,  business 
week  did  not  mean  to  imply  that  Redstone 
misled  anyone  about  what  occurred. 

In  "The  cream  of  the  crop  in  pensions,  too" 
(Finance,  May  19),  employees  of  the  business 
week  50  have  35%  of  their  401(k)  assets  in 
company  stock,  compared  with  23%  (not 
26%)  for  those  in  the  Access  Research  sur- 
vey. In  that  same  survey,  81%  (not  59%)  of 
large  company  401  (k)  plans  offer  partici- 
pants borrowing  privileges. 


in  order.  This  could  be  done  quickly  and 
easily  on  a  corporate  home  page  on  the 
Internet,  or  by  some  other  efficient  way. 

The  point  here  is  that  "insider"  in- 
formation— and  trading — would  be  di- 
luted. That's  not  going  to  happen  un- 
der present  conditions  where  the  law 
sees  the  culprit  as  the  user,  rather  than 
the  giver,  of  information.  The  final  re- 
sponsibility for  insider  trading  resides 
with  insiders — and  it  is  only  the  insider 
who  can  keep  the  playing  field  level. 

Barry  M.  Zwick 
Santa  Barbara,  Calif. 

DEREGULATION  WON'T  SLASH  THAT 
ELECTRIC  BILL  

Peter  Coy's  commentary  "Stranded 
assets:  Who  should  foot  the  bill?"  (Eco- 
nomics, Apr.  28)  presents  a  fair  exami- 
nation of  some  issues  in  the  electric 
deregulation  debate.  But  the  author's 
main  premise — that  consumers  will  face 
lower  prices  under  deregulation — is 
flawed.  Valid  quantifiable  proof  that 
deregulation  will  lower  prices  for  all 
just  does  not  exist.  In  fact,  evidence 
suggests  that  consumers  and  small  busi- 
nesses will  see  an  increase  in  rates. 

Several  retail  competition  experi- 
ments are  under  way  in  high-rate 
states:  California  and  New  Hampshire. 
In  New  Hampshire,  residents'  electric 
rates  have  come  down.  But  regulators 
admit  that  these  price  cuts  are  not  a 
result  of  competition  but  of  state-man- 
dated   subsidies    whose    future  is 


questionable  under  full  deregulatio  ; 

As  a  forward-thinking  utility,  we  u  r 
derstand  the  merits  of  competition  ai 
have  been  preparing  for  it.  But  v 
should  not  begin  with  the  premise  th; 
all  electricity  users  will  be  better  off 
a  fully  competitive  marketplace.  Tl 
proof  isn't  available  yet. 

Timothy  L.  Guzzi 
CEO  and  Chairms 
teco  Energy  In  i 
Tamr. 

FASB  COULDN'T 

BE  FINER  

"Corporate  America  is  fed  up  wit 
fasb"  (Finance,  Apr.  21)  is  notoriousl 
one-sided.  The  story  fails  to  address  th 
benefits  of  credible,  generally  accepte 
accounting  principles.  These  benefits  ar 
appreciated  by  shareholders,  analysts 
investment  bankers,  lenders,  and  othe 
financial  statement  readers.  Confidenc 
in  financial  statements  prepared  in  ac 
cordance  with  these  standards  usual! 
means  a  lower  cost  of  capital  for  com 
panies  and  is  fundamental  to  the  succes 
and  efficiency  of  our  capital  markets. 

In  my  experience,  the  Financial  Ac 
counting  Standards  Board  welcomes  rec 
ommendations  as  part  of  its  "din 
process."  Although  some  business  ex 
ecutives  are  frustrated  by  the  months 
even  years,  that  fasb  spends  listening  t< 
different  views,  a  balanced  approach  en 
sures  that  the  market  impact  of  new 
accounting  is  better  known.  I  cannoi 
imagine  that  the  U.S.  government  oi 
any  other  group  would  do  a  better  jot 
at  standards-setting  than  fasb. 

Marti  Sworobul 
President 
Financial  Standards  Inc. 

Washington 
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The  nature  of  ^anon  is  enlightening 


As  the  dawn  of  a  new 
century  approaches.  Canon  s 
innovative  technology  continues 
to  light  the  way  in  the  corporate 
world.  But  we  ve  also  made  it 
our  business  to  protect  the 
environment,  too.  As  a  result, 
some  of  today  s  brightest  ideas 
m  product  development  have 
been  created  by  Canon  to 


ensure  a  better  tomorrow. 

Ideas  like  our  On-Demand 
Fusing  System    in  laser  beam 
printers  which  actually  saves 
energy  by  eliminating  warm-up 
time.  Or  our  copier  Remanu- 
facturing  Program  that  helps 
conserve  and  preserve  the 
world  s  natural  resources  by 
dramatically  reducing  waste. 


Plus,  with  stellar  breakthroughs 
like  ozone-free  copiers,  now  even 
the  air  in  the  office  is  cleaner. 

Naturally,  we  will  keep 
on  developing  environmentally 
responsible  products  and 
programs  clear  into  the  future. 

It  s  the  kind  of  fresh 
thinking  you  d  expect  from  a 
leader  like  Canon. 


www.usa.canon.com 

©1997  Canon  U.S.A..  Inc. 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

NAVIGATING  THE 
PENTIUM  CLUTTER 


For  now,  the  P-II  is 
great  for  corporate 
desktops  but  overkill 
for  most  home  PCs 

In  most  industries,  the 
launch  of  new  product 
lines  is  carefully  planned 
to  keep  markets  orderly  and 
avoid  confusing  consumers. 
Then  there's  the  computer 
business. 

On  May  7,  Intel  took  the 
wraps  off  one  of  the  indus- 
try's worst-kept  secrets, 
the  Pentium  II  micro- 
processor. This  was  the 
second  major  processor 
line  launched  by  Intel 
this  year  and  means 
that  personal  computers 
built  around  four  distinct 
families  of  Pentiums  are  now 
on  the  market.  It's  hardly 
surprising  if  consumers  are 
having  some  trouble  figuring 
out  what  to  buy. 

There's  no  question  about 
what  the  Pentium  II  brings 
to  the  mix.  It  combines  the 
raw  computing  speed  of  the 
Pentium  Pro  chip  introduced 
last  year  with  the  multimedia 
abilities  of  the  mmx  technolo- 
gy that  Intel  began  adding 
to  its  regular  Pentiums  in 
January.  In  addition,  it  is 
much  faster  than  the  Pentium 
Pro  when  running  older  DOS 
and  Windows  3.1  programs. 
HEAVY-DUTY.  I  didn't  run  any 
formal  performance  tests  on 
the  266-megahertz  Pentium  II 
Dell  Dimension  xps  I  tested. 
But  it  felt  like  the  fastest  In- 
tel-based machine  I've  ever 
used.  To  get  some  quantita- 
tive assessment  of  just  how 
fast,  I  timed  how  long  it  took 
to  apply  a  special  effect  to  a 
photo  in  Micrografx  Picture 
Publisher.  The  Pentium  II 


Dell  completed  the  operation 
in  less  than  10  seconds 
whether  using  Windows  95  or 
nt.  A  200-MHz  Pentium  Pro 
computer  running  nt  took  16 
seconds,  while  a  200-MHz  mmx 
Pentium  with  Win  95  took 
nearly  twice  as  long.  An  old 
DOS  word  processor  that  bare- 
ly crawled  on  the 
Pentium  Pro  flew 
on  the  Pentium  II. 

People  who  do 
heavy-duty  image 
editing  need  really 


HOW  INTEL 
SEES  THE 


should  be  the  chip  of  choice 
for  home  users  "due  to  its 
wide  availability  in  consumer 
configurations ...  at  main- 
stream price  points."  But  In- 
tel's customers  aren't  neces- 
sarily going  along.  Dell,  for 
example,  launched  the  Pen- 
tium II  in  its  home  and 
small  business-oriented  Di- 
mension line  rather  than  in 
its  corporate  OptiPlex  series. 
And  a  loaded  266-MHz 
Dimension  fetches  $2,700 
without  a  monitor,  which  is 
expensive,  though  not  pro- 
hibitively so,  for  the  home 
power  user.  Gateway  2000 
offers  a  233-MHz  version 
with  a  17-inch  monitor  for 
$2,649. 

For  most  cus- 
tomers, Intel's  ad- 
vice is  sound.  The 
Pentium  II  offers 
more  power  than 


Pentium 

SPEEDS:  120  to  200  MHz 
USES:  Budget  desktops 
and  laptops 


fast  machines,  but 
how  do  the  rest 
of  us  decide  which 
processor  to 
choose?  In  coming 
months,  Intel  will 
probably  make  it 
easier  by  narrow- 
ing its  offerings. 
The  non-MMX  Pen- 
tiums will  likely 
disappear,  ex- 
cept for  budget 
laptops.  The 
Pentium  Pro, 
too,  is  apt  to 
fade  away  from 
desktop  ma- 
chines, finding  its  niche  in 
servers  and  exotic  multi- 
processor workstations.  And 
except  at  the  low  end,  the 
only  choice  for  laptop  buy- 
ers will  be  the  mmx  Pentium, 
since  a  version  of  the  II 
suitable  for  mobile  devices 
is  unlikely  before  next  year. 

For  the  moment,  Intel 
sees  the  Pentium  II  going 
mainly  to  corporate  desktops, 
while    the    mmx  Pentium 


By  the  end  of  this  year,  it  ;; 
likely  that,  except  for  a  fe 
budget  models,  desktop  coni 
puters  will  range  from  16( 
MHz  mmx  Pentiums  to  th 
300-MHz     Pentium  II 
(Among  Macintoshes,  ther 
has  been  a  similar  acceler; 
tion,  with  the  range  goin 
from  the  180-MHz  Powerp 
603e  to  the  300-MHz  604e.) 
REALLY  SIMPLE.  What  ar 
consumers  supposed  to 
with   all  this   power  an 
speed?  After  all,  a  faster  chi 
doesn't  let  you  type  faster  i 
your  word  processor,  and  In 
ternet  performance  has  fa 
more  to  do  with  the  speed  o 
your    modem  connection 
There  are  a  handful  of  appli 
cations,  such  as  videoconfer 
encing  and  photo  editing,  tha 
can  benefit  from  raw  powei 
But  the  real  benefit  will  coiro 
when  software  developers  usi, 
^^^p    the  power  of  reallj 
fast  machines  t( 
make  them  reallj 
simple. 

Imagine  voice 
commands,  for  ex 
ample.  Instead  ol 
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MMX  Pentium 

SPEEDS:  166  to  200  MHz 
USES:  Mainstream  desktops; 
midpriced  and  high-end  laptops 


Pentium  Pro 

SPEEDS:  180  to 

200  MHz 

USES:  Primarily 
servers,  multiproces 
sor  workstations 


they  need,  and  a 
266-MHz  system 
will  cost  about 
$400  more  than  a  similarly 
equipped  200-MHz  MMX  Pen- 
tium. But  if  you're  into  de- 
manding uses — or  if  you  plan 
to  run  Windows  nt — the  II 
(or  its  somewhat  less  expen- 
sive functional  equal,  the  Ad- 
vanced Micro  Devices  K6) 
may  well  be  worth  the  extra 
cost. 


Pentium  II 

SPEEDS:  233  to 

300  MHz 

USES:  High-end 
desktops, 
multiprocessor 
workstations 

speaking  such 
phrases  as  "Mi- 
crosoft Word;  file; 
open;  letter-dot- 
doc,"  which  re- 
quire memorizing 
a  series  of  mouse 
clicks,  users  can 
eventually  use  nat- 
ural-language com- 
mands such  as, 
"Get  me  the  letter  that  I 
wrote  to  Mr.  Smith  this 
morning."  This  sort  of  sim- 
plicity takes  a  tremendous 
amount  of  processing  power 
that  is  now  tantalizingly 
close.  When  more  powerful 
microprocessors  make  com- 
puters smarter,  as  well  as 
faster,  we'll  all  be  winners. 
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QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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FEVER  IT  TAKES  TRAIL  FEVER 

leal  Struggle  for  Political  Power  in  America  By  Michael  Lewis 

izabeth  Drew  Knopf  •  303pp  •  $25.00 
g.  294pp.  $24.95 


)96:  BILL,  BOB, 
4MAR-AND  GROVER? 


WHATEVE 


)n  the  way  to  the  Republican 
National  Convention  last  Au- 
gust, I  met  a  young  Texas  dele- 
who  was  a  committed  member  of 
Christian  Coalition.  He  gave  me  an 
;ht  into  the  state  of  the  GOP  that  I 
i  earned  with  me  ever  since:  Bob 
's  success  or  failure  in  the  '96  Pres- 
:ial  campaign  was  utterly  irrelevant 
im.  The  delegate's  real  goal,  and 
of  many  of  his  fellows,  was  to  help 
lard  right  consolidate  power  within 
party. 

i  their  own  different  ways,  veteran 
hington  journalist  Eliz- 
h  Drew  and  New  Re- 
ic  writer  Michael  Lewis 

the  same  message, 
v,  with  her  rich  insider's 
il,  and  Lewis,  with  his 

outsider's  observations, 
sj  that  phenomenon  into 
s  in  their  new  books, 
tever  It  Takes  and  Tra  il 
ir.  In  1996,  everything 
mattered  was  going  on 
swhere  other  than  the 
idential  race, 
nee  Drew  realized  that  the  Dole- 
:on  race  would  make  a  boring  book, 
shifted  her  focus  to  a  handful  of 
jblican  ideologues,  and  to  how  mon- 
irganization,  and  inside-the-Beltway 
/orking  helped  the  GOP  hang  on  to 
louse  majority. 

he  headline  from  Drew's  book  is 
she  got  Clinton  strategists  to  admit 
disclosure  of — and  public  revulsion 
■ — the  President's  fund-raising  es- 
des  may  have  cost  the  Democrats 
r  shot  at  the  House.  But  Drew's 
story  is  about  how  a  cadre  of  ob- 
e  lobbyists  and  conservative-move- 
t  apparatchiks  influence  American 
ics. 

he  personification  of  all  this  is  a 
named  Grover  Norquist,  who 
ves  a  tangled  web  indeed.  A  lobby- 


Elizabeth  Drew 


ist,  fundraiser,  confidant  to  House 
Speaker  Newt  Gingrich  (R-Ga.),  and 
self-described  journalist,  Norquist  runs 
something  called  Americans  for  Tax  Re- 
form, atr  is  supposed  to  be  a  nonprofit, 
nonpartisan  think  tank  dedicated  to  the 
goal  of  restructuring  the  nation's  tax 
laws.  But,  as  the  centerpiece  of 
Norquist  Inc.,  it  turns  out  to  be  much 
more.  By  sorting  through  all  this,  Drew 
answers  the  question,  "Who  is  Grover 
Norquist?"  in  much  the  same  way  that 
the  The  Wall  Street  Journal  editorial 
page  asked  and  answered  similar 
queries  about,  say,  the  late 
White  House  counsel  Vin- 
cent Foster. 

Back  in  1994,  Norquist 
helped  put  together  a  loose 
coalition  of  small-business 
li IT  TAKES  groups  and  conservative  or- 
ganizations representing 
causes  as  varied  as  home 
schooling,  gun  ownership, 
and  school  prayer.  At  first, 
the  group  helped  develop 
grassroots  support  for  the 
Gingrich  revolution.  In  '96, 
it  shifted  into  campaign  mode.  Its  goal 
was  not  to  send  Dole  to  the  White 
House — coalition  members  felt  early  on 
that  he  was  unelectable.  Besides,  many 
felt  that  he  was  part  of  the  problem,  not 
the  solution.  Their  aim,  rather,  was  to 
keep  gop  control  of  the  House.  They 
did  it  by  providing  energy,  organization, 
and  both  money  and  fund-raising  ex- 
pertise. Drew  shows  how  the  cash 
flowed  from  businesses  to  conservative 
groups  to  the  Republican  National  Com- 
mittee (and  its  various  fronts)  and 
then — sometimes — back  to  the  right- 
wing  organizations  themselves. 

This  money  machine  gave  gop  House 
candidates  a  huge  advantage  in  the  last 
few  weeks  of  the  campaign.  In  many 
races,  they  outspent  Democratic  chal- 
lengers 2  or  3  to  1  down  the  stretch,  of- 
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Trail  Fever 

Spin  doctors, 


Michael 
Lewis 


ten  buying  attack  ads  that  their  oppo- 
nents could  not  rebut. 

Drew  describes  how  Democratic 
House  candidates  blew  a  big  lead  in  the 
last  weeks  of  the  campaign.  Strangely, 
she  blames  the  collapse  entirely  on  the 
White  House's  Donorgate  scandal.  After 
describing  the  power  of  the  Republican 
money  machine,  she  is  unwilling  to  give 
it  credit  for  the  gop's  narrow  House 
victory.  It's  hard  to  fault  her  reporting, 
but  I'm  not  sure  I  agree  with  her 
conclusion. 

Drew,  a  workmanlike  writer  at  best, 
is  hen-  to  the  Theodore  H.  White  school 
of  campaign  journalism.  Whatever  It 
Takes  is  a  serious  look  at  what  makes 
backroom,  modern  American  politics 
tick.  Lewis,  on  the  other  hand,  is  a  di- 
rect descendent  of  the 
Bard  of  Woody  Creek, 
Colo.,  Hunter  S.  Thompson, 
whose  manic  chronicles  of 
the  Presidential  campaigns 
of  1968  and  1972  are  un- 
forgettable. 

To  his  credit,  Lewis 
doesn't  try  to  copy  Thomp- 
son's madcap  style.  Who 
could — without  the  benefit 
of  controlled  substances? 
But  in  its  own  dry,  dead- 
pan way,  Lewis'  Trail 
Fever  reveals  the  sheer  nuttiness  of  a 
Presidential  campaign. 

A  bond  trader  turned  journalist, 
Lewis  created  a  memorable  look  at  a 
Wall  Street  trading  room  with  his  1989 
book,  Liar's  Poker.  Here,  in  a  series  of 
essays  written  originally  for  The  New 
Republic,  Lewis  takes  his  best  shot  at 
the  1996  campaign. 

Lewis  cares  nothing  about  issues.  He 
ignores  all  the  serious  stuff  about  the 
money  chase.  He  just  wants  to  talk 
about  life  on  the  road,  though  he  lacks 
Thompson's  uncanny  ability  to  make 
campaign  madness  a  sort  of  metaphor 
for  the  national  mood.  And  while 
Thompson  could  work  off  the  likes  of 
Richard  Nixon,  Hubert  H.  Humphrey, 
and  G.  Gordon  Liddy  and  the  plumbers, 
Lewis  was  saddled  with  Bob  Dole  and 
Bill  Clinton. 

Hence,  the  book's  strength  lies  in  the 
early  chapters,  which  focus  on  the  GOP 
primaries.  Those  races,  populated  with  an 
extraordinary  collection  of  Presidential 
wannabes,  were  far  more  fun  to  watch 
than  Bob  Dole's  depressing  fall.  There 
was  Steve  Forbes — a  cross  between  Mi*. 
Magoo  and  supply-sider  Arthur  B.  Laffer. 
Lamar  Alexander  traversed  the  nation  in 
a  flannel  shirt  and  insisted  on  calling 
himself  "Lamar!"  Pat  Buchanan,  a  "nos- 
talgia salesman,"  is  described  by  Lewis 


rented  strangers, 
thumb  wrestlers, 
toe  suckers, 

grizzl)  bears. 


as  an  enormously  likable  man  peddling 
ugly  and  hostile  policies.  And  then  there 
was  conservative  talk-show  host  Alan 
Keyes,  whom  Lewis  found  to  be  a  mes- 
merizing speaker  with  the  misfortune  of 
being  a  religious  fanatic. 

Of  all  possible  candidates,  Lewis 
glommed  onto  Morry  Taylor,  a  mid- 
Westem  tiremaker  whose  campaign  fell, 
uh,  flat.  He  is  portrayed  as  a  happy, 
bellicose  naif  among  cynics.  When  the 
other  GOP  candidates  were  stumbling 
over  themselves  to  attend  a  gay-bashing 
rally  at  an  Iowa  church,  Taylor  refused 
to  go.  A  stand  for  libertarian  principle 
and  individual  rights?  Sort  of.  Coming 
as  close  to  a  statement  of  tolerance  as 
anybody  could  muster  in  that  gop  cam- 
paign, Taylor  said:  "Who  gives  a  s — . 

If  you  want  to  be  a  tooty- 
fruity,  so  what?" 

Unfortunately,  as  the 
gop  field  dwindled  to  the 
tragic  Dole,  Lewis'  account 
runs  out  of  steam.  He  goes 
to  the  news  clips  to  find 
some  profound  insights  into 
Dole  running  mate  and  for- 
mer footballer  Jack  Kemp 
from,  of  all  people,  O.J. 
Simpson.  And  he  makes  a 
valiant  attempt  to  get 
George  McGovern  and 
Michael  Dukakis  to  talk  about  what  it  is 
like  to  lose  a  Presidential  election — suc- 
ceeding with  McGovern  but  failing  mis- 
erably with  the  unyielding  Duke. 

Lewis  also  provides  a  taste  of  the 
grind  experienced  by  pols  and  journal- 
ists alike  on  the  campaign  trail.  Time 
spent  following  candidates  is  what  I 
imagine  jail  to  be  like,  but  with  fewer 
regular  meals.  It  is  a  brutal  existence — 
every  moment  is  managed,  all  spon- 
taneity surgically  excised,  and  contact 
with  real  people  banned.  Says  Lewis 
after  a  few  days  with  Dole:  "The  dis- 
junctive between  the  world  as  we  know 
it  and  the  world  as  constructed  by  a 
political  campaign  leaves  me  gasping 
for  reality." 

Drew  and  Lewis  are  the  yin  and 
yang  of  campaign  journalists.  The  one, 
deadly  serious  and  important  as  only  a 
Washington  pundit  can  be,  offers  read- 
ers a  detailed  look  at  the  Darwinian 
hard  edges  of  modern  American  poli- 
tics. The  other,  blissfully  ignorant  of  all 
that,  simply  paints  an  irreverent  pic- 
ture of  what  all  the  money  and  back- 
room dealing  really  buys.  Either  way,  it 
isn't  pretty. 

BY  HOWARD  GLECKMAN 

Senior  correspondent  Gleckman  cov- 
ered his  first  Presidential  campaign  in 
1972. 
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Your  House.  Your  Competitor's. 

How  Come? 

You  may  not  care  very  much  about  acreage, 
square  footage,  or  a  driveway  that  doubles  the 
length  of  your  commute. 

On  the  other  hand,  if  you  have  the  sense  that 
your  company  isn't  as  profitable  as  it  could  be, 
maybe  it's  time  to  do  something  about  it. 

At  Ernst &Young,  we  can  help  maximize  the  prof- 
itability of  virtually  every  facet  of  your  business. 


Is  your  tax  strategy  optimal?  Should  you  consider 
outsourcing?  Can  you  get  your  products  to  market 
faster?  How  do  your  health-care  costs  compare  with 
industry  benchmarks?  Is  your  information  technolo- 
gy ready  for  the  year  2000?  Would  a  strategic  acqui- 
sition make  sense  for  you?  How  much  rent  should 
you  pay  in  Kuala  Lumpur? 

We  address  these  kinds  of  issues  for  our  clients 
every  day.  And  it  sometimes  takes  only  a  single 
idea  to  make  a  multimillion-dollar  difference  in 
corporate  profits. 

So  if  you'd  like  to  discuss  anything  related  to  your 
business,  we  hope  you'll  call. 

Because  even  if  you're  perfectly  happy  with  your 
house,  you  may  still  want  to  give  some  thought  to 
an  expansion. 

Of  your  bottom  line. 

There  Isn't  A  Business  We  Can't  Improve  m 
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HARDCOVER  BUSINESS  BOOKS 


1  SUCCESS  IS  A  CHOICE  by  Rick  Pitino  with  Bill  Reynolds 
(Broadway  •  $25)  And  no  question  about  it-$70  mil  does 
signify  success. 

2  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  PhD, 
and  William  D.  Danko,  PhD  (Longstreet  Press  •  $22)  The 
penny-pinchers  shall  inherit  the  earth. 

3  PERSONAL  HISTORY  by  Katharine  Graham  (Knopf  •  $29.95) 
The  grande  dame  of  the  Washington  Post  on  journalism, 
business,  and  her  life. 

4  STOCK  MARKET  MIRACLES  by  Wade  B.  Cook  (Lighthouse 
Publishing  •  $24.95)  Investing  fundamentals,  from 
portfolio-building  to  stock  selling. 

5  WALL  STREET  MONEY  MACHINE  by  Wade  B.  Cook 
(Lighthouse  Publishing  •  $24.95)  Formulas  to  help  you 
strike  it  rich. 

6  THE  PRINCESSA  by  Harriet  Rubin  (Currency  •  $22)  New 
rules  for  successful  women,  demonstrated  by  heroines  past 
and  present. 

7  WARREN  BUFFETT  SPEAKS  by  Janet  Lowe  (Wiley  •  $16.95) 
Quotes,  droll  and  otherwise,  from  Omaha's  wealthiest  citizen. 

8  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  handling 
money,  by  a  Self  magazine  writer. 

9  THE  DILBERT  PRINCIPLE  by  Scott  Adams  (HarperBusiness 
•  $20)  The  revenge  of  the  cubicle  dwellers. 

10  NUTS!  by  Kevin  Freiberg  and  Jackie  Freiberg  (Bard  Press  • 
$24.95)  Southwest  Airlines'  personality  and  flight  plan  for 
success. 

11  SELLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $15) 
A  collection  of  bite-size  lessons  on  marketing. 

12  DIG  YOUR  WELL  BEFORE  YOU'RE  THIRSTY  by  Harvey 
Mackay  (Currency  •  $24.95)  How  to  build  and  maintain  a 
personal  network,  by  a  syndicated  columnist. 

13  DOGBERT'S  TOP  SECRET  MANAGEMENT  HANDBOOK  by 

Scott  Adams  (HarperBusiness  •  $16)  Straight  from  the 
puppy's  mouth. 

14  FINANCIAL  PEACE  by  Dave  Ramsey  (Viking  •  $21.95)  Get- 
ting out  of  debt — for  good. 

15  ONLY  THE  PARANOID  SURVIVE  by  Andrew  S.  Grove 
(Currency  •  $27.50)  Intel's  CEO  tells  how  to  turn  crises  into 
moments  of  opportunity. 


PAPERBACK  BUSINESS  BOOKS 


1  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $12)  Habitually  popular. 

2  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson  (Work 
man  •  $10.95)  Give  them  a  champagne  brunch,  a 
casual-dress  day — or  plain  old  cash. 

3  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $14)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

4  THE  1997  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible — with  a  new  resource  guide. 

5  THE  ERNST  &  YOUNG  TAX  GUIDE  1997  bv  the  Tax  Partners 
and  Professionals  of  Ernst  &  Young  LLP  (Wiley  •  $14.95) 
Better  late  than  never. 

6  BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMENT 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman 
(Barron's  •  $11.95)  What  is  an  oligopsony  anyway? 

7  THE  BEARDSTOWN  LADIES'  COMMON-SENSE 
INVESTMENT  GUIDE  by  the  Beardstown  Ladies'  Investment 
Club  with  Leslie  Whitaker  (Hyperion  •  $10.95)  Recipes  for 
four-bean  salad,  five-hour  stew — and  23%  returns. 

8  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan  M. 
Siegel  (Fireside  •  $13.95)  Still  more  advice  on  money. 

9  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard  PhD 
and  Spencer  Johnson  M.D.  (Berkley  •  $9.95)  Three  manage- 
ment techniques,  conveyed  in  brief  story  form. 

10  J.K.  LASSER'S  YOUR  INCOME  TAX  1997  by  the  J.K.  Lasser 
Institute  (Macmillan  •  $14.95)  You  mean  they  charge  inter- 
est if  you're  late? 

11  YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Dommguez  and  Vicki 
Robin  (Penguin  •  $11.95)  To  achieve  financial  indepen- 
dence, restructure  your  life. 

12  PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (IDG 
Books  •  $19.95)  Lighthearted  primer. 

13  HOME  BUYING  FOR  DUMMIES  by  Eric  Tyson  and  Ray  Brown 
(IDG  Books  •  $16.99)  Getting  your  dream  house. 

14  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $11.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

15  GET  A  FINANCIAL  LIFE  by  Beth  Kobliner  (Fireside  •  $11) 
Hey,  Gen-Xers-mutual  funds  and  mortgages  can  be  fun! 


business  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics, 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre- 
sented. Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  April. 

Reviews  and  more  are  available  on  www.businessweek.com.  Click  on  BW  Plus 
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HERE  S  A  TITLE  THAT  SAYS  IT  ALL:  WARREN 

Buffett  Speaks.  In  fact,  he  spouts  off 
like  a  one-man  Bartlett's.  But  the  billionaire  stock  picker's  not 
revealing  much.  And  this  compilation  of  "wit  and  wisdom" 
makes  no  effort  to  analyze  or  interpret  his  remarks.  Readers 
who  want  to  learn  about  investing  will  likely  be  disappointed. 

For  those  seeking  breezy  entertainment,  though,  Speaks,  the 
No.  7  hardcover  book  on  this  month's  best-seller  list,  is  worth 
a  look.  Author  Janet  C.  Lowe  has  combed  through  media  sto- 
ries, annual  reports,  and  speeches  for  most  of  the  500 
quotes  that  fill  the  book.  Among  them,  some  amusing  one-lin- 
ers nicely  convey  the  "Oracle  of  Omaha's"  folksy  persona.  Of- 
fered a  glass  of  pricey  wine  at  a  dinner  party,  Buffett  replies: 


"No  thanks,  I'll  take  cash."  Asked  whether  he  heeds  stock 
recommendations  from  brokers,  Buffett  says:  "Never  ask  the 
barber  if  you  need  a  haircut." 

The  material  from  the  olden  days  seems  more  surprising  and 
original  than  the  recent.  Listen  to  how  Buffett  explained  his  de 
cision  in  1969  to  liquidate  his  investment  partnership  and 
retire  at  age  38:  "I  have  no  urge  to  keep  piling  up  money,"  he 
told  the  Omaha  World-Herald.  Guess  what?  He  was  back  in 
business  in  no  time,  and,  somehow,  the  money  kept  rolling  in. 

Lowe  accepts  off-base  and  on-target  statements  with  equal 
reverence.  The  lesson:  Watch  where  Buffett  puts  his  money, 
and  take  what  he  says  with  a  grain  of  salt. 

BY  GREG  BURNS 
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4,000,000,000,000. 

MetLife  is  the  first  insurer  in  North  America  to  reach  $1  trillion  of  group  life  insurance  in  force. 


As  impressive  as  this  looks,  that  number 
means  much  more  than  a  remarkable 
milestone. 

Trust.  It's  the  reason  over  16  thousand 
American  companies  of  all  sizes  have  cho 
sen  MetLife  for  their  group  life  insurance, 
Over  1 2  million  American  workers  are 
enjoying  an  improved  sense  of  financial 
security  from  these  policies. 

Smart  Choices.  Group  life 
insurance  is  only  one  of  the  smart 
choices  in  employee  benefits  avail- 
able from  MetLife.  We're  a  recog- 
nized leader  in  a  wide  variety  of 
solution-based  group  life,  denta 
&  disability  insurance,  pension 
and  investment  products  including 
401(k)  plans. 

GETMET. 


A  Partner.  This  milestone  is  the  result 
of  our  ability  to  provide  employee  benefit 
solutions  not  only  to  employers,  but  to 
brokers  and  consultants  as  well.  We  take 
the  time  to  understand  each  customer's 
specific  needs,  and  provide  products  and 
services  to  meet  those  needs. 

Unquestioned  Strength.  Besides  being 
the  number-one  issuer  of  group  life  insur- 
ance in  North  America,  MetLife  has 
nearly  $300  billion  in  total  assets 
under  management  and  more  than 
80  years  of  experience  in  serving 
American  business. 

Put  our  experience  to  work  for 
you.  Call  1-800-MetLife.  E-mail  us 
at  business@metlife.com.  Or  visit 
our  website  at  www.metlife.com. 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


IS  THIS  A 
OR  A  BAD 


CHINA  POLICY- 
DREAM? 


RUSH  JOB: 

With  muddled 
objectives  and 
few  seasoned 
negotiators, 
the  U.S.  is 
moving  toward 
a  trade  accord 
that  undercuts 
its  bargaining 
power 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of  The 
End  of  Laissez-Faire 


The  issue  of  China's  admission  to  the 
World  Trade  Organization  poses  difficult 
questions  of  principle  and  tactics  for 
the  Clinton  Administration.  These  include  the 
trade-offs  among  geopolitical,  military,  and 
economic  objectives,  as  well  as  the  connec- 
tion between  U.  S.  goals  for  its  well-being  and 
for  the  trading  system  as  a  whole.  But  the 
Administration  is  hobbled  both  by  institution- 
al weaknesses  in  its  negotiating  team  and  a 
muddled  strategic  vision.  As  a  result,  the  na- 
tion is  on  the  verge  of  a  historic  blunder. 

U.  S.  trade  negotiators  are  rushing  to  com- 
plete a  protocol  agreement  on  China's  acces- 
sion to  the  wto  in  time  for  a  September 
summit  between  President  Clinton  and  Chi- 
nese President  Jiang  Zemin.  Unfortunately, 
key  issues  remain  unresolved,  and  the  Ad- 
ministration's giddy  eagerness  to  reach  an 
accord  this  summer  undercuts  its  bargain- 
ing power  with  Beijing.  That  leverage,  if 
used  discerningly,  is  considerable.  The  U.  S. 
trade  deficit  with  China  is  now  approaching  5 
to  1.  America  imports  fully  one-third  of  Chi- 
na's exports. 

Advocates  of  China's  early  admission  to 
the  wto  contend  that  the  U.  S.  will  have  more 
influence  to  promote  economic  and  political 
liberalization  if  China  is  in  the  wto.  But  as 
the  history  of  trade  negotiation  with  Japan 
has  shown,  the  most  useful  leverage  is  often 
bilateral  rather  than  multilateral.  Once  China 
is  in,  much  of  the  effective  leverage  would 
disappear.  It  would  make  far  more  sense  to 
reward  China  after  it  liberalized. 
PRESSURE  TACTICS.  According  to  the  Draft 
Protocol,  some  progress  was  made  at  the 
most  recent  meeting  of  the  wto  working 
group  in  March.  China  did  agree  to  provi- 
sions on  intellectual  property  and  to  phase 
out  its  state  monopoly  on  trading  companies. 
But  a  big  unresolved  issue  is  China's  welter  of 
subsidies  to  state-owned  industries — which 
make  free  trade  a  charade.  Many  Chinese 
state  enterprises  run  at  an  operating  loss. 
While  the  negotiations  have  made  some 
progress  on  market  access  for  manufactured 
goods,  they  are  deadlocked  on  access  for  fi- 
nancial services  and  telecommunications, 
which  are  major  U.  S.  exports. 

To  honor  wto  norms,  China  will  have  to  re- 
vise its  entire  economic  system.  That  will 
take  time.  It  is  odd  that  in  the  case  of  Cuba, 
the  U.  S.  insists  it  will  normalize  diplomatic 
and  commercial  relations  only  after  Cuba  lib- 


eralizes its  political  and  economic  system, 
powerful  lobby  of  anti-Castro  emigre  grouj 
in  the  U.  S.  reinforces  Washington's  hard  lind 
But  with  China,  different  interest  groups  prq 
dominate.  Everyone — from  the  Pentagon 
the  overseas  Chinese  community  to  America 
corporations  with  investments  in  China-I 
wants  a  soft  fine.  Multinational  corporation! 
are  happy  to  work  with  the  Chinese  goverr 
ment  to  set  up  export  platforms  in  the  Pe( 
pie's  Republic,  notwithstanding  wretched  labc 
conditions  and  often  coercive  demands  fol 
technology  transfer.  Such  companies  serve  al 
a  domestic  China  lobby  for  one-way  tradj 
liberalization. 
PIT  STOP.  Perhaps  the  weakest  link  on  thd 
U.  S.  side  is  its  negotiating  apparatus.  Even 
other  major  trading  nation  has  a  large  staff  o* 
career  professionals  who  function  as  institu 
tional  memory.  The  office  of  the  U.  S.  Trad 
Representative,  by  contrast,  is  often  seen  as 
mere  pit  stop  en  route  to  a  lucrative  law  an 
consulting  practice.  Despite  strong  rhetori 
about  the  importance  of  trade,  White  Hous 
actions  signal  that  ustr  is  a  low  priority 
Charlene  Barshevsky,  who  succeeded  Micke 
Kantor  as  head  of  the  trade  agency  las 
month,  did  the  job  on  an  acting  basis  fo 
nearly  a  year  before  finally  being  officially 
nominated.  Several  key  senior  trade  positions 
remain  unfilled. 

This  reflects  the  low  strategic  priority  ac- 
corded trade  negotiation,  and  it  insults  trade 
professionals.  The  ranks  of  the  U.S.  Trade 
Representative's  office  are  even  thinner  a 
level  or  two  down.  The  two  most  experienced 
China  negotiators,  Lee  M.  Sands  and  Deborah 
Lehr,  recently  gave  notice.  They  will  join  a 
new  law  and  consulting  firm  headed  by  Kan- 
tor. By  all  accounts,  Kantor  is  setting  up  a 
virtually  parallel  ustr.  Conflict-of-interest 
rules  prevent  Sands  and  Lehr  from  lobbying 
the  ustr  or  Congress,  but  they  are  permitted 
(and  well  placed)  to  advise  U.S.  corporations 
doing  business  with  the  Chinese.  The  Com- 
merce Dept.  also  has  been  denuded  of  much 
of  its  trade  expertise. 

This  is,  alas,  the  American  way.  Japan  and 
China  have  large  teams  of  career  experts  on 
the  U.  S.;  the  U.  S.  has  a  revolving  door.  But 
if  the  Administration  is  serious  about  de- 
fending U.  S.  interests  in  a  global  economy,  it 
must  respect  professionalism  and  clear  strate- 
gic priorities.  Right  now,  Clinton's  China  pol- 
icy has  neither. 
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Now  that  you've 


finally  turned  all 


that  data  into 


Perhaps  you  should  consider  MCP  to  help  you  utilize  all 
your  information.  Because,  although  known  as  a  communications 
company,  we're  also  a  supplier  or  information  technology,  with 
MCI  Systemhouse™  recognized  by  industry  analysts  as  a  leader 
in  client/server  computing.  We  deliver  networking  solutions  to 
help  maximize  productivity,  not  hinder  it.  To  find  out  more,  visit 
us  at  www.mci.com  or  call  1-800-368-6547. 


information,  why  not 


transform  it 


Is  this  a  great  time,  or  what? 


into  knowledge? 


MCI 
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Compaq  is  leading  the 

MOVEMENT  TO  INDUSTRY-STANDARD 
ENTERPRISE  COMPUTING. 

We  have  the  champagne  corks 
to  prove  it. 

Recently,  Compaq  shipped  its  one -millionth  server.  For  one  brief  moment,  the 
people  of  Compaq  celebrated  a  vision  that,  in  seven  short  years,  has  become  a  movement. 

Each  day,  more  organizations  are  trusting  our  PC-based 
solutions  as  the  lifeline  to  their  mission-critical  information.  To 
the  point  where  today,  more  industry-standard  Compaq  servers 
have  been  sold  than  those  manufactured  by  IBM,  Hewlett-Packard 
and  Digital  combined!  Compaq  servers  consistently  set  new 
benchmarks  by  offering  the  best  price /performance,  scalability, 
fault  tolerance  and  manageability. 

In  the  future,  our  continued  partnerships  with  compa- 
nies like  Intel,  Microsoft,  Novell  and  SAP  will  ensure  our  ability 
to  offer  innovative,  complete  solutions  to  growing  enterprises. 
Something  definitely  worth  celebrating. 
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Economic  Trends 


BY  GENE  KORETZ 

THE  AMAZING 
U.S.  LABOR  POOL 

Is  its  growth  holding  wages  down? 

It's  a  riddle  wrapped  in  a  mystery. 
With  U.  S.  unemployment  at  a  24- 
year  low,  you  might  think  wages  would 
be  taking  off.  Yet  labor  costs  have  re- 
mained unusually  subdued — leading  ex- 
perts to  speculate  that  some  new  de- 
velopment is  inhibiting  wage  demands. 
While  the  explanation  du  jour  seems 
to  be  widespread  job  insecurity,  one 
trend  clearly  deserves  more  attention: 
an  unexpected  leap  in  the  labor  force. 

AMERICANS  SURGE 
INTO  THE  JOB  MARKET 


SHARE  OF  WORKING-AGE  - 
POPULATION  AT  WORK 
OR  SEEKING  WORK  " 


DATA:  LABOR  DEPT. 

After  posting  gains  of  just  1.3  mil- 
lion a  year  from  1993  to  1995,  the  labor 
force — people  working  or  seeking 
work — has  grown  by  3.7  million  in  the 
past  16  months.  That's  more  than  twice 
as  fast  as  the  working-age  population. 

As  economists  at  Citibank  point  out, 
such  a  surge  is  unusual  so  late  in  the 
business  cycle.  Normally,  the  labor  force 
explodes  immediately  after  a  recession, 
as  suddenly  improved  job  prospects  in- 
duce discouraged  workers  to  look  for 
work  again.  This  time  around,  it  has 
occurred  late  in  the  expansion,  after 
several  years  of  robust  growth. 

What's  more,  the  pickup  isn't  con- 
fined to  areas  with  tight  labor  markets. 
Mark  Zandi  of  Regional  Financial  Asso- 
ciates notes  that  New  York  City's  labor 
force  jumped  by  3.4%  last  year — even 
though  unemployment  remains  above 
8%,  and  the  working-age  population  has 
been  stagnant  for  years. 

In  addition,  labor-force  participation 
has  been  rising  among  nearly  all  demo- 
graphic groups.  At  the  end  of  the  1980s, 
for  example,  economists  concluded  that 
the  portion  of  women  streaming  into  the 
work  force  had  leveled  off  after  rising 
sharply   for   several   decades.  Now, 


women's  participation  rates  have  hit  new 
highs.  And  the  rates  for  both  prime-age 
and  older  men  also  seem  to  be  turning 
up  after  trending  down  for  decades. 

While  welfare  reform  has  forced  some 
people  to  seek  work,  a  study  by  econo- 
mist Jill  Jacobs  of  Goldman,  Sachs  & 
Co.  suggests  that  it  has  thus  far  been  a 
minor  factor  in  the  turnaround.  Rather, 
it  appears  that  better  job  prospects  and 
widespread  wage  gains  are  luring  many 
discouraged  workers  back  into  the  job 
market.  For  the  first  time  in  the  1990s, 
reports  the  Economic  Policy  Institute, 
real  hourly  pay  appears  to  be  rising 
across  the  wage  spectrum. 

The  surprise  is  that  these  pay  hikes, 
which  are  still  quite  modest,  have 
sparked  such  a  strong  increase  in  labor 
supply — an  increase  that,  in  turn,  has 
tempered  their  size.  That  strong  re- 
sponse suggests  to  economists  at  both 
Citibank  and  Merrill  Lynch  &  Co.  that 
the  potential  supply  of  workers  is 
greater  than  many  experts  believe. 

Thus,  the  economy  may  still  have 
some  breathing  room  before  wage  pres- 
sures heat  up.  Eventually,  of  course,  the 
slow  growth  of  the  working-age  popula- 
tion will  limit  the  rise  in  the  labor  force. 
"If  we're  lucky,"  says  Zandi,  "the  econo- 
my will  have  slowed  to  a  more  sustain- 
able pace  before  we  reach  that  point." 


KEEPING  A  LID 
ON  OIL  PRICES 

A  warm  winter  sent  costs  south 

Among  several  factors  likely  to  re- 
strain inflation  in  the  months  ahead, 
says  economist  Ram  Bhagavatula  of 
Citibank,  is  the  low  price  of  oil.  Since 
early  January,  he  notes,  the  tab  for  a 
barrel  has  plunged  from  $26  to  $20. 

With  inventories  unusually  tight  last 
fall,  it  looked  as  if  oil  prices  would  climb. 
But  after  an  initial  cold  spell,  the  winter 
came  in  on  the  mild  side  in  Europe  and 
the  U.  S.  And  slowing  demand  for  heat- 
ing oil  tempered  the  usual  depletion  of 
inventories,  causing  prices  to  slide. 

Meanwhile,  current  projections  of 
global  growth  in  demand  are  moderate, 
says  Bhagavatula,  while  supply  appears 
more  than  adequate.  With  Iraq  now  pro- 
ducing oil,  many  other  opec  nations  ex- 
ceeding their  quotas,  and  non-OPEC  out- 
put also  rising,  prices  are  more  likely  to 
feel  downward  than  upward  pressure. 

The  payoff  in  lower  inflation  could  be 
considerable.  If  oil  prices  stay  close  to 
current  levels,  says  economist  James  E. 
Glassman  of  Chase  Securities  Inc.,  two- 


thirds  of  last  year's  9%  surge  in  ci 
sumer  energy  prices  would  be 
versed — chopping  half  a  percentj 
point  off  the  consumer  price  index. 


DO  MARRIED  ME] 
EARN  MORE? 

Yes — but  don't  credit  family  life 

Young  men  may  head  for  the  alii 
for  romantic  reasons,  but  one  pay 
seems  to  be  economic:  Married  ml 
earn  more  than  single  men.  The  pJ 
ported  reason  is  that  matrimony  insph) 
men  to  settle  down  and  focus  on  th\ 
careers  and  work  skills. 

Compelling  as  this  picture  seems,  it| 
exaggerated,  report  Christopher  Cor 
well  of  the  University  of  Georgia  al 
Peter  Rupert  of  the  Federal  Reser] 
Bank  of  Cleveland.  The  two  economis 
followed  a  sample  of  men  from  the 
late  teens  through  their  mid-30s.  In 
with  other  studies,  they  found  that  ma 
ried  men  earned  6%  to  7%  more  thi 
their  unmarried  peers  of  similar  ag 
education,  experience,  and  backgrounl 
When  the  researchers  looked  at  wag 
trends  over  time,  however,  they  four 
that  married  and  single  men's  pat! 
were  similar.  That  is,  married  mer 
wages  rose  no  faster  than  their  singj 
peers.  And  when  they  looked  at  marrie 
men's  earnings  in  the  years  before  the 
tied  the  knot,  they  found  that  the! 
wages  were  already  higher  than  thos 
of  the  men  who  stayed  single. 

In  short,  the  study  suggests  that  mel 
who  tend  to  get  married  already  posses 


MORE  CAKE,  DEAR?  New  husbands' 
pay  often  shows  a  one-time  blip 


qualities  that  are  rewarded  by  employ 
ers  (responsibility,  discipline,  and  loyal 
ty)  before  they  get  hitched.  To  the  ex- 
tent that  their  wages  rise  a  bit,  the 
gain  seems  to  reflect  a  one-time  increase 
in  the  time  devoted  to  work.  "Mar 
riage,"  says  Rupert,  "may  induce  many 
men  to  work  longer  hours,  but  it  doesn't 
seem  to  make  them  more  productive." 
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CALIFORNIA: 

The  Leading  Edge  of  Innovation 


n  a  warm,  sunny  day  this 
summer,  the  gross  state 
product  of  California  will 
pass  one  trillion  dollars.  It  is  a  level 
of  productivity  the  United  States 
only  reached  in  1970. 

California  has  the  world's  sev- 
enth largest  economy,  exceeded  in 
the  value  of  goods  and  services 
only  by  the  United  States  itself  and 


has  been  tested.  The  end  of  the 
Cold  War  helped  trigger  the  worst 
recession  since  the  1930s.  Aero- 
space employment,  a  mainstay  of 
manufacturing,  was  cut  in  half. 
Military  base  closings  reduced  fed- 
eral civilian  employment  by  a  third. 

Despite  these  setbacks,  a  new 
California  has  come  back.  The 
year  1996  marked  the  full  recovery 


The  San  Francisco  Bay  Area  has  emerged  as  the  world  leader  in  computers, 
microprocessors,  and  biotechnology. 


five  other  industrial  nations.  Were 
California  an  independent  nation, 
it  could  rightly  claim  a  place 
among  the  G-7  group  of  leading 
economic  powers. 

In  the  past  decade  California 


of  all  the  jobs  lost  during  the  reces- 
sion. In  1 997,  the  state  will  again 
outpace  the  nation  in  employment 
and  personal  income  growth.  "In 
just  a  few  years,  California  has 
gone  from  last  to  first  in  job  cre- 


ation; we  are  creating  more  than 
1 ,000  new  jobs  every  day,"  says 
Julie  Meier  Wright,  California 
Trade  and  Commerce  secretary, 
"California  is  definitely  back  in 
business  when  it  comes  to  the  real 
estate  market,"  notes  George 
Haligowski,  chief  executive  officer 
of  Imperial  Thrift.  "Non-residential 
construction  has  risen  for  the  third 
straight  year;  residential  construc- 
tion is  also  up."  The  new  economy 
is  less  dependent  on  defense,  less 
dependent  on  government,  and  is 
more  driven  by  innovation  and 
brain  power.  This  state's  cutting 
edge  companies  are  the  envy  of 
the  world.  In  fact,  if  California's 
1 ,300  public  companies  were  an 
independent  stock  market,  they 
would  form  the  fourth  largest  pub- 
lic exchange  in  the  world. 

Nearly  a  million  Californians 
work  at  jobs  dependent  in  some 
way  on  high  technology.  California 
is  also  the  nation's  leading  agricul- 
tural state  with  food  production 
equal  to  the  combined  total  of  the 
second  and  third  place  states. 
Agricultural  exports  exceeded  $1 1 
billion  last  year.  Apparel  manufac- 
turers found  that  they  can  com- 
bine the  alluring  designs  of  the 
"California  style"  with  a  ready  and 
willing  workforce  that  has  made 
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Welcome  to  chapter  two. 
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fgjXf  When  it  comes 

to  microprocessors 
Intel  wrote  the  book. 
That's  why  our  new 
Pentium*  II  processor 
offers  even  more 
power  than  the  Pentium®  Pro  processor 
and  all  the  benefits  of  Intel  MMX1" 


Vie  new  Pentium  II  processor.  Read  on 

media  enhancement  technology. 

Its  sleek  new  package  incorporates 
Intel's  Dual  Independent  Bus  architecture, 
which  uses  two  independent  buses  to 
dramatically  accelerate  the  flow  of  infor- 
mation for  a  boost  in  overall  performance. 

The  new  Intel  Pentium  II  processor. 


It's  everything  you  need  for 
your  next  chapter  in  desktop  computing. 
To  find  out  more,  visit  our  Web  site. 


►  www. intel  com/Pentiumll 


intel 

The  Computer  Inside.™ 
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Toshiba  America 
Information  Systems.  Inc. 

Widening  the  Scope 


Tom  Scott,  Vice- 
President,  General 
Manager  Computer 
Systems  Division, 
Toshiba  America 
Information  Systems,  Inc 


High-tech  indus- 
tries cluster  in 
the  suburbs, 
where  skilled 
workers  and 
close  proximity 
to  major  markets 
make  the  perfect 
locale  for 
advanced  manu- 
facturing. In  1989. 
Toshiba  America 
Information 
Systems  chose 
Orange  County's 
Irvine,  a  master- 
planned  community,  for  its  West  Coast 
manufacturing. 

Toshiba  chose  Orange  County 
because  it  wanted  close  proximity  to 
the  burgeoning  Southern  California 
consumer  market,  the  location  allows 
Toshiba  to  take  advantage  of  the  high- 
tech infrastructure  found  in  this  county 
of  two  and  a  half  million  people,  and 
because  it  found  that  manufacturing 
costs  were  lower  in  this  Southern 
California  suburban  community. 

With  annual  sales  of  more  than  $4 
billion  and  2.100  workers.  Toshiba 
America  has  become  the  leading  ven- 
dor in  the  U.S.  market  for  portable 
computers,  with  nearly  a  quarter  of 
the  total.  Toshiba  offerings  include  a 
wide  range  of  products  from  portable 
and  desktop  computers  to  optical 
fiber  modems  and  digital  cameras. 

In  March.  Toshiba  unveiled  the 
Equium  line  of  commercial  desktop 
computers  that  enable  customers  to 
meet  their  current  and  future  comput- 
ing requirements  while  reducing  the 
total  cost  of  ownership.  "With  Equium. 
we  continue  our  tradition  of  collabora- 
tion with  our  customers  and  technolo- 
gy leaders  to  provide  computing  solu- 
tions that  meet  the  needs  of  both 
small  and  large  businesses  alike." 
says  Tom  Scott,  general  manager  of 
the  Computer  Systems  Division  of 
Toshiba  America  Information  Systems 

Toshiba  America  Information 
Systems  is  an  independent  operating 
company  owned  by  Toshii  la  America. 
Inc..  a  subsidiary  of  the  $5  billion 
Toshiba  Corporation,  the  fif"i  largest 
electronic  manufacturer  ant  ;e 
world's  32nd  largest  corporat.on. 
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California  the  country's  leading 
state  for  clothing  production. 

THE  PEOPLE 

California's  economy  is  the 
product  of  its  people,  including 
13.2  million  working  Californians. 
Roughly  half  the  California  work- 
force is  employed  in  small  busi- 
nesses, and  small  entrepreneurial 
businesses  have  driven  the  eco- 
nomic recovery,  accounting  for 
nearly  all  the  1  3,000  new  manu- 
facturing firms. 

California's  new  economy  is 
much  different  from  the  traditional 
economies  of  the  past  where 
many  thousands  of  people  worked 
in  large  manufacturing  plants. 
New  manufacturing,  much  of  it 
now  done  in  entrepreneurial  set- 
tings, emphasizes  electronic  prod- 
ucts, industrial  machinery,  and 
computers.  California  accounts  for 
about  a  fifth  of  U.S.  employment 
in  each  of  these  areas. 

California  far  outpaces  the  rest 
of  the  country  in  what  Japanese 
economist  Taichi  Sakaiya  calls 
"knowledge-valued"  production. 
At  the  heart  of  the  knowledge- 
based  California  economy  is  an 
education  system  unmatched  any- 
where in  the  world.  The  nine- 
campus  University  of  California 
system,  the  20-campus  State 
University  system,  94  independent 
colleges  and  universities,  and  I  07 
community  colleges  enroll  more 
than  two  million  students.  When 
Nobel  prizes  are  awarded  every 


year,  it's  normal  to  hear  that  the 
prize-winning  work  was  done  at  a 
California  campus. 

The  common  thread  of 
California's  wealth-producing 
industries  has  been  excellence  in 
research.  The  National  Science 
Foundation  estimates  that  $34  bil- 
lion worth  of  research  is  conduct- 
ed annually  in  California,  a  fifth  of 
the  U.S.  total.  California  receives 
nearly  a  quarter  of  all  Small 


Los  Angeles  combines  a  dynamic 
economy  with  unsurpassed 
creativity  Los  Angeles  will  be 
America's  dominant  economic 
power  in  the  next  century. 


Business  Innovation  Research 
awards  and  produces  one  sixth  of 
all  U.S.  patents. 

A  California  based  business  has 
access  to  this  intellectual  gold 
mine;  professors  don't  stay  in  an 


MAY  26.1997  /  BUSINESS  WEEK 


After  leading  the 


industry  in  portables 
for  years,  we've 
set  our  sights  on 


something  bigger. 


Introducing  the  Toshiba  Equium.™ 

We  know  you  have  high  expectations  So  when  you  asked  foi  a  new  line  of 
business  systems,  we  put  the  same  ingenuity  quality  and  design  you  Ve  come  to  expect 

from  our  portables  into  our  new  Equium  line.  With  our  history  of  technical  excellence, 
you  can  be  sure  they  are  powerful  and  reliable  computers  Offenng  you  proven  quality 


PENTIUM»PRO    and  delivering  the  nght  tools  to  help  you  maintain  a  competitive  edge 


PROCESSOF 


Hie  Equium  line  incorporates  features  that  increase  productivity  and  manageability.  Like 


ie  latest  Intel  processors,  system  monitonng  software  and  robust  secunty.  And  with 
"oshiba 's  sleep  button,  with  Secure  Sleep"  and  Instant  On  features,  you  '11  save  time  and  money  There 's 
even  room  for  growth,  provided  by  enough  system  memory  and  hard  disk  capacity  to  handle  your  future 
application  needs  But  there  s  more  to  building  a  better  computer  than  just  great  features  Relationships 
are  a  key  component  to  our  success  Working  with  strategic  partners  and  most  importantly. 

MOOSOFT. 

keeping  an  open  dialogue  with  you  to  create  solutions  together  To  bnng  you  the  best  coK* 
products  possible,  like  our  new  Equium  line  of  computers  Find  out  more  about  it. 
Call  1-800-457-7777  or  look  us  up  on  the  Web  at  http  //equium  toshiba  com. 


►  PRODUCTIVITY  ADVANTAGES 
Designed  to  enhance  productivity  with  Intel 
Pentium*  Pro  processors,  Windows  NT», 
Secure  Sleep*  and  Instant  On  features. 
Saving  you  time,  energy  and  money 

►  Bl'Ji 

DMI 2  0  support  and  Intel  LanDesk9  client 
manager  software  allow  easy  system 
management  to  lower  your  total  cost 
ol  owning  a  computer 

►  PROTECTING  YOUR 

A  rich  leature  set  oilers  performance  and  value 
today  and  in  the  future  with  10/100  Ethernet, 
USB  ports  and  enough  system  memory  and  hard 
disk  capacity  to  handle  future  application  needs. 

►  QUALITY  AND  REll 

You  can  rely  on  Toshiba,  the  world  leader  in 
portable  technology,  to  bnng  you  the  same 
quality  and  ingenuity  in  our  new  Equium  line 


In  Touch  with  Tomorrow 

TOSHIBA 


[  1997  Tbshia  America  IrfonnatHl  Systems,  Inc  Egi  m  im  anrl  Sen  itp  Stop  are  ftaripmadtt  nf  Thfihiha  AmPtva  InfnrTTMTrm  Sygpms  Inc  ATI  <^pnfiraT)r->rw  arvl  availaki¥y  arP  q  ihprt  fn  rharvp  A  B  prnrli,  rtS  irrfrfTfrri    traripmartt  <ynhnk  jtp  rrxM^forj  *iyj:(i  jfxjfiprrri  by  f  hPir  rogpnri]VP  mmpqmPS 
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George  W.  Haligowski 
Chairman  of  the  Board, 
President,  CEO 
ITLA  Capital 
Corporation 


ITLA  Capital  Corporation 

Growing  to  Meet 
New  Opportunities 

LA  JOLLA.  Calif.  - 
When  George  W. 
Haligowski. 
Imperial  Thrift  & 
Loan  Assoc- 
iation's CEO. 
President,  and 
Chairman 
observed  in  1995 
that  San  Diego 
had  become  vast- 
ly under  served 
for  commercial 
mortgage  activi- 
ties, he  moved 
quickly  to  fill  the 
void.  By  the  end  of  1996.  Haligowski 
formed  ITLA  Capital  Corporation,  a  new 
holding  company,  and  its  new  mortgage 
bank  subsidiary.  ITLA  Funding 
Corporation. 

The  move  has  paid  off.  The  young. 
Harvard-alumni  banker  now  sees  San 
Diego.  America's  sixth  largest  city,  as  a 
prime  growth  source  for  his  23-year-old 
thrift  operation.  Upon  its  formation. 
ITLA  Capital  Corporation  [ITLA  on  the 
NASDAO]  became  San  Diego  County's 
largest  financial  services  organization 
with  over  $800  million  in  assets. 

"By  locating  ITLA's  headquarters 
here,  we  are  affirming  our  belief  in  San 
Diego's  future  as  a  regional  financial 
powerhouse."  says  Haligowski. 

The  bank  subsidiary.  Imperial  Thrift  & 
Loan  Association,  will  stay  in  Glendale. 
California  along  with  its  statewide 
regional  deposit  and  lending  franchise, 
while  the  new  parent  company,  ITLA 
Capital  will  be  based  in  La  Jolla.  a  sea- 
side village  20  minutes  from  downtown 
San  Diego. 

Statewide,  imperial  is  the  highest 
rated  thrift  for  return  on  average  equity 
and  net  interest  margin  and  is  number 
two  for  operating  efficiency  and  return 
on  average  assets  in  mid-1996,  accord- 
ing to  a  survey  by  Piper  Jaffray 
Research. 

The  new  ITLA  Funding,  which  can 
make  commercial  real  estate  and  con- 
struction loans  nationally  up  to  $50  mil- 
lion, expects  to  originate  more  than 
$300  million  in  loans  for  1997.  It  is  head- 
quartered in  Encino.  California  and 
operates  regional  offices  in  New  York. 
Florida.  Texas  and  Illinois. 


T 


ivory  tower.  They  are  creating  and 
working  in  entrepreneurial  enter- 
prises, and  taking  advantage  of 
what  communities  have  to  offer. 
Qualcomm  Corporation  is  a  case 
in  point.  In  1968,  two  University 
of  California  professors  founded 
LINK-A-BIT  Corporation  in  San 
Diego.  More  than  20  spin-off 
companies  have  been  launched 
since  then  including  Qualcomm,  a 
world  leader  in  wireless  commu- 
nications. 

INVENTING  THE 
FUTURE 

California's  leadership 
is  most  apparent  in  those 
industries  that  combine 
activities  of  today  with 
innovations  that  will  mark 
tomorrow.  California  cre- 
ates great  wealth  because 
it  constantly  invents  new 
industries  and  professions. 
California  accounts  for  more  than 
$1  billion  in  venture  capital  invest- 
ments annually,  a  third  of  the  U.S. 
total,  with  software  companies 
receiving  the  lion's  share.  This 
huge  infusion  of  capital  gives 
California  companies  a  special 
advantage  in  the  worldwide  com- 
petition for  technology  driven 
products. 

MULTIMEDIA 

"Multimedia,"  a  word  that  did 
not  even  exist  a  few  years  ago, 
describes  the  new  way  people  are 
entertained,  educated,  and  given 


information.  California's  premier 
industries  of  entertainment,  com- 
puter technology,  and  software 
make  multimedia  possible. 
Southern  California  is  the  interna- 
tional home  of  motion  pictures 
and  television.  This  new  industry 
already  employs  thousands  of 
Californians.  Hollywood  provides 
the  content,  graphics  companies 
the  technology,  and  the  world  an 
audience  for  interactive  video, 
new  sound  effects,  and  computer- 
generated  animation. 


Bp,1,  -If* ...  ■  '  ■ 
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California  far-outpaces  any  other 
state  in  research  and  development, 
both  in  private  industry  and  at 
universities,  with  $34  billion 
spent  annually. 


HEALTH  CARE 
TECHNOLOGY 

America's  great  challenge  in 
the  next  century  will  come  in 
health  care  where  new  technolo- 
gies promise  a  longer  and  better 
life.  California  leads  the  nation  not 
only  in  the  manufacture  of  med- 
ical devices  and  surgical  products, 
but  in  research  for  new  pharma- 
ceutical products. 
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Without  us,  life 


California  is  famous  for  crazy  ideas 
The  truth  is  we  treasure  them.  And 
innovative  California  spirit  has  changed  th 
world.  Television,  the  laser,  human  insulin,  th< 
first  Internet  transmission,  the  communicatic 
satellite,  yes,  even  seedless  watermelon  wer 
all  new  ideas  developed  in  California. 

What  has  your  state  produced  lately? 


i  is  important  to  your  com- 
iove   )  California  where 
I's       largest  economy 
.rained  work  force 

)-326-2606  check  us 
"<mnnerce.ca.g-     You'll  see 


Apple®,  the  Apple  logo  and  PowerBook®  are  registered  trademarks  of  Apple  Computer,  Inc  All  rights  reserv 
©Fender  Musical  Instruments  Corp  ©Hewlett-Packard  Co  Hughes  Electronics  Corp  Pentium  is  a  registered  tra> 


War  P-ird®  and  S?H2®  .ire  registered  trademarks  of  Callaway  Golf  Co 
diJemarV  of  Oakley,  tnc  Turning  Leaf  is  a  registered  trademark  of  the  E&J  Gallo  Winery 
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Biotechnology  is  primarily  a 
California  invention,  only  a  quar- 
ter century  old.  Through  genetic 
techniques  developed  over  the 
past  two  decades,  new  antibiotics, 
enzymes,  and  amino  acids  have 
been  developed.  Genentech,  a 
California  firm,  produced  the  first 
recombinant  DNA  pharmaceutical 
product,  human  insulin,  approved 
for  sale  in  1 982.  California's  bio- 
science industry  has  nearly  600 
new  drugs  and  medical  devices  in 
development. 


spawned,  yet  another  new  indus- 
try: environmental  technology. 
Environmental  Business 
International  estimates  that  this 
$20-bi  1 1  ion  industry  employs 
nearly  200,000  Californians. 
Some  of  these  businesses  include 
recycling  and  resource  recovery 
companies,  waste  management 
firms  (Californians  must  by  law 
reduce  solid  waste  generation), 
giant  consulting  and  engineering 
firms,  and  makers  of  environmen- 
tal instruments. 

With  a  world  market  for 
environmental  technology 
expected  to  exceed  $400 
billion  by  decade's  end,  the 
global  opportunity  for  envi- 
ronmental products  and 
services  is  obvious,  and 
California  is  leading  the 
way. 


The  California  economy  is  knowledge 
driven  —  turning  ideas  into  products 
California's  highly  skilled  workforce 
makes  this  possible. 


ENVIRONMENTAL 
TECHNOLOGY 

In  a  state  where  water  is  a 
scarce  commodity  and  12  million 
people  live  in  a  single  air  basin,  it 
was  inevitable  that  conquering  air 
and  water  pollution  would  be  a 
high  priority.  When  it  comes  to 
environmental  protection, 
Californians  have  been  there. 

And,  this  concern  has 


THE  INTERNATIONAL 
ECONOMY 

California  is  America's 
global  state;  more  than  any 
other  state,  California's 
economy  is  part  of  the 
world  economy.  This  is  a  conse- 
quence of  its  location  on  the 
Pacific  Rim,  which  has  tied 
California  to  the  rapidly  expand- 
ing economies  of  Asia  and  the 
Pacific.  As  Professor  John  Curtis 
Perry  has  written,  "California 
stands  as  an  intermediary  between 
Asia  and  the  rest  of  America."  The 
relationship  was  first  established 
with  Japan,  but  has  now  extended 


to  other  dramatically  expanding 
economies  including  China, 
Korea,  Taiwan,  Malaysia,  and 
Singapore. 

In  1996,  California's  exports  t 
global  markets  passed  $100  bil- 
lion, accounting  for  21  percent  o 
all  of  America's  exports.  Californi 
has  the  most  advanced  infrastruc 
ture  for  the  global  economy,  with 
the  nation's  largest  container  port 
in  Los  Angeles-Long  Beach,  the 
third  largest  container  port  in  the 
world.  The  value  of  shipments  ou 
of  the  Los  Angeles-Long  Beach 
port  now  equals  that  of  New  Yor 

A  global  economy  is  more  tha 
just  statistics  and  trade.  California 
also  leads  the  nation  in  attracting 
overseas  investment  from  dollar- 
rich  Japan.  Most  importantly, 
California's  population  lends  itself 
to  the  cosmopolitan  life  of  an 
international  economy.  In  a  state 
where  one  in  five  residents  is  for- 
eign born,  there  is  a  natural 
acceptance  of  international  and 
diverse  cultures  and  economies. 
Companies  like  McDonnell 
Douglas,  Intel  and  Hewlett 
Packard  routinely  employ  immi- 
grants from  Japan,  India,  Taiwan 
and  Korea.  These  immigrants  are 
playing  an  increasingly  important 
role  in  luring  investment  from 
industrial  Asia  to  California. 

California's  presence  looms  larg 
er  and  larger  in  a  world  that  every 
year  gets  smaller  and  smaller.  For  a 
company  settling  in  California,  the 
global  economy  is  already  here.  To 
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its  amazing 

what  6fasou& 
in  LosAngeles. 


The  L.A.  region  has  been  the  birthplace 
of  more  successful  ideas  and  innovations 
than  anywhere  else  in  the  world.  From 
the  fortune  cookie  to  the  internet,  new 
products,  companies,  even  new  industries, 
grow  here  like  nowhere  else.  And  it  can 
happen  for  your  business,  too. 

Not  only  can  you  make  money 
in  L.A.,  Southern  California  is 
still  one  of  the  best  places  in  the 
nation  in  which  to  enjoy  it 
We  have  over  300  days 
of  sunshine  every  year. 


to  site 

To^efa.  wattle  fefi  UsAyA. 
1 -800-7LA-FACT 


But  it's  our  economic  climate  that's  brighter 
than  ever.  L.A.  offers  businesses  a  real 
value.  And  the  New  Los  Angeles  Marketing 
Partnership  is  ready  to  provide  your  business 
with  professional,  sound,  and  personalized 
assistance  on  everything  from  permitting 
to  site  selection. 

call  the  New  LosAngeles  Marketing 
Partnership.  We  can  make  it  easier 
to  expand  your  business  in  the 
L.A.  region.  And  show  you 
just  how  amazing  doing 
business  here  can  be. 
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Silicon  Graphics 

Powering  Innovation 
on  the  Web 

Imagination  and 
innovation,  the 
cornerstones  of 
California  and 
the  driving 
forces  of  Silicon 
Graphics,  which 
is  located  in  the 
heart  of  Silicon 
Valley.  This 
Kai-Fu  Lee  innovative  envi- 

Vice-President,  ronment  has 

Web  Products  Division,    helped  Silicon 
Silicon  Graphics  Graphics 

become  the 
leader  in  Visual  Computing  and  most 
recently  in  the  World  Wide  Web. 

"My  message  is  don't  wait.  If  you're 
not  embracing  the  Web  as  a  core  part 
of  your  business  strategy,  chances  are 
your  competitors  already  have.''  said 
Kai-Fu  Lee.  vice-president  of  the  Web 
Products  Division  at  Silicon  Graphics. 

At  Silicon  Graphics  the  message  is 
clear.  Whether  your  business  is  pub- 
lishing, information  services,  retail,  or 
manufacturing,  the  Web  can  connect 
your  company  with  a  jlobal  market- 
place. Silicon  Graphics  was  the  first  to 
provide  a  bundled  Web  authoring  and 
serving  solution  called  WebFORCE: 
the  first  to  have  a  professional  Web 
authoring  suite.  Cosmo:  the  first  to 
have  a  complete  media-streaming 
solution.  WebFORCE  MediaBase:  and 
a  host  of  other  firsts.  Its  dedication  to 
providing  innovative  technologies  is 
allowing  the  company  to  exceed  the 
challenges  of  the  most  demanding 
customers  in  the  Web  market  today: 
customers  such  as  AT&T.  GTE.  U.S. 
Robotics.  Sabre  Interactive.  Warner 
Bros.  Online,  and  Nortel  of  Canada 
(www.sgi.com/WebFORCE/Customers) 

Silicon  Graphics  is  continuing  its 
leadership  in  the  Web  through  its 
vision  of  the  "Second  Web"  —  a  trans- 
formation from  a  page-centric  2D  Web 
to  a  world-like  3D  Web.  Silicon  Graphics 
will  be  evolving  its  WebFORCE  and 
Cosmo  products  to  enable  browsing, 
authoring,  and  serving  for  the  Second 
Web.  The  Second  Web  will  be  inter- 
active, experiential,  and  three  dimen- 
sional —  more  like  the  real  world, 
only  better."  said  Lee.  "And  it  will 
attract  billions  of  people." 


quote  Governor  Pete  Wilson, 
"We're  not  on  the  Pacific  Rim,  we 
are  the  Pacific  Rim." 

NEW  ATTITUDE  OF 
STATE  GOVERNMENT 

The  recession  that  struck 
California  in  the  early  1 990s 
caused  serious  rethinking  about  the 
role  of  state  and  local  government 
in  economic  development,  and  a 
major  effort  ensued  to  remove  dis- 
incentives to  economic  growth. 
Governor  Wilson  formed  the 
California  Economic  Strategy  Panel 
to  improve  skills  through  education 
and  training,  to  assure  that  job 
seekers  are  matched  with  the  skills 
expected  in  the  new  economy,  and 
to  direct  the  regulatory  and  tax  cli- 
mate towards  jobs  creation. 

Governor  Wilson  and  the  legis- 
lature have  begun  correcting  insti- 
tutional defects  in  California's 
public  policies.  In  1993,  California 
overhauled  a  scandalous  workers' 
compensation  system.  The  result 
has  been  a  38  percent  drop  in 
workers'  compensation  premiums, 
and  savings  of  more  than  $4  bil- 
lion to  California  business. 

In  1994,  a  pro-business  tax 
package  went  into  effect.  1995 
saw  creation  of  the  Local  Area 
Military  Base  Recovery  program, 
with  tax  credits  and  other  incen- 
tives to  stimulate  job  creation  in 
areas  affected  by  downsizing  and 
closing  of  military  bases. 

In  1996,  a  bipartisan  majority  of 
the  legislature  enacted  a  five  per- 


cent cut  in  corporate  income 
taxes.  1996  saw  historic  deregula 
tion  of  utilities,  and  the  introduc- 
tion of  competition  into  energy 
distribution.  The  result  will  be  a 
long  term  drop  in  the  high  cost  of 
gas  and  electricity  for  California 
industry. 

In  1997,  the  Wilson  Admini- 
stration is  launching  a  California 
"virtual  university,"  with  on-line 
access  to  some  of  the  nation's  mos 
prestigious  academic  institutions 
for  students  around  the  world. 

"What's  happened  over  the  past 
few  years  has  made  California 
much  more  business  friendly," 
says  Richard  Hall,  Intel 
Corporation's  government  affairs 
manager.  California  leaders  under- 
stand that  the  way  to  assure  pros- 
perity is  to  keep  the  welcome  mat 
out  for  business. 

CALIFORNIA  -  THE  NORTH 

The  region  abutting  San 
Francisco  Bay  shares  California's 
Mediterranean  climate,  naturally 
air  conditioned  by  Pacific  breezes. 
Here  a  century  ago  on  rolling 
green  hills,  railroad  tycoon  Leland 
Stanford  founded  a  university 
named  for  his  deceased  son.  He 
aspired  to  make  it  the  Harvard  of 
the  West. 

A  mutual  dependence  between 
town  and  gown  soon  developed, 
enhanced  by  a  farsighted  Stanford 
electrical  engineering  dean  who 
encouraged  his  students  to  start 
their  own  businesses.  Two  who  did 
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because  we 


want  our 


customers  to 


away, 


and  other  sound  business  reasons  Travelocity 


uses  Silicon  G  rap  h  i  c  s  We  b  FO  RC  E  servers. 


When  your  Web  site  connects  directly        industry-leading  I/O  performance, 
in  the  system  thai  books  nearh     B^^SS     'cts   cne'r   Web   site  handle 
one-third  of  the  world's  electronic  anything.  And  because  Silicon 

travel  reservations,  your  servers  had  Graphics  offers  the  widest  range 
better  be  accommodating.  Which  is        of  compatible  servers,  they  can 


why  SABRE4  Interactive 
chose  Silicon  Graphics 
WebFORCE"  servers  for 
their  Travelocity  "  Web 
site.  Our  WebFORCE 


LEADING  SITES 
POWERED  BY  WEBFORCE 

www.travelocity.com 
www.nintendo.com 
www.eds.com 
www.timex.com 
www.pepsi.com 
www.hbo.com 
www.superpages.com 


easily  scale  their  site  to 
handle  even  more.  All 
of  which  means  that 

Travelocity  is  getting   8jl  SfficonGrapMcS 

j       o         o  ?    Computer  Systems 

a  lot  of  mileage  out  of 


servers  combine  64-bit  MIPS"  RISC  our  servers.  You  can,  too.  For  more 

microprocessors  with  the  highest  information  call  800.636.8  1  84,      see  what's  possible 

data  throughput  in  the  market.  The  Department  LS0071  or  visit  us  at 

revolutionary  system  architecture,  with  www.sgi.com/Products/WebFORCE. 


ved  Silicon  Graphics  WebFORCE  and  ihe  Silicon  Graphics  logo  are  registered  trademarks.  Oi.  Origin.  Qng.nlGO  OngmlOOO  the  WebFORCE  logo  and  See  what  s  possible  are 
i  MIPS  RISC  Certified  Power  logo  are  registered  trademarks,  ol  MIPS  Technologies,  Inc  SABRE  is  a  registered  service  mark  and  Travelocity  n  a  serr.ce  mark  ol  The  SA6RE  Group  I 
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were  William  Hewlett  and  David 
Packard,  in  Packard's  garage  in 
Palo  Alto.  It  was  said  you  could 
tell  how  they  were  doing  depend- 
ing on  whether  the  car  was  parked 
inside  or  outside  the  garage. 

Thus  was  born  California's 
Silicon  Valley.  As  Peter  McCuen 
has  written,  "Within  its  200  or  so 
square  miles  have  been  invented 
the  vacuum  tube,  the  integrated 
circuit,  and  the  microprocessor;  as 
well  as  companies  which  marketed 
the  first  video  game,  the  first  IBM- 
compatible  computer,  and  the  first 


successful  personal  computer."  An 
interlocking  network  of  visionary 
thinkers  created  Silicon  Valley  and 
made  it  what  it  is  today. 

Silicon  Valley  drives  the  econo- 
my of  the  Bay  Area,  California's 
second  largest  population  center 
with  five  million  people,  and  one 
of  America's  wealthiest  metropoli- 
tan areas.  "The  growth  of  Silicon 
Valley,  largely  being  driven  by  the 
Internet  explosion,  promises  to 
remain  steady,"  says  Kai-Fu  Lee, 
vice-president  of  the  Web  Products 
Division  at  Silicon  Graphics. 


Congratulations 
onyour  comeback, 
California. 


Montgomery  Securities  is  proud  to  have  financed  many 
of  the  California  companies  that  are  playing  a  major 
role  in  the  slate's  economic  growth  on  the  global  stage. 
We  have  raised  J12.5  billion  for  150  companies  in  230  transactions 
ranking  us  the  Number  Due  investment  bank  tor  California 
companies  in  the  Nineties.* 

MONTGOME  R  Y   S  E  CURI  T  I  E  S 

The  Power  of  drou  th  ' 

600  MOM  <;<>ME.RY  STREET,  SAN  FRANCISCO,  OA  94I  1  I.  4  1  3  -  6  2  J  -  1  OOO 

*Source:  Securities  Data  Corp:  In-  number  oj  transactions  with  full  i  redii  in  each  manager.  Member  SIPC 


The  San  Francisco  Bay  Area's 
$200  billion  knowledge-economv 
is  linked  to  its  four  world-leading 
research  universities,  five  nationa 
research  laboratories  and  thou  - 
sands of  high-technology  indus- 
tries. Bay  Area  export  destination^ 
offer  an  intriguing  glimpse  into  thi 
markets  of  tomorrow.  The  fastest 
growing  markets  are  Indonesia, 
Korea,  and  India,  reflecting  the 
surging  demand  for  technological 
know-how  in  the  growth 
economies  ringing  Asia. 
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CALIFORNIA  -  THE  SOUTH 

What  London  was  to  the  1 9th 
Century  and  New  York  to  the  20th 
Century,  Southern  California  will 
be  to  the  2 1  st  Century,  the  world 
center  for  economic  activity.  With 
the  most  ethnically  diverse  popu- 
lation in  America,  Los  Angeles 
and  its  surrounding  counties  are 
the  second  largest  metropolitan 
area  in  the  country,  and  already 
lead  the  nation  in  international 
trade.  With  a  20  percent  growth 
rate  over  the  past  decade,  it  is  just 
a  matter  of  time  until  Southern 
California  becomes  the  country's 
dominant  metropolitan  region. 

Los  Angeles  was  hit  hard  by  the 
decline  of  defense  and  space 
spending  following  the  Cold  War 
But  it  has  now  moved  technolo- 
gies out  of  the  lab  and  into  the 
marketplace  with  new  industries 
such  as  advanced  transportation. 
The  Boeing/McDonnell  Douglas 
merger,  announced  just  last 
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San  Diego.  America's  largest  city 
on  the  Mexican  border,  acts  as  a 
gateway  to  Latin  America  for 
California  companies. 


■cember,  creates  the  world's 
gest  supplier  of  combat  jets, 
acecraft,  and  jetliners.  The  new 
mpany,  with  20,000  employees 
Long  Beach  alone,  will  be  a 
minant  global  powerhouse  in 
;  race  to  develop  the  next  gener- 
on  of  jumbo  jets.  The  $1 3.3  bil- 
n  company  will  be  the  largest 
iployer  in  the  Los  Angeles  area. 
The  Southern  California  econo- 
/  is  also  thousands  of  small 
sinesses,  each  filling  a  special 
:he.  Seven  years  ago,  Francisco 
nedo  and  his  wife  started  a  small 
miture  business.  Today  the  "fur- 
:ure  designer  and  manufacturer 
the  stars,"  Pinedo's  Cisco  Bros, 
rniture  is  featured  on  dozens  of 
evision  shows  and  movies.  "L.A. 
:S  the  most  diverse  population  in 
eir  entire  country,"  Pinedo  says. 
•Jothing  here  is  static  -  there  is  a 


constant  influx  of  different  tastes 
and  styles.  As  a 
designer  and  man- 
ufacturer, being  in 
the  midst  of  such 
an  environment  is 
great." 

Telling  L.A.'s 
story  is  the  job  of 
the  New  Los 
Angeles  Marketing 
Partnership.  "Los 
Angeles  is  the 
trendsetter  in  turn- 
ing new  ideas  into  viable  business- 


es," says  executive  director  Regina 
Birdsell.  "We're  the  birthplace  of 
innovation  from  the  Internet,  the 
Barbie  doll,  and  the  kosher  burrito 
to  the  Mazda  Miata,  the  Space 
Shuttle,  and  the  DC-3." 

Whether  it  was  the  hard  rock 
miners  who  came  looking  for  gold 
1  50  years  ago,  or  today's  high- 
tech venture  capitalists,  the  shared 
vision  is  the  same;  in  California 
the  future  is  still  to  be  found. 

Dr.  Tony  Quinn,  former  director  of  research  lor  the 
California  Department  of  Commerce,  has  more  than 
25  years  experience  in  California  government,  politics, 
and  business 


The  Fiery®  revolutionized  color  printing 


WELCOME  TO  THE  REVOLUTION  M 

Electronics  for  Imaging  (EFI)  revolutionized  the  color  print- 
ing marketplace  with  its  Fiery  Color  Server,  the  first  afford- 
able, on-demand  digital  color  printing  solution.  The  Fiery 
incorporates  patented  technologies  to  produce  fast,  photo- 
graphic-quality  color  prints  from  a  range  of 
I  .  _M-  devices,  including  color  copiers  from  all 

.  m  leading  manufacturers,  desktop  laser  print- 

%J  ers,  wide-format  plotters,  and  digital  press- 

es. Commanding  a  dominant  worldwide  market  share,  Fiery 
servers  and  Fiery  Driven  printers  and  copiers  are  installed  in 
leading  corporations,  advertising  agencies,  design  studios,  and 
print  shops.  Founded  in  1989  and  headquartered  in  San 
Mateo,  California,  EFI  has  been  traded  on  the  NASDAQ 
national  market  system  (EFII)  since  1992. 
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The  new  Mita  Cx>lor  Imaging  System. 
Please  don't  call  it  a  copier. 

Color  is  a  powerful  business  tool.  And  the  Mita®  PointSource™  Ci-7500  is  a  powerful  color  imaging  system.  From  £ 
purely  artistic  point  of  view,  it's  more  brilliant  than  the  average  color  copier.  It  renders  breathtaking  11x17  full-bleed 
images,  with  true  continuous  tone  reproduction.  Connected  to  a  Fiery™  Network  Controller,  it's  a  400  DPI  color 

printer/scanner.  From  a  business  perspective,  it  offers  advanced  finishing  options — duplexing,  sorting, 
stapling.  And  you  can  mix  documents— it  switches  automatically  between  black  &  white  and  color 
modes.  See  the  new  Mita  Ci-7500  Color  Imaging  System.  Enjoy  the  view. 

For  more  information  please  call  1-800-ABC-MITA  or  visit  www.  mita.  com. 

Fiery  is  a  trademark  of  Electronics  for  Imaging  Inc.  ©  1 997  Mita  Copystar  America,  Inc. 


usiness  Outlook 


AMES  C.  COOPER  &  KATHLEEN  MADIGAN 


;  IT  TIME  TO  TAKE  OUT 
OME  MORE  INSURANCE? 

e  Fed  must  decide  between  demand  worries  and  structural  benefits 


US.  ECONOMY 


NO  INFLATION  IN 
PRODUCER  PRICES 


FINISHED  GOODS 


What  causes  inflation?  In 
every  business  cycle,  the  an- 
r  is  the  same:  excess  demand  financed  by  accom- 
ative  credit  conditions  that  strains  the  economy's 
ty  to  satisfy  it.  However,  the  problem  for  fore- 
ers,  especially  those  who  have  to  make  monetary 
:y,  is  that  all  cycles  are  different.  So,  inflation  is  of- 
a  moving  target,  which  makes  preemptive  efforts  to 
ain  it  particularly  challenging, 
le  Federal  Reserve's  policy  committee  will  sit  down 
/lay  20  to  decide  if  they  should  take  another  shot  at 
beast,  having  barely  seen  its  shadow  (chart).  Keep 
lind  that  "persisting  strength  in  demand"  was  the 
on  the  Fed  gave  for  its  Mar.  25  rate  hike.  So  at  the 
;  meeting,  the  main  discussion  will  be  whether 
and  in  the  second  and  third  quarters  is  slowing 
igh  to  vent  some  of  the  price  pressures  that 
starting  to  show  up  in  growing  labor  shortages 
rising  capacity  utilization  rates. 

But  these  are  cyclical  pres- 
sures. What's  making  the 
Fed's  job  especially  tough  now 
is  this  expansion's  unique 
structural  influences  on  infla- 
tion. These  forces,  mainly  new 
technology  and  globalization, 
have  augmented  the  economy's 
ability  to  meet  the  demands 
for  labor  and  products  while 
keeping  inflation  at  bay. 
But  the  Fed  knows  that, 
1  the  economy  using  almost  all  its  available  re- 
*ces,  demand  growth  is  capable  of  overwhelming 
i  these  powerful  structural  factors.  Consequently,  in 
?ra  of  preemptive  policy,  the  Fed  must  decide  how 
tug  of  war  will  play  out  during  the  coming  year. 

:  EXPECTATIONS  of  another  quarter-point  hike 
e  eased  from  the  near-unanimity  of  several  weeks 
,  amid  indications  of  the  benefits  of  these  structur- 
hanges  and  signs  that  demand  is  slowing  from  its 
^-quarter  gallop.  Retail  sales  in  April,  for  example, 
0.3%,  after  no  growth  in  March.  January  and  Feb- 
~y  buying  had  soared  1.6%  and  1.3%,  respectively.  A 
of  23  economists  taken  by  mms  International  on 
j  9  shows  that  only  60%  of  them  expected  a  rate  in- 
ise  on  May  20. 

Jso,  Fed  Chairman  Alan  Greenspan's  May  8  de- 
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fense  of  the  Mar.  25  tightening  suggests  that  he  is 
feeling  some  heat  from  critics  of  that  move.  And  after 
years  of  Greenspan's  admonishment  of  Congress  and 
the  White  House  to  balance  the  budget,  a  rate  hike  so 
soon  after  the  budget  deal  could  be  viewed  as  ill-timed. 

Still,  as  that  60%  believe,  there  are  other  factors.  If 
Greenspan  wants  to  take  out  some  inflation  insurance, 
as  he  has  suggested,  then  a  quarter-point  doesn't  buy 
much.  And  what  about  potential  excess  demand  for  fi- 
nancial assets?  If  the  Fed  chief  was  concerned  about  ir- 
rational exuberance  in  the  stock  market  and  its  poten- 
tial spillover  effects  on  spending  back  in  December, 
when  the  Dow  Jones  industrial  average  was  at  6400, 
what  must  he  think  now  with  the  Dow  having  soared 
900  points  in  four  weeks,  to  above  7300? 

THEN  THERE'S  DEMAND,  the  crucial  cyclical  ingredient 
to  future  price  pressures.  While  the  broad  April  weak- 
ness in  retail  buying  gives  the  Fed  some  breathing 
room  for  now  (chart),  it  says  little  about  the  outlook.  In 
fact,  projecting  continued  softness  runs  counter  to  stur- 
dy consumer  basics:  strong  labor  markets,  rising  real  in- 
comes, high  confidence,  and  stunning  stock-market  gains. 

Some  of  the  negative  influ- 
ences on  April  buying  were        CONSUMERS  COOL 
temporary.  Many  retailers  cit-  THEIR  HEELS 

ed  poor  weather  and  an  early 
Easter.  Car  sales  dropped  af- 
ter incentive  programs  and  08 
good  weather  boosted  winter  04 
buying,  and  auto  strikes  cre- 
ated some  shortages  of  popu-  _q4. 
lar  models.  Also,  the  pace  of  APERC 
tax  refunds  has  slowed,  and      previous  month 
April  tax  payments  are  ex-  data  commerce  dept 

pected  to  set  a  record.  After  these  influences  wane, 
spending  could  rebound  this  summer. 

Looking  beyond  consumers,  the  outlooks  for  capital 
spending  and  exports  have  improved.  Orders  for  capi- 
tal goods  rose  at  an  annual  rate  of  7.6%  last  quarter, 
four  times  faster  than  the  fourth-quarter  pace,  sug- 
gesting strong  shipments  in  the  second  quarter.  Ex- 
cluding aircraft,  bookings  for  new  equipment  soared  at 
a  21%  rate.  Also,  demand  abroad  is  firming  up,  which 
will  offset  some  of  the  negative  impact  from  the 
stronger  dollar,  and  its  new  weakness  against  the  yen 
will  help  exports  to  Japan. 

Strong  growth  in  overall  demand  for  goods  has  cre- 


RETAIL  SALES   
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ated  the  need  for  businesses  to  restock  their  invento- 
ries. Inventories  at  manufacturers,  wholesalers,  and 
retailers  rose  0.3%  in  March  vs.  a  sales  decline  of  0.3%. 
That  showing  put  the  month's  ratio  of  inventories 
to  sales  at  1.37,  just  above  February's  record  low 
(chart).  With  sales  growth  nearly  double  the  increase  in 
stockpiles  during  the  past  six  months,  some  additional 
stockbuilding  seems  warranted,  a  key  reason  for  man- 
ufacturing's continued  strength. 

THE  OFFICIAL  PRICE  INDEXES  still  show  that  any 

strains  from  strong  demand  are  not  visible  in  pricing 
trends.  In  particular,  the  April  producer  price  index  fell 
0.6%,  depressed  by  a  2.6%  drop  in  energy  prices.  Also, 
computer  prices  dropped  4%,  an  area  where  strong 
demand  for  capital  goods  actually  depresses  overall  in- 
flation, since  prices  there  are  falling  because  of  rapid 
technological  innovation.  The  core  index,  which  ex- 
cludes energy  and  food,  dipped  0.1%. 

Still,  anecdotal  reports  on  price  and  cost  pressures 
are  no  longer  uniformly  tame.  The  Fed's  Beige  Book, 
which  summarizes  business  conditions  in  the  Fed's  12 
districts  in  preparation  for  the  May  20  meeting,  noted 
that  labor  markets  remained  tight  in  most  areas  "with 
a  few  new  reports  of  upward  wage  pressures."  Also, 
numerous  retailers  in  Boston  have  reported  "increased 
demand  is  allowing  them  to  raise  prices,"  while  in 
Chicago,  inventories  were  in  "very  good  shape,  result- 


INVENT0RIES  ARE 
IN  GOOD  SHAPE 


ing  in  less  need  for  sales  promotions  and  discounting 
The  Federal  Reserve  Bank  of  Atlanta's  manufactu1 
ing  report  for  April  indicated  that  companies  in  t 
Southeast  saw  business  increasing.  And  the  Richmo 
Fed  survey  showed  that  service  prices  in  that  regie 
rose  more  in  April  than  in  March.  Significantly,  tl 
presidents  of  the  Atlanta  and  Richmond  Feds  are  vo 
ing  members  of  the  policy  committee  this  year. 

The  problem  for  policymak- 
ers, though,  is  that  unlike 
cyclical  forces,  structural  eco- 
nomic changes  are  not  cata- 
logued in  any  monthly  data, 
and  even  the  quarterly  data 
on  such  factors  as  productivity 
are  suspect.  That  leaves  anec- 
dotes and  gut  feelings  to  con- 
firm the  glacial  shifts  in  the 
economy's  configuration. 

Greenspan  alluded  to  this 
conundrum  on  May  8.  But  he  added  that  separatin 
guts  and  data  is  partly  what  monetary  policy  is  abou 
So  when  policy  is  made  on  May  20,  Fed  officials  in  e: 
feet  will  be  choosing  between  the  benefits  of  structui 
al  forces  and  the  inflationary  harm  of  potential  cyclia 
excesses.  Where  they  put  their  faith  will  be  the  key  t 
whether  the  Fed  decides  to  keep  the  current  insuranc 
policy  in  force — or  take  out  a  bit  more  coverage 
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THAILAND 


THE  HEAVY  COST  OF  DEFENDING  THE  BAHT 


Thailand's  economic  problems, 
especially  in  trade,  have  in- 
creased speculation  about  a  baht 
devaluation.  For  now,  Bangkok  is 
defending  its  currency,  but  at  a 
cost  to  its  economic  outlook, 
which  had  started  to 
brighten,  and  to  its 
stock  market,  a  vital 
destination  for  emerg- 
ing-market money. 

Thailand's  trade 
woes  stem  from  a  cur- 
rency that  is  partly 
linked  to  the  rising 
dollar  and  to  competi- 
tiveness problems:  The 
Thai  minimum  wage  is 
higher  than  pay  in  Indonesia,  Chi- 
na, and  Vietnam.  Hence,  exports 
fell  0.1%  in  1996,  the  worst  show- 
ing in  a  decade.  And  the  current 
account  deficit  remained  at  8%  of 
gross  domestic  product — the  same 


THAI  EXPORTS 
ARE  STRUGGLING 
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high  ratio  as  Mexico's  in  1994 
when  the  peso  was  devalued. 

Exports  will  do  a  bit  better  in 
1997.  For  the  first  four  months, 
they  are  up  1%  from  a  year  ago 
(chart),  while  tight  monetary  poli- 
cy has  cut  imports  by 
5.2%.  The  trade  gap 
so  far  in  1997  has 
narrowed  to  129  bil- 
lion baht  ($5  billion) 
from  166.2  billion  baht 
in  1996. 

To  quell  baht-bash- 
ing,  the  Bank  of  Thai- 
land on  May  9  issued 
a  bold-print  statement 
"absolutely"  denying 
plans  to  alter  the  exchange-rate 
formula.  The  exact  formula  is  a 
secret  but  is  mostly  weighted  to- 
ward the  U.  S.  dollar.  One  reason 
to  defend  the  baht  is  that  already 
shaky  Thai  banks  are  heavily  ex- 


posed to  dollar-denominated  loans, 
which  would  be  more  expensive 
to  repay  after  a  devaluation.  So 
the  bot  has  tried  to  reduce  im- 
ports and  attract  foreign  funds  by 
hiking  interest  rates.  But  with 
predictable  results:  On  May  12, 
the  government  cut  its  real  GDP 
growth  forecast  for  1997  to  a  9- 
year  low  of  6%,  but  private  fore- 
casters think  5%  is  more  likely. 
Real  GDP  grew  6.6%  in  1996. 

Speculators  still  think  the  bot 
protests  too  much.  And  devalua- 
tion worries,  along  with  prospects 
for  lower  profits,  slower  growth, 
and  a  budget  deficit,  have  hurt 
the  financial  markets.  The  Stock 
Exchange  of  Thailand  is  at  a  sev- 
en-year low,  having  lost  54%  of  its 
value  in  the  past  year.  But  until 
investors  feel  more  secure  about 
the  baht's  stability,  the  exchange 
will  surely  fall  further. 
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apitalizing  on  the  pent-up  demand  tor  consumer 
s  and  services  m  emerging  economies  promises 
rewards,  but  it  also  carries  high  risks. 
)ften  these  markets  don't  have  the  communica- 
or  distribution  infrastructures  businesses  take 
ranted.  For  companies  who  want  to  succeed  in 
»eas  markets,  a  partner  familiar  with  the  political, 
less,  regulatory  and  cultural  climate  of  the  target 
try  is  a  necessity. 

ortunately,  AIG  is  uniquely  positioned  to  help 
names  guard  against  the  many  risks  entailed  in 
I  business  abroad. 


If  you  are  investing  in  overseas  markets,  AIG  can 
help  you  protect  your  employees,  your  operations  and 
your  balance  sheet  on  a  local,  regional  and  global  basis 
through  its  unmatched  breadth  of  insurance  and 
financial  services.  Services  like  directors  and  officers 
coverage,  employee  benefit  plans,  foreign  exchange 
management  and  travel  accident  coverages. 

And  we've  got  the  top  financial  ratings  to  back  us  up. 
So  your  company  won't  be  left  wondering  mmn 
w  hi(  h  \\a\  to  turn  next.  W&iw  m&i 
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HOW  JAPAN  TALKED  U 


It  finally 
convinced 
currency  markets 
that  an  economic 
rebound  is 
under  way 

For  the  better  part  of  a  month, 
the  strengthening  dollar  had  be- 
come an  increasing  sore  spot  for 
politicos  in  Washington  and 
Tokyo.  Subtle  jawboning  did 
nothing  to  ease  the  dollar  down.  Even 
a  joint  statement  by  the  finance  minis- 
ters of  the  Group  of  Seven  industrial 
nations,  intended  to  dampen  the  green- 
back, had  little  effect.  On  foreign  ex- 
change markets,  traders  kept  buying 
dollars,  assuming  the  bull  run  would 
extend  into  the  summer. 

Then,  on  May  9,  the  buck  finally 
budged,  dropping  to  120  yen  from  124. 
It  fell  to  118  when  traders  returned 
from  the  weekend,  and  was  at  117  on 
May  14.  Suddenly,  the  months-long 
course  had  reversed,  and  it  was  time 
to  sell  dollars  and  buy  yen.  Says 
Michael  R.  Rosenberg,  director  of  in- 
ternational fixed-income  research  at 
Merrill  Lynch  &  Co.  in  New  York:  "All 
the  big  players  tried  to  get  out  the 
door  at  the  same  time." 
meet  "MR.  YEN."  Who  moved  the  mar- 
kets? Not  Treasury  Secretary  Robert 
E.  Rubin.  Not  the  G-7.  Credit  instead 
Eisuke  Sakakibara,  a  little-known 
Japanese  financial  bureaucrat.  In  the 
currency  trading  pits,  Sakakibara  al- 
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ready  had  earned  the  moniker  "Mr. 
Yen."  His  fame  began  with  his  deft  co- 
ordination of  a  global  rescue  of  the  dol- 
lar after  it  collapsed  to  a  record-low 
79.8  yen  in  1995.  Now,  Sakakibara, 
director-general  of  the  Finance  Min- 
istry's International  Finance  Bureau,  is 
winning  wider  acclaim  for  talking  the 
dollar  down  before  escalating  Japanese 
trade  surpluses  could 
trigger  a  backlash  in 
Washington. 

The  yen's  comeback 
is  the  work  of  more 
than  one  man's  ma- 
neuvers, of  course.  It 
is  also  a  sign  that 
Japan's  economy  final- 
ly is  reemerging  from 
five  years  of  stagna- 
tion. Amid  reports 
of  surging  corporate 
earnings — in  many 
cases  boosted  by 
earnings  generated  in 
the  U.  S. — and  healthier  consumer  de- 
mand, analysts  expect  Japanese  gross 
domestic  product  to  grow  by  2%  this 
year  and  3%  in  1998.  Government  bond 
yields  have  begun  climbing,  and  the 
long  dormant  Nikkei  stock  average  has 
scored  a  surprising  8.5%  advance  in 
only  two  weeks. 

Despite  signs  of  an  economic  turn- 
around, though,  the  yen  continued  to 
trade  at  a  huge  discount  to  the  dollar, 
giving  Japanese  exporters  an  edge  in 
the  U.  S. — and  some  U.  S.  executives 
fits.  "We've  said  for  more  than  a  year 
that  the  yen  was  too  weak,"  says  Ford 
Motor  Chairman  Alexander  J.  Trot- 
man.  While  Detroit  fumed,  alarm  bells 
were  sounding  in  Washington.  With 
Prime  Minister  Ryutaro  Hashimoto 
cutting  spending  and  raising  taxes  to 
rein  in  a  ballooning  budget  deficit,  it 
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looked  as  though  Japan  might  have  t 
rely  exclusively  on  export-led  growt 
to  get  itself  through  1997. 

Secretary  of  State  Madeline  K.  A 
bright  and  Vice-President  Al  Gore 
among  other  U.S.  officials,  started  qu 
etly  warning  Japan  to  do  more  to  stin 
ulate  demand  at  home.  Then,  in  a  visi 
to  Tokyo  in  early  April,  Rubin  pr: 
vately  raised  ques 
tions  with  Hashimot 
and  Finance  Ministe 
Hiroshi  Mitsuzuk 
about  the  danger 
of  Japan's  mushroom 
ing  exports,  whicl 
reached  $380  billion  ii 
the  fiscal  year  ende( 
Mar.  31. 

WARNINGS.  Sakakibar; 
took  the  hint  an( 
began  wielding  his  ar 
senal  of  bureaucrati 
tactics.  First  he  sug 
gested  publicly  thai 
the  outpouring  of  Japanese  capita 
abroad — $100  billion  in  the  latest  fisca 
year — might  not  continue  at  its  current 
pace.  Then  he  warned  that  the  Bank  o: 
Japan's  historically  low  interest  rates 
might  inch  up.  He  next  alerted  Japanese 
investors  that  currency  swings  might 
wipe  out  overseas  profits.  And  in  un- 
usually blunt  terms,  he  went  before  tht 
Diet  to  proclaim  that  the  greenback 
could  easily  fall  back  to  103  yen. 

To  cap  it  all  off,  the  Finance  Min 
istry  trotted  out  an  investment  man 
ager  from  Japan's  $2  trillion  postal  sav 
ings  system  to  say  foreign  bonds  might 
be  a  risky  bet  if  the  dollar  started  tc 
swoon.  "What  fund  manager  could  buck 
that?"  asks  Carl  Weinberg,  chief  econ- 
omist at  High  Frequency  Economics 
Ltd.  in  Valhalla,  N.  Y.  "Only  the  brave 
and  foolish." 


Treasury  Secretary 
Rubin  signals  that 
the  greenback  has 
risen  as  high  as  it 
should  go  against 


Rubin's  deputy, 
Lawrence  Sum- 
mers, tells  Japan- 
ese officials  of  U.S. 
concern  over  Japan 
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HE  YEN 


y  May  9,  the  fix  was  in  and  I 
dollar  on  the  run.  The  burning 
stion  now  is  whether  Sakak- 
a's  recalibration  of  curren- 

actually  will  head  off 
e  tensions.  Some  indi- 
rs  suggest  it  may. 

stronger  yen  is 
i  to  encourage 
inese  manu- 
urers  to 
tinue 
sting 
the 


and 
other 
countries  to 
reduce  their 
costs.  And  at  118 
to  the  dollar,  Japa- 
nese auto  makers  still 
suffer  a  $900  price  dis- 
advantage against  Ameri- 
ca's Big  Three  on  the  average 
small  car  they  export  to  the 
U.  S.,  estimates  Wexford  Manage- 
lent  Consultants  in  Merion,  Pa. 
apan's  rebound  can  proceed,  econo- 
ts  figure,  even  if  the  yen  strength- 


e  n  s 
to  100 
to  the 
dollar.  Some 
economists  be- 
lieve   that  the 
Bank  of  Japan  will 
raise  its  near-zero  in- 
terest rates  25  basis 
points  later  this  year  and 
another  25  in  1998.  In  ad- 
vance of  that  expected  hike,  the 
prestigious  Industrial  Bank  of 
Japan  Ltd.  on  May  13  boosted  its 
long-term  prime  lending  rate  from  2.5% 
to  3%,  making  it  the  first  such  hike  in 
a  year. 

DETROIT  GRUMBLINGS.  In  the  near 
term,  the  rise  in  the  yen  and  in  Japa- 
nese rates  could  cause  the  Clinton  Ad- 
ministration some  pain.  Japanese  im- 
ports, which  totaled  $114  billion  last 
year,  will  cost  Americans  more.  And 
higher  interest  rates  in  Japan  will  put 
more  downward  pressure  on  the  dol- 
lar— another  inflationary  force.  That 
could  push  the  Federal  Reserve  to 
raise  interest  rates  at  its  next  Federal 
Open  Market  Committee  meeting  on 
May  20. 

Auto  makers  aren't  appeased 
yet.  Detroit  howled  when  Japanese 
carmakers  picked  up  1.9  percentage 


points 
of  U.  S.  mar- 
ket share  in  the 
first  four  months  of 
this  year.  Now,  "we  still 
believe  100  to  110  yen  to 
the  dollar  is  the  appropriate 
range,"  says  Trotman  of  Ford 
Motor  Co.  Andrew  H.  Card  Jr.,  pres- 
ident of  the  American  Automobile 
Manufacturers  Assn.,  even  suggests 
that  the  buck  should  fall  as  low  as  95 
yen  to  get  Detroit  back  on  a  better 
footing. 

That  might  be  a  bit  much.  But  be- 
cause of  cost-cutting  and  overseas  ex- 
pansion, Japanese  auto  executives  say 
they  can  live  with  a  rebound  in  the 
yen.  Toyota  Motor  Chairman  Shoichiro 
Toyoda,  for  one,  feels  that  a  dollar 
worth  110  to  120  yen  is  "appropriate 
for  our  company."  And  Shigeki 
Hayashi,  Honda  Motor  Co.'s  assistant 
finance  manager,  insists  that  "no  matter- 
how  much  the  yen  fluctuates,  we  will 
not  change  our  long-term  plans." 

Talk  like  that  will  keep  the  U.S. 
on  guard — although  for  now,  the  Clin- 
ton Administration  is  remaining  mum 
on  the  yen's  rebound,  perhaps  fearful 
of  touching  off  a  broader  dollar- 
decline.  In  the  policymakers'  never- 
ending  game  of  cat-and-mouse  with 
currency  traders,  Sakakibara  has  won  a 
critical  round,  and  probably  avoided 
a  transpacific  shouting  match.  But  he 
will  need  all  the  jawboning  skills 
he  can  muster  if  his  tactics  don't  do 
anything  to  slow  the  Japanese  export 
juggernaut. 

By  Brian  Bremner  in  Tokyo  and 
William,  Glasgall  in  New  York,  with 
Kathleen  Kerwin  in  Detroit  and  bu- 
reau reports 


In  a  Tokyo  newspa- 
per, Sakakibara 
suggests  local 
investors  buy  Japa- 
nese bonds  instead 
of  U.S.  Treasuries 


Sakakibara  stuns 
currency  markets  by 
indicating  that  the 
dollar  could  fall 
back  to  103  yen 


Japan's  postal  sav- 
ings system  head 
says  that  with  the 
dollar  weakening, 
investing  in  foreign 
bonds  may  be  risky 


Finance 
Minister 
Mitsuzu- 
ka  says 
efforts  to  cool  the  dol- 
lar are  "taking  root" 
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STATE  SURPLUSES  AS  A  PERCENT 
OF  STATE  SPENDING  IN  1996* 
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THE  STATES  ARE 

IN  FAT  CITY-FOR  NOW 

But  how  much  of  the  credit  should  go  to  tax  relief? 


When  President  Clinton  and  con- 
gressional leaders  clinched  a  bal- 
anced-budget agreement  that  at 
long  last  included  tax  cuts,  the  reaction 
in  many  state  capitals  was  a  yawn.  After 
all,  when  it  comes  to  tax  relief,  the 
states  have  been  the  pacesetters.  Gov- 
ernors across  the  nation  have  cut  $10.5 
billion  in  taxes  over  the  past  three  years 
and  plan  some  $4.4  billion  in  new  re- 
ductions for  1998. 

So  far,  the  state  tax-cutting  frenzy 
has  been  a  painless  fiscal  exercise.  The 
U.  S.  economy  has  buoyed  all 
but  scattered  pockets  of  the 
country  and  fattened  the  cof- 
fers of  states  in  every  region. 
Altogether,  states  had  more 
than  $20  billion  left  over  at 
the  end  of  1996.  "They've  got 
more  money  than  they  know 
what  to  do  with,"  says  Scott 
Mackey,  a  tax  analyst  at  the 
National  Conference  of  State 
Legislatures.  And  the  good 
times  should  keep  rolling: 
Regional  Financial  Associ- 
ates, the  economic  forecasting 
firm,  is  projecting  even  high- 
er growth  for  states  in  al- 
most every  region  than  it  did 
just  six  months  ago. 

The  last  time  states  were 
so  flush,  at  the  end  of  the 
1970s,  some  made  modest 
cuts,  mostly  in  property  tax- 


es. But  much  of  the  bonanza  was  spent 
on  programs.  This  time,  with  small-gov- 
ernment Republicans  in  charge  of  32 
statehouses,  governors  are  holding  the 
line  on  new  services  and  giving  taxpay- 
ers more  of  their  money  back. 

In  many  states,  cuts  have  been  craft- 
ed specifically  to  spur  business  develop- 
ment— or  to  keep  businesses  from  relo- 
cating out  of  state.  Pennsylvania  cut  the 
corporate  tax  rate  from  12.25%  to  9.99% 
in  1995,  and  this  year  it  eliminated  a 
tax  on  computer  services.  "It's  work- 


ing," says  Robert  M.  Aiken  Jr.,  chief 
nancial  officer  at  Philadelphia-based  Si 
Co.  "It  creates  a  positive  environme] 
for  business."  Indeed,  Walter  J.  Tusinsl  mW 


chief  financial  officer  of  Arco  Chemic 
Co.,  says  that  Arco  chooses  to  stay 
the  state  partly  because  the  "tax  regin 
strikes  us  as  fair  and  not  an  indueemei  a 
for  us  to  move." 

"WAKE-UP  CALL."  But  often  corporatio 
are  even  happier  about  state  efforts 
cut  red  tape.  Consider  Eastman  Koda  fc"inthi 
Co.  Since  1995,  the  Rochester  (N.Y 
company  has  invested  $500  million  in 
new  plant  in  its  hometown,  in  part  be  ; 
cause  Governor  George  E.  Pataki  spe 
up  the  resolution  of  some  tax-audit  que> 
tions  and  was  flexible  on  environment!  {lylong 
concerns.  Pataki's  $6  billion  tax  cui 
mostly  on  personal  income,  "was  not 
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rising  at  KODAK:  Tax  cuts  weren't  the  most  important  factor 


big  a  consideration,"  says  Kodak  Tres  I  - 
surer  Jesse  J.  Greene  Jr. 

Many  economists,  in  fact,  believe  ta:  bough 
relief  doesn't  lift  economi  ■ 
fortunes  as  much  as  tax-cu  it 
crusaders  contend.  In  Ne\  fast 
Jersey,  Governor  Christim  a 
Todd  Whitman  slashed  in  . 
come  taxes  30%  over  thre< 
years.  But  New  Jersey's  19. 
jobs  growth  in  1996  was  lesi 
than  half  the  2.2%  nationa 
average. 

Tax  cuts  tend  to  mattei 
most  in  states  where  levies  & 
have  gotten  out  of  whack  ii 
relation  to  those  of  theii 
neighbors.  High-tax  Califor-u 
nia  got  "a  wake-up  call' 
when  industries  started  leav 
ing  for  cheaper  Sunbelt  lo 
cales,  says  Thomas  J.  Nechy- 
ba,  professor  of  economics  at 
Stanford  University.  Califor- 
nia's 5%  tax  cut  for  corpora- 
tions and  banks,  enacted  last 
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as  the  state  racked  up  a  $2.7  billion 
lus,  helped  stall  the  migration  of 
lesses  to  lower-tax  states.  "The  val- 
3  the  message  that  it  sends — that 
fornia  is  open  for  business — more 
the  money  it  saves,"  says  Wilford 
odbold  Jr.,  ceo  of  Zero  Corp.,  a  Los 
eles  container  maker, 
ix  cuts  aren't  freebies,  however.  In 
'  Jersey,  local  officials  have  hiked 
ierty  taxes  to  partially  offset  state 
me-tax  cuts.  In  Michigan,  which 
led  property  taxes  in  1994,  roads 
i  deteriorated  so  much  that  contests 
held  to  name  the  biggest  potholes. 
Giller,  president  of  Greater  Detroit 
Co.,  a  family-run  company  with  119 
,  says  he  has  spent  $5,000  on  hub- 
alone  this  year.  GOP  Gover- 
John  Engler,  a  tax-cut  pio- 
;  is  now  proposing  a  gas-tax 
to  help  come  up  with  $370 
on  for  repairs. 

FFORDABLE?  New  York  fi- 
led its  tax  cuts  by  reducing 
nents  to  Medicaid  providers, 
zing  spending,  and  hiking  tu- 
t  by  $750  a  year  at  state  uni- 
ities.  Last  year,  Pataki  also 
•owed  $480  million  from  the 
s's  medical  malpractice  insur- 
;  fund — a  one-time  move, 
're  living  beyond  our  means 
t  tax  cuts  that  are  unafford- 
"  in  the  long  run,  says  Frank 
lunro,  executive  director  of 
Fiscal  Policy  Institute  in 
my. 

[oreover,  all  this  tax-cutting 
appening  during  an  astound- 
y  long-lived  expansion.  What 
pens  when  the  good  times 
?  Even  though  most  states 
socking  some  of  then-  surplus 

rainy-day  funds,  "it  won't  be 
ugh  to  weather  a  recession,"  says 
lomist  Elizabeth  Davis  of  the  Center 
the  Study  of  the  States.  And  with 
ihington  shifting  welfare  and  Medi- 

costs  to  the  states,  a  downturn  will 
state  coffers  particularly  hard, 
laving  championed  tax  cuts,  many 
ernors  will  be  loath  to  reverse  course 
;n  the  economy  slows.  "Tax  hikes  are 

considered  an  option  for  Governor 
itman,"  says  a  New  Jersey  official 
)  nonetheless  concedes  that  Whit- 
l's  30%  income-tax  reduction  "puts 
n  less  of  a  good  position  to  weather  a 
mturn."  The  only  alternative  would 
cutbacks  in  services  and  increases  in 
nses  and  other  user  fees.  But  so  long 
;he  economy  remains  strong  and  vot- 

remain  content,  Whitman  and  her 
-cutting  colleagues  will  savor  the  joys 
ipreading  the  wealth  around. 
3y  Amy  Borrus,  with  Mike  Mc- 
mee,  in  Washington,  Joseph  Weber  in 
ladelphia,  and  bureau  reports 


COMMENTARY 


By  Howard  Gleckman 

THE  POLITICAL  LUBE  JOB 
THEY'RE  CALLING  TAX  REFORM 


Early  this  year,  Gucci  Gulch  was 
awash  with  dreams  of  big  tax 
cuts.  Well,  the  tasseled-loafer  set 
finally  has  a  tax  package  to  chew  on, 
as  part  of  the  grand  balanced-budget 
deal.  But  the  accord,  which  allows  a 
ragged  assortment  of  breaks  totaling 
$85  billion  over  the  next  five  years, 
leaves  much  to  be  desired. 


Economic  justification?  Don't  both- 
er to  look  for  any.  Rather,  the  pro- 
posals are  simply  political  lubricant 
to  smooth  passage  of  the  budget 
deal.  Democrats,  who  hate  the  bud- 
get plan's  spending  restraint,  get 
"middle-class"  tax  breaks.  Republi- 
cans, who  deride  the  spending  curbs 
as  too  puny,  can  crow  over  "pro-in- 
vestment" initiatives.  Clinton  gets 
his  cherished  education  tax  credits, 
even  though  they  may  serve  mainly 
to  drive  up  college  tuition.  "Is  there 
any  redeeming  social  or  economic 
value  in  any  of  these  proposals?" 
asks  former  Congressional  Budget 
Office  Director  Robert  D.  Reisch- 
auer.  "No." 

Just  look  at  them.  The  capital- 
gains  rate  likely  will  be  cut  to  around 
20%,  from  28%.  But  at  the  current 
28%  rate,  stocks  already  have  roared 
into  the  stratosphere  and  capital 


spending  has  grown  by  double  digits 
for  five  years.  One  wonders  where  all 
that  new  investment  would  go.  Emp- 
ty office  buildings,  perhaps? 
WINDFALL.  The  universal  IRA,  a  fa- 
vorite of  Wall  Street,  will  be  expand- 
ed, probably  by  gradually  doubling 
the  income  limits  to  about  $100,000. 
This  even  though  15  years  after  iras 
were  made  broadly  available,  econo- 
mists still  can't  decide  whether  they 
have  actually  increased  national  sav- 
ings. A  final  bill  also  will  likely  add 
"backloaded"  iras  that  offer  no  de- 
duction for  contributions  but  allow 
tax-free  withdrawals.  That  new  ap- 
proach would  be  the  mirror  image  of 
current  iras,  which  permit  tax-free 
contributions  but  tax  withdrawals. 
Why  the  change?  While  it  will  cost 
billions  down  the  road,  it  generates 
lots  of  money  by  2002,  when  the  pols 
have  promised  budget  balance. 
Then  there's  the  child  credit, 

which  the  GOP  de- 
TEA  PARTY        manded  to  ap- 
GOP  HoUSe      Pease  the  Reh- 

gious  Right,  and 
members         estate  tax  relief— 

face  f  qy  a  windfall  for 

Wbb  U1X-  ^         30  000  rich  Ameri- 

COde  COpieS     can  families— 

into  Boston  whichfis 

priority  or  the 
Harbor  powerful  small- 

business  lobby. 
Both  are  simply  political  baubles  that 
will  do  little  or  nothing  to  improve 
the  economy. 

With  such  a  cornucopia  of  bad 
ideas,  the  good  news  is  that  each  will 
be  so  limited  that  none  can  do  much 
damage.  That  is,  unless  Congress 
and  the  President  undo  the  budget 
deal  and  start  the  sort  of  bidding 
war  that  turned  the  1981  budget 
pact  into  a  fiscal  nightmare.  Credible 
deficit  reduction  is  the  best  thing 
that  Washington  can  do  for  average 
Americans.  If  there's  going  to  be  tax 
relief  at  all,  it  should  be  an  across- 
the-board  rate  cut,  which  would  pro- 
vide a  much  bigger  economic  payoff. 
A  special-interest  giveaway  jeopar- 
dizes both  a  balanced  budget  and 
sensible  tax  policy. 

Gleckman  follows  economic  trends 
in  Washington. 
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THE  INTERNET 


WERE  JIM  MANZI  S 
BIG  IDEAS  TOO  BIG? 

Nets  Inc.  never  drew  the  customers-or  investors-it  needed 


When  employees  of  Nets  Inc.  in 
Cambridge,  Mass.,  and  Pittsburgh 
were  summoned  to  a  meeting  on 
May  9,  they  knew  the  news  couldn't  be 
good.  Nets  had  been  on  the  edge  for 
months  and  layoffs  were  likely.  But 
there  also  had  been  rumors  that  a  fi- 
nancial savior,  possibly  from  Malaysia, 
was  near.  Just  days  earlier,  managers 
had  assured  workers  that  Chief  Execu- 
tive Jim  P.  Manzi  "wouldn't  let  the  com- 
pany go  bankrupt  with  his  name  on  it," 
as  one  recalled. 

Yet  Manzi,  talking  from  his  home  in 
Chestnut  Hill,  Mass.,  told  employees 
gathered  around  speakerphones  that  it 
was  "the  worst  day  of  my  life."  Nets,  he 
announced,  had  filed  for  Chapter  11 
bankruptcy  protection.  Despite  his  best 
efforts,  including  lending  at  least  $1  mil- 
lion of  his  own  money  to  keep  Nets  go- 
ing in  the  previous  few  weeks,  Manzi 
hadn't  been  able  to  land  new  investors. 

It  was  a  devastat- 
ing crash  landing.  In 
January,  1996,  when 
he  took  over  at  what 
was  then  called  In- 
dustry. Net,  Manzi 
boasted  of  building 
an  entirely  new  elec- 
tronic marketplace 
where  buyers  and 
sellers  of  industrial 
parts — from  fasteners 
to  turbines — could 
hook  up  through 
computer  networks. 
Last  June,  when  he 
merged  his  little 
company  with  at&t's 
New  Media  Services, 
an  online  information 
provider,  Manzi 
spoke  of  networks 
that  would  lower  the 
cost  of  commerce  for 
professions  such  as 
law  and  medicine. 
Nets  was  out  to 
blanket  the  globe, 
collecting  a  commis- 
sion on  every  trans- 
action on  its  network. 

But  from  the 
start,  Manzi's  reach 


nets 


exceeded  his  grasp.  In  bidding  to  lead 
the  new  market  for  electronic  com- 
merce, say  insiders,  customers,  com- 
petitors, and  analysts,  he  erected  a 
much  more  expensive  enterprise  than 
Nets  could  support.  He  moved  Nets' 
headquarters  from  Pittsburgh  into  tony 
Cambridge  offices 
and  hired  high-priced 
executives  from  Lo- 
tus Development 
Corp.,  the  software 
company  he  ran  for 
nine  years  before  selling  out  to  IBM  in 
1995.  He  also  spent  heavily  to  develop 
the  complex  software  required  to  realize 
his  technological  vision.  "Jim  wasn't  go- 
ing to  do  this  as  a  small-time  play,"  says 
one  Nets  executive.  "He  was  swinging 
for  the  fence." 

By  the  end,  5,000  subscribers  a  week 
were  joining  the  online  exchange,  ac- 
cording to  Nets.  But  most  registered 

How  It  All  Unraveled 


JANUARY  Jim 
Manzi,  former  CEO 
of  Lotus  Develop- 
ment, joins  100- 
employee 

Industry.Net  in  Pitts- 
burgh as  chairman 
and  CEO. 

'    ■  Manzi 
establishes  offices  in 
Cambridge,  Mass., 
hiring  several  ex- 
Lotus  execs  and 
dozens  of  new  tech- 
nical workers.  Days 
later,  Industry.Net 
founder  Donald 
Jones  suffers  a 
serious  heart  attack. 

JULY  Industry.Net  merges  with 
AT&T  New  Media  Services; 
AT&T  gets  about  18%  of  the 
newly  renamed  Nets  Inc.  Payrol 
soars  to  300. 


MANZI:  He  nixed  an  IPO 


JANUARY  Manzi 
hires  Lazard  Freres 
to  begin  shopping 
part  of  the  company. 
He  seeks  Asian 
investors. 

FEBRUARY  Manzi 
shuts  down  the  Busi- 
ness Network,  the 
core  product 
acquired  with  AT&T 
New  Media,  and 
hires  former  U  S 
West  marketing  exec 
Catherine  Hapka  as 
president. 

APRIL  Manzi  begins 
paying  $500,000 
a  week  of  Nets' 
expenses  from  his  own  pocket,  but 
his  lieutenants  assure  employees 
the  company  will  survive. 
MAY  Nets  announces  it  will  seek 
bankruptcy  protection. 


for  free,  and  the  big  suppliers,  whij 
Nets  had  hoped  would  pay  up  > 
$200,000  per  year  to  sell  their  war: 
online,  never  logged  on.  Investors  wej 
scared  off  by  the  lack  of  big  custome 
as  well  as  by  the  E -commerce  efforts 
giants  such  as  General  Electric  Co.  ai1 
ibm.  Nets'  monthly  revenue  fell  fro 
around  $1  million  when  Manzi  took  ov 
to  $100,000  recently,  according  to  insi 
ers.  (The  company  won't  disclose  fina 
cial  results.) 

FINANCING  FLOP.  Manzi  declined  to 
interviewed.  But  employees  say  that 
the  core  of  the  company's  many  pro) 
lems  lay  a  cultural  tug-of-war  betwed 
the  free-spending,  outspoken  Manzi  an 
Nets'  flinty  founde, 
Donald  Jones.  Horn* 
spun  and  well-cor 
nected  to  old-line  ir 
dustrial  companie; 
Jones  ran  a  tight-kni 
company,  and  was  commonly  found  smol 
ing  on  the  loading  dock  with  his  workers 
He  also  owned  32%  of  Nets'  stock. 

Jones  hired  Manzi  to  take  over,  hop 
ing  his  connections  would  bring  in  long 
needed  financing.  But  on  Mar.  29,  threi 
days  after  Manzi  opened  the  Cambridg 
offices,  Jones  suffered  a  severe  hear 
attack.  During  his  months  of  recoveiy  a 
the  Cleveland  Clinic,  Manzi  shifted  th(j 
core  operations  fron" 
Pittsburgh  to  Cam- 
bridge, hiring  60  new 
engineers.  Jones  de 
clined  to  talk  to  busi 

NESS  WEEK. 

Manzi  had  his  own 
ideas  about  funding. 
He  nixed  plans  for  a 
public  offering  and 
retained  Goldman 
Sachs  to  arrange 
private  placement — 
which  never  hap 
pened.  Insiders  say 
that  later  in  the 
spring,  Manzi  ap- 
proached Cahners 
Publishing  with  an 
offer  to  sell  a  third 
of  Nets  for  $175  mil 
lion.  Cahners  didn't 
bite.  Then,  in  July,  he 
completed  the  AT&T 
New  Media  Services 
deal.  From  the  out 
side,  it  looked  like  a 
coup:  The  new  com- 
pany was  allowed  to 
use  AT&T's  brand 
name  along  with  its 
business  network 
which  Manzi  figured 
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he  could  use  to  draw  business  to  Nets. 
In  return,  he  gave  at&t  about  18%  of 
Nets'  stock. 

Sources  familiar  with  the  deal  say 
New  Media  Services  was  barely  break- 
ing even.  But  with  the  at&t  unit  under 
his  wing,  Manzi  began  shutting  down 
what  he  viewed  as  the  low-tech  side  of 
the  business:  regional  newsletters  and 
parts  catalogs  on  diskettes.  Insiders 
claim  the  discontinued  businesses  were 
generating  cash  while  electronic  com- 
merce was  not.  "Most  of  our  leads  were 
coming  from  the  printed  publications," 
says  one.  "Most  of  the  industrial  users 
were  low-tech." 

STARTLING  RETREAT.  Nets'  cash  flow  be- 
gan to  dwindle.  By  January,  it  was  clear 
to  some  insiders  that  Manzi's  strategy 
was  faltering,  at&t  Business  Network, 
essentially  a  Web  site  that  collected 
business  news,  wasn't  attracting  many 
customers.  But  it  was  eating  up  at  least 
$5  million  a  year  in  costs.  In  late  Janu- 
ary, Manzi  pulled  the  plug  on  that  busi- 
ness. He  also  announced  a  startling  re- 
treat: Instead  of  trading  billions  of 
dollars  worth  of  industrial  goods,  he 
said  Nets  would  focus  on  connecting 
customers  and  suppliers  in  such  prosaic 
business  services  as  maintenance. 

At  the  time,  the  company  was  burn- 
ing cash  at  a  rate  of  $1  million  a  month, 
and  Manzi  and  his  team  still  were  strug- 
gling to  sign  up  customers.  Nets  re- 
tained Lazard  Freres  to  sell  a  third  of 
the  company  for  $55  million — 30%  of 
what  Manzi  had  sought  a  year  before. 
By  April,  the  asking  price  was  $52  mil- 
lion for  40%>.  Jones  and  two  associates 
resigned  from  the  board  on  Apr.  9. 

By  May,  Nets'  money  had  run  out. 
Supporters  say  Manzi  by  then  was 
working  around  the  clock  to  find  new 
capital,  in  addition  to  fronting  the  com- 
pany $500,000  a  week  for  two  weeks  in 
late  April.  "He's  an  unbelievable  fighter," 
says  one  Nets  executive.  On  May  9, 
though,  Manzi  sent  an  electronic  con- 
cession of  defeat  to  employees.  But,  he 
assured  them,  "I  believe  in  our  vision 
and  that  this  is  one  of  the  major  busi- 
ness opportunities  for  the  next  decade." 

Manzi's  supporters  say  he  simply  un- 
derestimated the  task  of  building  an 
electronic  commerce  system  on  the  scale 
he  envisioned  for  Nets.  "This  is  the  kind 
of  thing  that  happens  when  a  company 
tries  to  break  new  ground,"  says 
Michael  Porter,  a  Harvard  business 
school  professor  who  sits  on  the  Nets 
board.  "The  odds  here  were  always  on 
the  thin  side."  Manzi's  outsize  ambition, 
though,  did  little  to  improve  those  odds. 

By  Paul  C.  Judge  in  Boston  and 
Stephen  Baker  in  Pittsburgh 


CHIPS 


DIGITAL  VS.  INTEL: 

IS  THE  PENTIUM  IN  PERIL? 

Not  likely.  After  the  hoopla,  Digital's  lawsuit  may  mean  little 


■  t  was  a  bold  stroke.  Not 
Bonly  was  Digital  Equip- 

■  ment  Corp.  taking  on 
chip  giant  Intel  Corp.  in  a 
patent-infringement  suit,  it 
was  doing  it  in  a  way  to 
gain  maximum  publicity.  In- 
stead of  notifying  Intel  di- 
rectly, Digital  Chairman 
Robert  B.  Palmer  sprang 
the  news  at  a  press  confer- 
ence where  he  intimated 
that  the  vast  market  pow- 
er— and  billions  in  profits — 
that  Intel  derives  from  Pen- 
tium chips  is  based  on 
purloined  Digital  technolo- 
gy. Moreover,,  he  asserted, 
with  its  suit  Digital  would 
change  the  course  of  the  in- 
dustiy.  The  next  day,  full- 
page  newspaper  ads  spelled 
out  Palmer's  position. 

But  Palmer  says  the  ex- 
change was  "very  profes- 
sional" when  he  phoned  In- 
tel CEO  Andrew  S.  Grove  on 
May  13.  Grove  acknowl- 
edged he  had  received  Digi- 
tal's suit,  and  the  two  had  a  brief,  cordial 
chat,  says  Palmer.  "Andy  said,  'It  looks 
like  one  for  the  lawyers,' "  he  recalls. 

In  the  end,  this  could  be  how  the 
Digital-Intel  battle  shakes  out:  A  lot  of 
public  flash  and  a  businesslike  approach 
in  private.  Not  that  Digital  isn't  going  to 
vigorously  pursue  its  claim — or  that  it 
doesn't  have  a  substantial  case  to  make. 
It's  just  that  such  suits  rarely  end  with 
the  kind  of  bang  this  started  with. 

For  now,  the  experts  are  scrambling 
to  understand  Digital's  charges.  "We 
haven't  found  any  smoking  guns,"  says 
Linley  Gwennap,  editor  of  Microproces- 
sor Report,  who  has  made  a  prelimi- 
nary review  of  the  claims.  "But  some 
things  are  close  to  what  Intel's  doing." 
Investors  were  worried  enough  to  knock 
Intel  shares  down  6%,  to  152X. 

Digital's  lawsuit  hinges  on  10  patents 


ON  THE  ATTACK 

Many  figure 
CEO  Palmer's 


settlement  calling 

for  a  royalty 
stream  from  Intel, 

which  could  hit 
$500  million  a  year 


i 


related  to  its  Alpha  micro 
processors  that  cover  hov 
data  is  queued  up  for  faste 
processing  on  a  chip 
Specifically,  it  cites  how  In 
tel  chips  gain  speed  bj 
storing  and  moving  data  ir 
ways  that  Alphas  do. 

Such  claims  have  in  the 
past  been  difficult  to  prove 
And  even  if  Digital  prevail;- 
in  the  end,  Intel's  jugger- 
naut isn't  about  to  be 
derailed.  The  courts  are 
highly  unlikely  to  grant 
Digital's  demand  that  Intel 
"stop  using  our  technology."! 
Rather,  Palmer's  best  shot 
may  be  a  settlement  that 
e  a  induces  Intel  to  pay  royal- 
ties. "It'll  be  hard  for  Digi- 
tal to  establish  the  validity 
of  the  claims,"  says  Nathan  I 
Brookwood,  a  microproces- 
sor analyst  with  Dataquest 
Inc.  "The  legal  process  is 
very  tricky  in  this  area." 

Brookwood  figures  if 
Digital  and  Intel  agree  to 
royalties  of  1%  to  2%  on  each  Pentium, 
Digital  could  get  some  $500  million  a 
year.  In  the  meantime,  however,  ana- 
lysts say  Intel  is  likely  to  countersue 
Digital  for  infringing  its  patents. 

For  now,  Palmer  brims  with  bravado. 
"I'm  certain  we'll  prevail,  he  says."  In 
fact,  the  lawsuit  may  be  his  only  way  to 
improve  the  payback  on  Alpha,  which 
has  consumed  billions,  but  has  never 
succeeded  in  the  market  against  Intel 
chips.  In  the  meantime,  Digital  could 
invest  millions  in  legal  expenses  only 
to  come  up  empty.  And  then  there's  the 
risk  of  strained  relations  with  Intel, 
which  supplies  the  chips  for  computers 
that  account  for  one-quarter  of  Digital's 
product  sales.  Palmer  may  want  to  keep 
his  phone  line  open. 

By  Paul  Judge  in  Boston,  with  Andy 
Reinhardt  in  San  Francisco 


Even  if  Digital  prevails,  Intel's 
juggernaut  isn't  about  to  be  derailed 
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There  are  two  sides  to  every  story. 
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AILING 


SIGHT  LIGHTS,  BIG  CITY 
DN'T  CUT  IT  FOR  KMART 

overy  will  take  much  more  than  an  urban  push 


;eemed  like  a  good  idea  at  the  time. 

hype  a  hipper,  more  urbane  image, 
nart  Corp.  let  U2  launch  its  world 
at  the  new  Kmart  in  Manhattan's 
r  Place.  While  the  Irish  rock  band 
sd  "Holy  Joe"  near  the  lingerie  de- 
nent,  lead  singer  Bono  pushed  a 
aing  cart  down  Aisle  5.  Explaining 
hoice  of  venue,  guitarist  Edge  said: 

believe  in  trash.  We  believe  in 
h." 

lat's  typical  of  the  two-steps-for- 
,  one-step-back  grind  Kmart  Chair- 
Floyd  Hall  faces  as  he  tries  to  turn 
id  the  discount  chain.  Since  arriving 
years  ago,  he  has  snatched  Kmart 

the  brink  of  bankruptcy  by  clean- 
up the  balance  sheet  and  slashing 
.  Shareholders  were  pleased  when 
•oduced  net  income  from  continuing 
itions  last  year  of  $231  million,  and 
1  May  5  when  he  said  that  Kmart 
^eport  a  small  profit  on  May  15  for 
quarter  ended  Apr.  30.  Even  so, 
i  remain  sluggish,  and  Wal-Mart 
3s  Inc.  and  Target  Stores  are  win- 
the  war  for  suburban  customers. 
IVE  PROFITS.  That  has  Hall  focusing 
;  on  Kmart's  urban  stores  as  a 
:e  of  sales  growth  and  profits.  In 
past  two  years,  Kmart  has  over- 
id  existing  city  stores  and  opened 
outlets  in  locales  such  as  San  Jose, 
'.,  and  Manhattan,  where  most  big- 
discounters  fear  to  tread.  The  re- 
r  expects  that  higher  traffic  in  city 
;s  will  boost  sales:  Its  two  Man- 
in  stores,  for  example,  are  expect- 
3  generate  $50  million  each  in  an- 

revenues,  four  times  that  of  an 
age  Kmart.  And  Hall  chose  a  re- 
shed  Kmart  in  Chicago's  inner-city 
kyard    Mall  last 
th  to  launch  the 
ut    of   his  BigK 
■  format,  which  fea- 
3  an  expanded  food 
ry  aimed  at  boost- 
traffic.  "This  is  a 

beginning,  a  new 
irt,"  declared  Hall, 

declined  to  be  in- 
iewed  for  this  story, 
rban  renewal  alone 
't  cure  Kmart's  ills, 
its  have  proven  elu- 


UPS  AND  DOWNS 
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KMART'S 
U.S.  SAME-STORE 
10  -    SALES  GROWTH, 
FROM  YEAR  EARLIER 
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sive  at  the  Manhattan 
stores,  where  higher  sales 
volume  hasn't  overcome  as- 
tronomical rents.  Even  if  the 
urban  push  eventually  pays 
off,  city  stores  make  up  just 
10%  of  Kmart's  2,133  U.  S. 
outlets.  "They  have  an  op- 
portunity to  make  money 
because  they  have  about  200 
stores  that  are  not  across 
the  street  from  Wal-Mart," 
says  Patrick  McCormack, 
retail  analyst  for  Alex. 
Brown  &  Sons.  "It's  not  a 
big  opportunity,  but  with 
Kmart,  there  are  no  big 
opportunities." 

Indeed,  the  chain  may  be 
having  trouble  just  keeping 
the  turnaround  on  track.  Af- 
ter jumping  5.7%  in  the  first 
quarter,  same-store  sales 
slumped  0.8%  in  April.  Its 
stores  remain  relatively  un- 
productive, averaging  just 
$195  in  sales  per  square 
foot,  vs.  $350  at  Wal-Mart's 
stores  and  $240  at  Target's, 
according  to  industry  ana- 
lysts. "At  some  point,  we're 
going  to  need  to  see  some  sales  mo- 
mentum," says  Thomas  Jackson,  portfo- 
lio manager  of  the  Prudential  Equity 
Fund,  which  holds  nearly  16.5  million 
Kmart  shares. 

That's  where  the  BigK  format  comes 
in.  Kmart  is  spending  $750  million  over 
three  years  to  convert  as  many  as  1,800 
stores.  The  new  mini-convenience-store 
sections  are  intended  to  boost  traffic, 
luring  shoppers  to  the  inner  store's  spa- 
cious, well-lit  aisles.  It's 
working:  "I  come  into 
the  store  for  one  thing 
and  end  up  buying 
more  because  it's 
there,"  says  Phyllis 
Porter,  45,  shopping  at 
an  expansive  new  store 
in  Oakland,  Calif.  Kmart 
says  the  new  layout  is 
generating  10%  to  15% 
sales  improvements. 

Outside  the  cities, 
though,  Kmart  still  is 


Rock  concerts  in  a  new 
Gotham  store  are  fun,  but  the 
real  war  is  still  in  the  suburbs 

U2  S  BONO  MASTERS  THE  SHOPPING  CART 


hamstrung  by  prices  consistently  higher 
than  those  of  Wal-Mart.  "They've  got 
to  cut  prices  and  run  at  a  loss  for  sev- 
eral quarters  to  get  back  in  the  game," 
concludes  analyst  Robert  Buchanan  at 
NatWest  Securities  Corp.  Kmart  offi- 
cials say  that  they  won't  wage  what 
they  see  as  a  fruitless  price  war  with 
Wal-Mart,  choosing  instead  to  engage 
in  "guerrilla  pricing"  to  undercut  the 
huge  discounter  on  a  few  key  items 
each  week. 

Kmart  can  escape  Wal-Mart's  fire  by 
competing  for  the  pocketbooks  of  ur- 
ban shoppers.  Ultimately,  however,  the 
chain  must  also  win  back  its  customers 
out  in  the  suburbs.  "If  Kmart  can't  get 
its  core  stores  turned  around,  its  urban 
strategy  is  irrelevant,"  says  Wayne 
Hood,  retail  analyst  for  Prudential  Se- 
curities Inc.  U2's  rockers  may  turn 
heads  in  Manhattan,  but  price  wins  out 
in  the  'burbs. 

By  Keith  Naughton  in  Detroit, 
with  bureau  reports 
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A  REALLY  BIG  SHOE 
AT  NINE  WEST 

It's  expanding  aggressively,  but  an  SEC  probe  could  pinch 

With  slingbacks  and  san- 
dals selling  briskly,  this 
should  have  been  a  de- 
lightful spring  for  Nine  West 
Group  Inc.,  the  top  women's 
dress-shoe  maker  in  the  U.  S. 
and  a  stock  market  favorite. 
But  it  hasn't  worked  out  that 
way.  Just  as  executives  were 
rolling  out  new  products  and 
flashy  ads,  the  disclosure  of  a 
Securities  &  Exchange  Com- 
mission probe  of  Nine  West's 
accounting  practices  rocked 
Wall  Street's  faith  in  its  one- 
time darling.  Now  the  contro- 
versy is  threatening  to  put  a 
damper  on  Nine  West's  ag- 
gressive expansion  plans. 

The  problems  started  on 
May  6,  when  the  company  dis- 
closed in  a  routine  sec  filing 
that  the  commission  was  inves- 
tigating Nine  West's  account- 
ing practices.  In  an  analyst 
briefing  the  next  day,  Chief  Fi- 
nancial Officer  Robert  C.  Galvin 
revealed  that  the  probe  was 
primarily  focused  on  ac 
counting  irregularities  at 
U.S.  Shoe  Corp.,  the 
Cincinnati-based  rival 
that    Nine  West 
snapped  up  for  $600 
million  in  1995.  But  the 
company  provided  few  de- 
tails about  the  situation  or  any 
indication  of  how  it  might  be 
resolved  and  at  what  cost. 
DIVERSION.  Nine  West's  stock  sank 
18%,  to  32%,  after  the  disclosure,  and  it 
continues  to  languish.  "They  alluded  to 
things,  but  they  weren't  specific,  and 
that's  what  bothers  me,"  says  Jonas 
Gerstl  of  egs  Partners,  a  hedge  fund 
that  has  a  small  holding  in  Nine  West 
shares.  His  worry:  that  the  investiga- 
tion could  force  the  company  to  restate 
earnings  and  will  divert  management's 
attention  from  its  strategic  agenda,  ceo 
Vincent  Camuto  says  his  lawyers  have 
told  him  not  to  disclose  any  more  in- 
formation, but  he  says  he's  not  con- 
cerned that  the  investigation  will  hurt 
growth  or  earnings.  "There's  no  one 
out  there  that  knows  the  shoe  busi- 


ness better  than  we  do,"  he  says. 

The  timing  couldn't  be  worse  for 
Nine  West,  which  is  counting  on  ex- 
panding into  new  products  and  mar- 
kets. The  company,  which  earned  $95 
million  in  1996  on  revenues  of  $1.6  bil- 
ion,  vs.  $72  million  on  revenues  of  $1.3 
)illion  the  year  before,  is  known  for 
fashionable  shoes  that  are  wearable 
and  affordable.  It  now  has  10 
brands,  including  Easy  Spirit,  the 
top  maker  of  casual  shoes,  and 
has  a  license  to  sell  some  Calvin 
Klein  shoes  and  hand- 
bags. Last  year,  one  in 
three  pairs  of  women's 
dress  shoes  sold  in  the 
U.  S.  were  made  by 
Nine  West  Group. 

But  shoes  aren't  a 
big  growth  business. 
Women  buy  just  five 
pairs  a  year  on  aver- 
age, according  to  Foot- 
wear Market  Insights, 
a  market  researcher  in 
Nashville,  and  sales  of 
nonathletic  shoes  for 
women — which  totaled 


FANCY  FOOTWORK 

■  DOMESTIC   ■  INTERNATIONAL 


DATA  NINE  WEST  GROUP  INC 


$10.3  billion  in  1995— c 
expected  to  rise  only 
to  5%  annually  for 
next  five  years. 
The  route  to  faster  gro\ 
so  far  has  been  diversification.  NB 
West  sunglasses,  introduced  in  Janua 
are  now  sold  in  1,000  department  stoi 
and  the  company  is  planning  to  lauml 
socks  and  jewelry  this  year.  Handnpj 
sales  are  expected  to  real 
$100  million  this  year,  m\ 
Nine  West  is  expanding 
Easy  Spirit  sneaker  line,  h 
also  adding  marketing  m»- 
cle — including  new  spots  to  fir 
on  mtv  for  teen  brand  9&4. 
that    feature    "acid  jaj/j 
hip  hop/spoken  word  artilj 
Dana   Bryant,   with  shajl 
painted  on  her  fingernap.j 
Nine  West's  total  ad  budf 
$48  million. 

BIG  BASE.  For  years,  Nl 
West  has  used  factories  |h( 
Brazil,  China,  and  elsewhel.1 
"They   have   a  tremendosl 
sourcing  base,"   says   Gay  I 
Klein,  chief  financial  officer  tf 
rival  Candie's.  Now,  Nine  W,t 
wants  to  sell  more  of  its  prd- 
ucts  overseas,  too.  "Only  3%>f 
our  revenue  is  internationl 

SOLE  MUSIC:  Shooting  a 
Nine  West  video  ad  for  MT 


now — I  think  we  can  take  that  to  25%  p 
30%  by  2000,"  says  Camuto. 

This  year  alone,  Nine  West  plans  d 
more  than  double  the  number  of  i 
stores  overseas,  to  191.  In  England, t 
has  acquired  the  Pied  A  Terre  cha 
and  is  opening  more  retail  stores  in  Eu- 
rope and  Asia.  Concessions  in  Galeris 
Lafayette  stores  in  Paris  have  dop 
well,  and  more  are  planned.  Althoui 
each  market  has  its  quirks,  "the  comj 
nies  that  do  their  homework  and  ma 
sure  they're  in  good  locations  are  t 
ones  that  are  going 
win,"  says  Tom  Bs 
rett,  a  money  mana 
er  with  Massachuset 
Financial  Services  C 
which  has  a  2%  sha 
of  Nine  West. 

The  plan  cou 
work.  But  if  Nil 
West  is  to  pull  it  o 
it  needs  to  make  su 
it  doesn't  get  caug 
flat-footed  by  any  mi 
accounting  problems 
By  Susan  Jacks 
in  Stamford,  Conn, 


There's  excitement  in  the  air 


and  opportunity  on  the  ground 


We're  interested  in  landing  your  aerospace 
business,  and  the  jobs  that  go  with  it. 

Recent  down-sizing  of  a  Canadian  Forces  Base 
has  created  exciting  opportunities  for  the 
aerospace  industry  in  North  Bay,  Canada. 

The  Air  Base  Property  Corporation  has 
acquired  a  wide  range  of  amenities  perfectly 
suited  to  your  operation,  including  serviced 
acreage  and  existing  hangar  space  on  an  active 
airport.  And  we  can  provide  you  with 
attractive  financial  incentives,  such  as  joint 
ventures  and  equity  positions. 

Join  the  other  companies  that  have  created 
new  jobs  in  our  Aerospace  Centre. 


r  Base 
Property 
Corporation 


For  a  CD-ROM  tour  of  available  properties,  contact: 

Call:  705-494-7351  Fax  705-494-7052  e-mail:  victorf@airbase.ca  Internet:  www.airbase.ca 
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ENERGY 


AN  ELECTRIC  MOMENT 
IN  CALIFORNIA 

The  rush  to  sell  deregulated  power  will  be  closely  watched 
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They're  the  bane  of  dinnertime.  With 
uncanny  precision,  telemarketers 
from  long-distance  telephone  com- 
panies manage  to  call  with  hot  discount 
offers  just  as  you're  about  to  sit  down 
to  your  evening  meal.  Well,  brace  your- 
self. In  the  not-too-distant  future,  there 
may  be  a  new  set  of  callers  to  interrupt 
dinner:  companies  offering  you  a  great 
deal  on  electric  service. 

In  California,  phones  are  already  ring- 
ing off  the  hook  with  offers  of  bargain- 
basement  rates  for  electric  power.  On 
May  6,  regulators  in  California  voted  to 
allow  customers  to  go  shopping  for  low- 
er- electric  rates  as  of  Jan.  1,  accelerating 
the  original  timetable  by  four'  year's.  An- 
ticipation of  that  decision  has  set 
off  a  modern  gold  rush  in  the 
state,  which  has  an  annual  power 
bill  of  $20  billion.  Companies  as 
far  away  as  Atlanta  and 
Louisville  are  launching  market- 
ing programs  and  lining  up  cus- 
tomers eager-  to  cut  their-  bills. 
"You  name  'em,  they're  here," 
says  John  F.  Fielder,  Southern 
California  Edison  Co.'s  vice-pres- 
ident of  regulatory  affair's. 

From  Washington,  D.  C,  to 
Washington  State,  regulators, 
utility  investors,  and  consumer's 
are  watching  how  electric-utility 
deregulation  plays  out  in  the 
largest  electricity  market  in  the 
nation.  Several  other  states,  such 
as  Massachusetts,  New  York 


their  residents  a  choice  of  electricity 
suppliers  by  Dec.  15,  2000.  Under  the 
proposals,  states  are  splitting  up  elec- 
tricity generation  and  transmission  into 
separate  businesses,  allowing  companies 
such  as  natural-gas  producer  Enron 
Corp.  to  pay  a  fee  for  distributing  their 
current  on  existing  power  lines. 
big  spenders.  With  electric  rates 
roughly  30%  higher  than  the  national 
average,  Califomians  are  especially  easy 
pickings  for  the  newcomers.  Under  the 
new  California  rules,  customers  can  se- 
cure lower  cost  power  from  inside  or 
outside  the  state,  paying  their  local  util- 
ities only  for  the  costs  of  shipping  to 
their-  home  or-  business.  Houston-based 


POWER  GRAB 

Out-of-state  companies  pushing  into  California's 
deregulated  electricity  market: 

DUKE  POWER  Along  with  Louis  Dreyfus  has  negotiated 
to  help  run  Los  Angeles'  Dept.  of  Water  &  Power 

ENRON  Has  joined  with  the  Northern  California  Power 
Agency,  a  co-op  of  11  cities  including  Palo  Alto  and 
Santa  Clara,  to  purchase  low-cost  electricity 

NEW  ENERGY  VENTURES  Along  with  Louisville  Gas  &  Elec- 
tric and  investor  Tucson  Electric  Power,  will  supply 
electricity  to  Rand  and  several  retail  chains  and  pri- 
vate colleges 

PORTLAND  GENERAL*  FirstPoint  Utilities  Solution  unit 
has  signed  a  deal  with  Palm  Springs  and  has  nego- 
tiated with  South  San  Francisco  to  develop  lower- 


NORTHERN  LIGHT:  L.A.  will  buy  SOrty 
electricity  from  Washington  State 


tea 


rates  I 


Enron,  for  example,  has  already  sign  . 
on  with  the  Northern  California  Pew 
Agency,  a  cooperative  of  11  cities  tl 
includes  Palo  Alto  and  Santa  Clara, 
will  act  as  a  broker  for  the  membe 
surplus  power  and  find  low-cost  povs  m 
in  the  open  market  for  the  co-op  to  b  ^ 

Oregon's  Portland  General  Cor 
which  Enron  hopes  to  buy  if  regulate 
allow,  has  commitments  to  find  low-c-( 
power  for1  the  city  of  Palm  Springs  a 
its  residents.  Portland  General  has  a 
negotiated  a  deal  with  the  City  of  Soi  • 
San  Francisco.  "We're  getting  gear* 
up  to  serve  one  million  ci 
tomers  by  Jan.  1,  1998,"  sa 
Enron  ceo  Kenneth  L.  Lay,  w 
figures  Enron  will  expand 
Arizona  and  New  Mexico  wh 
those  states  follow  Californi 
lead  and  deregulate. 

The  model  for  many  muni 
palities  may  well  be  Pa 
Springs,  a  city  of  42,000  whe 
utility  bills  skyrocket  in  swelt( 
ing  100-degree  temperatun 
"My  bills  run  $550  a  month,  bu 
know  folks  with  $1,200  or-  mor< 
says  former  city  councilm 
Arthur  Lyons,  who  spearhead 
an  effort  to  recruit  Portland  Ge 
eral's  FirstPoint  Utilities  Sol 
tion  unit  in  January.  Now 
Oregon  utility,  in  addition  to  fin 


Washington,  and  Illinois,  are  get-    Pr!f„_?_5*L'Sl^   ing  low-cost  power  for  the  ci1 

will  establish  the  Palm  Sprin 
Energy  Service  in  the  resort  ci 

Congress,  a  bill  sponsored  by     :i  "r_rJl_1""^r  ~~- ~~-   t0  handle  billing  and  other  se 


ting  ready  to  deregulate  their 
electricity  markets,  too.  And  in 


SOUTHERN  CO.  Has  signed  deals  to  sell  electric  power 
to  several  public-school  districts 


Rep.  Dan  Schaefer  (R-Colo.) 
would  require  all  states  to  give 


'May  be  acquired  by  Enron 
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won't  be  for  residential  customers 
for  the  factories  and  other  business- 
hat  account  for  more  than  two-thirds 
ialifornia's  power  sales.  New  Energy 
tures  Inc.,  a  Los  Angeles-based  com- 
y  started  by  former  SoCal  Edison 
sident  Michael  R.  Peevey,  has  al- 
ly lined  up  more  than  60  clients  that 
ude  Rand  Corp.,  office  buildings 
ied  by  investor  Samuel  Zell,  the 
dnson-May  Department  Stores  Co., 

several  private  colleges.  Peevey's 
fting  card?  A  contract  to  distribute 
roelectric  power  from  Washington's 
neville  Power  Administration  at  bar- 
l  rates.  "We  figure  we  can  take  half 
utility  companies'  industrial  and  com- 
■cial  market  share,"  says  Peevey.  In 
tralia,  he  notes,  the  incumbent  utili- 
3st  40%  of  such  business  after  dereg- 
ion.  "These  are  utility  guys  who  have 
er  had  to  compete  before,"  he  says. 
Jtilities  will  still  get  a  piece  of  the 
on  by  supplying  the  wires  that  de- 
r  power  and  in  some  cases,  billing 
/ices.  In  exchange  for  the  right  to 
?ct  billions  from  ratepayers  to  cover 

"stranded  costs"  of  plants  they've 
t,  California's  largest  utilities,  SoCal 
son  and  Pacific  Gas  &  Electric,  will 
rates  by  10%  to  their  smallest  cus- 
ers  and  freeze  them  there  until  2002. 
1NGS.  Energy  executives  insist 
•e's  little  risk  that  they'll  lose  millions 
consumers.  Enova  Corp.  subsidiary 

Diego  Gas  &  Electric,  in  the  midst 
i  $5.2  billion  merger  with  Southern 
ifornia  Gas  Co.'s  parent  Pacific  En- 
jrises,  says  it  will  split  $1.2  billion  it 

get  over  10  years  in  savings  from 

deal  between  its  shareholders  and 
tomers.  And  officials  at  both  SoCal 
ison  and  pg&e  contend  that  most 
egulated  power  will  be  purchased 
ough  a  newly  created  agency  that 

auction  power  at  rates  that  won't 
any  lower  than  the  10%  cuts  in  rates 
y'll  be  offering. 

Vhat's  more,  after  2002,  even  the 
rest  utilities  will  be  free  to  cut  their 
3S  to  compete.  The  utilities  say  they 
hang  tough  until  then.  "Most  people 
going  to  be  fairly  cautious  and  won't 
>eriment  with  companies  they  never 
trd  of,"  predicts  pg&e's  manager  of 
siness  customer  services,  Tom  Bot- 
ff.  "At  the  beginning,  it  won't  be 
re  than  a  fraction  of  our  market." 
t  in  the  end,  the  leap  into  electricity 
egulation  could  prove  to  be  one  more 
consumer  trend  Americans  welcome 
m  the  coast. 

By  Ronald  Grover  in  Los  Angeles, 
.h  Gary  McWilliams  in  Houston, 
cole  Harris  in  Atlanta,  and  Peter 
y  in  New  York 


COMMENTARY 


By  Robert  Barker 


IBM:  THE  ULTIMATE 
CASE  FOR  PATIENT  CAPITAL 


With  the  market  averages  leap- 
ing once  again  into  an  extrater- 
restrial zone,  do  we  need  a  re- 
minder that  stocks  are  a  good  place 
for  patient  contrarians  to  make  a  lot  of 
money?  Maybe  not.  But  the  record 
high  set  on  May  13  in  shares  of  IBM  of- 
fers us  a  beauty. 

IBM  last  set  a  record,  175%,  back  in 
August,  1987,  shortly  before  the  Oc- 
tober crash.  The  company's  new 


record  price,         set  briefly  on  May 
13,  came  amid  all  kinds  of  good 
news,  ranging  from  bright  prospects 
for  mainframe  exports  to  Deep 
Blue's  ascent  to  the  pinnacle  of 
chess.  In  the  past  three  weeks  alone, 
Big  Blue's  stock  has  risen  35%. 

Can't  hate  that,  but  it  pales  in 
comparison  with  what  you  would 
have  made  by  buying  ibm  in  1993, 
when  the  stock  sank  close  to  40.  ibm 
back  then  was  unprofitable  and  hem- 
orrhaging cash.  Its  ceo,  John  F.  Ak- 
ers,  counted  fewer  fans  than  Satan. 
Investors  who  bought  into  Big  Blue 
then  were  certainly  contrarians.  But 
they  have  seen  their  money  more 
than  quadruple. 

global  REACH.  Those  investors, 
however,  had  more  than  a  strong 
hunch  and  some  good  luck.  Plenty  of 
big  companies  have  enjoyed  re- 
1  x minis  as  amazing  as  ii:m's.  From 
1991  to  1997,  Citicorp  soared  to  127X 
from  8Y-.  General  Dynamics,  in  under 
three  years,  surged  to  60  from  9'i. 
American  Express  went  to  70  from 
29  in  two  years. 


Are  all  beaten-down  big  company 
stocks  a  good  bet?  Of  course  not. 
Digital  Equipment  Corp.,  for  one, 
lost  its  luster  after  the  1980s  and  has 
never  fully  recovered.  But  the  win- 
ners among  these  stocks  share  hall- 
marks that  seasoned  investors  such 
as  Douglas  C.  Eby,  portfolio  manager 
at  $2.8  billion  Robert  E.  Torray  & 
Co.,  know  to  look  for.  "What  attract- 
ed us  to  ibm  was  the  company  had 
$64  billion  in  sales,  for 
God's  sake,"  recalls  Eby, 
who  bought  ibm  in  the  40s. 
"But  it  had  an  outlandish 
cost  structure.  They  need- 
ed to  change." 

Why  was  he  willing  to 
make  the  bet?  "Because 
it's  hard  to  kill  them  off," 
Eby  says.  Big  companies 
get  big  by  selling  products 
customers  need,  by  staying- 
close  to  those  customers, 
and  by  burnishing  their 
brands  to  draw  new  buy- 
ers. This  gives  them  global 
reach  and  huge  shares  of 
their  markets.  That  market  power 
provides  them  with  bountiful  cash 
flow,  the  stuff  of  formidable  balance 
sheets. 

This  last  point  is  crucial,  since  big 
companies  so  often  seem  to  run  into 
big  trouble.  "These  are  big,  unwieldy 
organizations,"  Eby  notes.  But  com- 
panies with  the  financial  fortitude  to 
ride  out  the  bad  times — perhaps 
even  until  better  management  takes 
hold — often  bounce  back  remarkably. 

Which  big  companies  might  now 
prove  to  be  bargains?  at&t,  down  be- 
low 33  from  the  mid-40s  a  year  ago, 
is  one  Eby  has  bought  and  may  be 
worth  a  look.  Electronic  Data  Sys- 
tems Corp.,  which  has  fallen  from 
over  63  to  37  since  last  October,  is 
another.  Betting  on  either  company, 
both  beset  by  fearsome  rivals,  would 
be  a  contrarian  move.  And  seeing 
the  payoff  may  require  patience. 
Still,  patient  contrariness  led  some  to 
a  rock-bottom  bargain  in  ibm. 

Barker  is  a  senior  writer  covering 
personal  finance. 
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Ill  Business  This  Week 
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GRAND  MET  AND 
GUINNESS  TIE  ONE  ON 

MAKE  THAT  A  DOUBLE.  THE 

merger  of  Grand  Metropolitan 
and  Guinness  is  hitting  the 
global  liquor  business  like  a 
stiff  shot.  The  $20  billion  deal, 
announced  on  May  12,  creates 
a  beverage  powerhouse  with 
$13.4  billion  in  sales  and  more 
than  double  the  market  share 
of  its  nearest  rivals,  Allied 
Domecq  and  Seagram.  If  the 
deal  passes  regulatory  muster, 
the  new  company,  to  be  called 
gmg  Brands,  would  join  the 
likes  of  McDonald's  and  Camp- 
bell in  the  ranks  of  the  world's 
biggest  food  and  beverage 
companies.  The  merger  could 
also  signal  the  start  of«  the 
next  wave  of  consolidation  in 
the  booze  business.  Allied, 
maker  of  Beefeater  gin,  just 


CLOSING  BELL 


JOLTIN  JOE 

That-cuppa  java  is  turning  into 
Nquid  gold.  Coffee  futures  for 
July  delivery  shot  up  to  $2.40 
per  pound  on  May  13— the  high- 
est price  in  nearly  three  years. 
Prices  could  go  higher  still  as 
tight  coffee-bean  stockpiles 
dwindle.  Unfavorable  weather 
in  South  America  has  led  to 
poor  crops,  leaving  key  suppli- 
ers Colombia  and  Brazil  with 
little  coffee  to  sell.  Labor 
strife,  too,  has  disrupted  ship- 
ments. Demand,  meantime, 
has  stayed  fairly  robust,  espe- 
cially for  high-end  coffee.  "The 
market's  probably  going  to 
keep  charging,"  predicts  Mer- 
rill Lynch  analyst  Judith  Ganes. 


2.40- 
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reported  flat  six-month  profits 
and  could  be  vulnerable.  Sea- 
gram says  the  deal  could  help 
it  scoop  up  -mailer  players  or 
brands. 


GM  STAMPS  OUT 

A  SPARK   

FOR  ONCE,  GENERAL  MOTORS 

settled  a  strike  before  it  got 
out  of  hand.  A  May  13  walk- 
out by  8,200  unionized  elec- 
trical workers  at  a  group  of 
parts  plants  in  Warren,  Ohio, 
could  have  crippled  the  car- 
maker. But  a  deal  with  the 
union  was  reached  within  24 
hours.  Union  leaders  expect 
the  agreement  to  limit  the 
amount  of  work  transferred 
to  gm  plants  in  Mexico,  gm, 
however,  isn't  having  the 
same  success  with  the  United 
Auto  Workers.  Lengthy  uaw 
strikes  at  assembly  plants  in 
Oklahoma  City  and  Pontiac, 
Mich.,  are  costing  gm  an  esti- 
mated $35  million  a  week. 


CUPPED  WINGS 
AT  US  AIRWAYS 

CAN  US  AIRWAYS  CEO  STEPHEN 

Wolf  lay  off  pilots  when  the 
"no-furlough"  clause  in  the 
group's  contract  comes  up  for 
renewal  in  June?  That's  the 
question  now  before  a  panel  of 
arbitrators.  On  May  8,  Wolf 
announced  plans  to  furlough 
at  least  103  pilots,  end  jet  ser- 
vice to  nine  cities,  ground  air- 
craft, and  consolidate  some  op- 
erations. But  the  Air  Line 
Pilots  Assn.  filed  a  grievance 
almost  immediately.  The  union 
says  US  Au-ways  cannot  fur- 
lough pilots  wliile  using  its  re- 
gional carrier  network,  and  it's 
expected  to  argue  that  cur- 
rent work  rales  apply  until  a 
new  agreement  is  reached. 


THE  DAWN  OF 
ANOTHER  NETWORK? 

TODAY,  NEW  YORK.  TOMORROW, 

a  network.  Lowell  "Bud" 
Paxson,    chairman    of  in- 


HEADLINER:  RONALD  ALLEN 


BAILING  OUT  OF  DELTA 


Ronald  Allen  has  been 
hailed  for  engineering  the 
turnaround  at  Delta  Air 
Lines.  Now,  it  looks  like 
he  may  have  engi- 
neered his  way 
out  of  a  job.  On 
May  12,  after  a 
rift  with  board 
members,  Allen 
shook  up  the 
airline  industry 
by  announcing 
that  he  would  retire 
this  summer  when  his  10- 
year  contract  is  up. 

In  his  34  years  at  the 
nation's  third-largest  air- 
line, Allen,  55,  piloted 
Delta  through  smooth  air 
and  turbulence.  He  put 
through  the  1991  purchase 
of  Pan  Am's  European 
routes,  giving  Delta  global 
prominence,  and  the 


Northeast  shuttle.  Those 
deals  were  followed  by 
four  years  of  losses  total- 
ing almost  $2  billion, 
gas*.    Since  then,  Allen 
fj'i  s   has  launched  a 
new  regional 
service  to  com- 
pete with 
Southwest. 
Sources  close 
to  Delta  say 
Allen's  latest 
maneuver — an 
attempt  to  replace  cfo 
Thomas  Roeck  over  the 
board's  objections  may 
have  been  the  last  straw 
for  directors,  particularly 
director  Gerald  Grinstein. 
The  ceo  isn't  talking.  His 
plans:  to  furnish  his  new 
Atlanta  home  and  do  some 
consulting. 

By  Nicole  Hams 


fomereial  purveyor  Pax- 
son  Communications,  has 
snagged  New  York's  wbis-tv 
Channel  31  for  $257.5  mil- 
lion. The  station,  bought 
from  a  Dow  Jones-iTT  part- 
nership, is  Paxson's  50th 
ultrahigh-frequency  station 
and  a  flagship  for  the  na- 
tional network  he  plans  to 
start.  Paxson  is  talking  with 
broadcast  networks,  movie 
and  TV  studios,  syndicators, 
and  cable  programmers  over 
what  the  network,  which  wall 
reach  57%  of  tv  households, 
will  carry.  It  won't  be 
infomercials,  Paxson's  cur- 
rent staple. 

REPUBLIC  THROWS 
ITSELF  A  PARTY 

BYLAWS?  PROXY  VOTES?  TOO 

boring.  Instead,  Republic  In- 
dustries' annual  meeting  fea- 
tured John  Wayne  film  clips, 
a  mini-opera  with  a  Luciano 
Pav-  arotti  lookalike,  and  a 
guest  appearance  by  Richard 


Grasso,  chairman  of  the  Neva 
York  Stock  Exchange.  Som< 
3,000  shareholders  attendee 
the  May  13  extravaganza  ir 
Fort  Lauderdale.  With  Re 
public's  stock  at  roughly  26 
down  from  more  than  42  ii 
January,  shareholders  maj 
have  been  looking  for  diver 
sion.  They  also  got  to  heai 
that  Republic  expects  tc 
grow  from  $2.4  billion  in  1996 
to  $10  billion  this  year  as  it 
expands  in  waste  disposal,  se- 
curity systems,  car  rentals 
and  new-  and  used-car  sales. 

ETCETERA.. . 

■  Compaq  plans  to  trip] 
the  size  of  its  sales  force,  to 
3,000,  by  the  end  of  the  year: 

■  The  Feds  blocked  a  merg- 
er of  Northern  States  Power 
and  Wisconsin  Energy. 

■  Hasbro  gets  to  keep  mak- 
ing Star  Wars  games  and 
toys  through  1998. 

m  Microsoft  made  a  deal  with 
Citrix  Systems  to  use  Citrix 
technology  in  Windows  NT. 
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HHIHHHbRI 


Who's  picking  your  kid  up  after  the  prom? 

rtunately,  some  kids  drink  on  prom  night.  So  please  plan  alternate  transportation,  or  your  local 
spital  may  do  it  for  them.  To  help  '<eeP  y°ur  teen  s^e<  see  y°ur  Allstate 

Agent  or  call  I -888 -ALLSFTY.  Being  in  good  hands  is  the  only  place  to  ber 


/instate 

You're  in  good  hands. 


It  Gets  Into^bur  Soul, 
Not^bur  Pocket. 


1997  Lincoln  Continental  $37950 

In  truth,  you  don't  get  into  a  Continental. 
It  gets  into  you.  The  meticulously  detailed 
leather  and  wood-trimmed  cabin  soothes 
you  while  the  32-valve  InTech'v-8  engine  invigorates 
your  spirits.  In  fact,  Continental  is  engineered  to  make  a 
lasting  impression 
in  every  area  but  one: 
your  finances.  For  a 
free  brochure  call 
1  800  446-8888,  or 
visit  www.lincolnvehicles.com.  1  Q  > 

I  LINCOLN 

What    A    Luxury    Car    Should  Be 


Washington  Outlook 


TED  BY  OWEN  ULLMANN 


HIS  ANTITRUST  CHIEF 
fON'T  BURST  THE  ENVELOPE 


iBhen  the  Justice  Dept.'s  new  antitrust  chief,  Joel  I. 
m  Klein,  approved  the  $23  billion  merger  of  Bell  At- 
■  lantic  Corp.  and  Nynex  Corp.  on  Apr.  24,  cheerleaders 
competition  were  appalled.  "The  only  thing  Justice  would 
its  enforcement  authority  on  is  the  merger  of  Jupiter  with 
•tune,"  scoffed  former  New  York  State  antitrust  official 
?d  Constantine,  one  of  many  critics  who  believe  Clinton 
ninistration  trustbusters  are  asleep  at  the  switch, 
otshots  such  as  these  should  buoy  Corporate  America, 
seven  months,  Klein,  former  deputy  White 
ise  counsel,  has  kept  a  low  profile  while 
ing  as  Acting  Assistant  Attorney  General 
Antitrust.  But  with  the  Senate  expected  to 
irm  him  before  Memorial  Day,  the  scholarly 
vard  Law  School  grad  and  appellate  lawyer 
nally  making  his  mark.  And  the  early  bet- 
in  legal  circles  is  that  Klein,  who  declined 
e  interviewed,  will  be  a  lot  less  aggressive 
i  his  predecessor,  Anne  K.  Bingaman. 
Mile  Bingaman  forced  Microsoft  Corp.  to 
ige  some  of  its  marketing  practices,  Klein, 
is  reticent  to  intercede  in  rapidly  evolving 
l-tech  industries.  So  far,  he's  relying  on 
-paced  innovation  to  assure  competition. 
0.  K.'d  the  Bell  Atlantic-Nynex  deal,  one 
he  largest  U.  S.  telecom  mergers,  because 
expects  that  new  local-service 
viders — including  wireless  and  long-dis-  " 
;e  companies— will  eventually  compete  for  business. 
iT-DRAGGING.  Klein  is  also  unlikely  to  step  up  Justice's  in- 
tigation  into  the  bundling  of  Microsoft's  Internet  Explor- 
arowser  with  its  dominant  Windows  operating  system, 
i  reason:  Rival  Netscape  Communications  Corp.  is  way 
ad  with  its  Navigator  software  and  has  grabbed  75%  of 
browser  market  without  any  help  from  Uncle  Sam.  With 
in  dragging  his  feet  on  the  case,  state  trustbusters  in 
as  and  Massachusetts  have  launched  their  own  inquiries. 


KLEIN:  O.K.  to  phone  merger 


Klein  is  more  inclined  to  make  an  antitrust  splash  in  ma- 
ture markets,  where  it  may  be  easier  to  build  a  strong  case 
under  current  antitrust  law.  "He's  willing  to  push  the  enve- 
lope, not  to  burst  it,"  says  Richard  L.  Rosen,  a  former  Justice 
Dept.  attorney  who  worked  on  Bingaman's  Microsoft  case. 

For  example,  Klein  is  probing  Visa  USA  Inc.  and  Master- 
Card International  Inc.  The  two  nonprofit  bank  associations, 
with  75%  of  the  market,  bar  member  banks  from  issuing  rival 
cards  such  as  American  Express  and  Discover.  Justice  is 
weighing  a  case  that  may  restructure  the  in- 
dustry by  keeping  banks  from  being  owners  of 
both  Visa  and  MasterCard  simultaneously. 
"This  may  be  the  most  important  case  of  his 
tenure,"  ventures  former  Bingaman  aide 
Robert  E.  Litan  of  the  Brookings  Institution. 
NEW  TUNE.  Another  likely  target:  the  nation's 
music-licensing  duopoly,  the  American  Society 
of  Composers,  Authors  &  Publishers  and 
Broadcast  Music  Inc.  Klein  may  abolish  or 
rewrite  50-year-old  antitrust  rules  governing 
music  licensing.  Restaurants,  cable  program- 
mers, and  radio  and  TV  broadcasters  must  now 
buy  expensive  blanket  licenses  of  the  music 
|y  publishers'  full  repertoire — regardless  of 
whether  they  want  the  whole  thing. 

Klein  has  also  shown  some  zeal  for  exploring 
antitrust  territory  abroad.  He  wants  foreign 
counterparts  to  help  go  after  offshore  compa- 
nies that  harm  U.  S.  consumers.  That's  why  Klein  asked  the 
European  Union  on  Apr.  28  to  investigate  possible  anticom- 
petitive actions  by  European  airlines  to  block  the  use  of 
American  Airlines  Inc.'s  Sabre  computer-reservation  system. 

Closer  to  home,  Klein  is  content  to  pick  his  shots  careful- 
ly. He  hopes  to  concentrate  efforts  on  a  few  landmark  cases 
rather  than  a  string  of  marginal  suits.  But  first,  he'll  have  to 
overcome  his  reputation  as  the  too-cautious  trustbuster. 

By  Catherine  Yang 


CAPITAL  WRAPUP 


MOR  S  CLOUT  IN  CONGRESS 

Big  Business  is  grousing  that  its 
epublican  allies  in  Congress  are  let- 
lg  Big  Labor  throw  its  weight 
ound — in  hopes  that  the  unions 
on't  target  them  for  defeat  in  1998. 
xamples:  GOP  support  for  a  free-trade 
ict  with  Chile  has  been  softening,  the 
lions  have  launched  a  media  blitz  to 
•essure  Congress  to  repeal  corporate 
x  breaks  and  spend  more  money  on 
lucation,  and  the  GOP  is  shying  away 
om  an  effort  to  bar  the  use  of  union 
les  for  political  activity.  "I  thought 


we  won  the  congressional  election," 
gripes  one  corporate  lobbyist.  "It's  like 
the  Democrats  are  back  in  charge." 

NEXT:  A  REALLY  BIG  FIX? 

►  Pundits  say  that  the  recent  balanced- 
budget  deal  with  Congress  is  the  high- 
water  mark  of  a  second  Clinton  term. 
But  Presidential  advisers  say  Clinton  is 
determined  to  cut  an  even  bigger — and 
more  politically  sensitive — accord:  a 
long-term  fix  for  Medicare  and  Social 
Security.  "The  President  hopes  to  get  it 
done  before  he  is  out  of  office,"  says 
Budget  Director  Franklin  D.  Raines. 


TORT-  REFORM  TUSSLE 

►  A  White  House  split  has  developed 
over  product-liability  reform.  President 
Clinton  vetoed  a  bill  that  was  passed 
by  the  Republican  Congress  last  year, 
objecting  to  limits  on  punitive  damages. 
But  now  National  Economic  Council  Di- 
rector Gene  Sperling  wants  to  negoti- 
ate a  compromise  with  the  Republican 
lawmakers  on  damage-award  curbs  and 
other  issues.  Chief  congressional  lobby- 
ist John  L.  Hilley,  however,  is  urging 
Clinton  to  stand  firm  and  reject  any 
deal  with  Congress. 
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INVESTING 


HOW  YOU  CAN  WIN  IN 


The  obstacles  are  huge  but  surmountable 


■  t's  a  frantic,  cavernous  place,  filled 

I  with  frazzled  passengers  trying  to 
H  catch  the  next  train  to  Shanghai 

I  and  peasants  disembarking  from 
B  the  far  corners  of  China.  Yet  amid 
the  mayhem  around  the  Beijing  West 
Railway  Station  is  a  sparkling  IBM  ser- 
vice center.  The  outlet,  one  of  40  IBM 
has  set  up  around  China  in  a  venture 
with  the  Railways  Ministry,  is  part  of  an 
aggressive  push  that  has  enabled  IBM 
to  vault  to  the  top  of  China's  booming 
personal-computer  market  after  a 
decade  of  frustration.  It's  the  kind  of 
success  that  heartens  those  who  wonder 
if  China  will  ever  pay  off  for  Western 
investors. 

Encouraging,  that  is,  until  you  talk  to 
somebody  such  as  Jean  C.  Monty,  chief 
executive  of  Northern  Telecom  Ltd. 
Since  agreeing  to  a  $130  million  invest- 
ment plan  in  1993,  Nortel  has  built  a  gi- 
ant factory  making  state-of-the-art  dig- 
ital switches,  forged  a  raft  of  research 
and  development  tie-ups  with  govern- 


ment institutes,  and  secured  a  solid 
foothold  in  China's  fast-growing  $13  bil- 
lion telecom-equipment  market.  The 
problem  is  Nortel  is  barely  breaking 
even.  All  of  its  major  rivals,  such  as 
Lucent  Technologies,  Alcatel,  Ericsson, 
NEC,  and  Siemens,  have  built  similar 
plants.  Instead  of  the  five  competitors 
Monty  expected  in  1993,  there  are  12. 
"We  all  built  capacity  and  killed  the 
price  levels,"  says  Monty.  "That's  fun- 
damental economics."  He  doesn't  see 
the  situation  improving  anytime  soon. 
victims.  Why  are  some  foreign  execu- 
tives so  bearish  on  China  while  others 
rave?  It's  almost  as  though  there  are 
two  Chinas — one  the  mother  of  all 
emerging  markets,  the  other  a  mad- 
dening, bottomless  money  pit.  In  a  way, 
there  are.  There  is  old  China,  where 
holdovers  of  the  Communist  Party's 
planning  apparatus  heap  demands  on 
multinationals,  especially  in  politically 
important  sectors  such  as  autos,  chem- 
icals, and  telecom  equipment.  Compa- 


nies are  shaken  clown 
by  local  officials,  whip- 
sawed  by  policy  swings,  m 
railroaded  into  bad  part-  § 
nerships,  and  squeezed  J 
for  technology.  McDon- 
nell Douglas,  Peugeot, 
and  BellSouth  all  have 
been   burned    on  big 
investments. 

These  investors'  tra- 
vails also  have  serious 
political  implications.  In 
the  U.  S.,  which  posted 
a  $39.5  billion  trade 
deficit  with  China  last 
year,  critics  of  the  Clin- 
ton Administration's 
"constructive  engage- 
ment" policy — and  many 
executives-  -increasingly 
question  whether  the 
strategic  importance  at- 
tached to  the  China  mar- 
ket is  warranted. 

But  the  critics  should 
realize  that  a  new,  mar- 
ket-driven China  is 
emerging  fast.  Many  con- 
sumer areas,  from  fast 
foods  to  shampoo,  are 
now  wide  open.  Even  in 
tightly  guarded  sectors, 
the  barriers  to  entry  are 
eroding  as  provincial  au- 
thorities, rival  ministries, 
and  even  the  military 
challenge  the  power  of 
Beijing's  technocrats.  By 
tying  up  with  entrepreneurial  playersj 
gte  Corp.  has  secured  a  foothold  in  tele-| 
com  services  and  Ford  Motor  Co.  a| 
beachhead  in  autos.  More  barriers  willl 
tumble  if  China  enters  the  World  TradeH 
Organization. 

Some  clear  lessons  are  emerging  onj 
what  divides  the  winners  from  thel 
losers.  The  winners  have  become! 
smarter  about  picking  Chinese  partners! 


THE  FORMULA  FOR  SUCCESS 


PICK  PARTNERS  WISELY      FOCUS  ON  FUNDAMENTALS   GUARD  KNOWHOW 


FLY  LOW 


Winners  avoid  teaming  up  with 
stodgy,  inefficient  state  enter- 
prises or  putting  too  much  faith 
in  top-level  "connections"  in 
Beijing.  Instead,  they  search  for 
entrepreneurial  companies 
owned  by  rival  ministries,  local 
governments,  or  the  military.  Or 
they  go  it  alone.  And  they  insist 
on  management  control. 


No  longer  are  China's  "special 
conditions"  an  excuse  for  toler- 
ating years  of  losses.  More 
often,  the  problem  is  just  a 
lousy  business  plan.  With  China 
becoming  a  market  economy, 
smart  players  make  money  by 
executing  the  basics,  such  as 
marketing,  distribution,  and 
service. 


Winners  resist  government  pres- 
sure to  hand  over  cutting-edge 
technologies  that  could  build 
future  competitors.  Instead,  they 
transfer  knowhow  needed  to 
ensure  their  China  ventures  are 
world  class  while  keeping  next- 
generation  technology  at  home. 
They  also  aggressively  fight  theft 
of  intellectual  property. 


Big,  costly,  and  high-profile 
projects  often  get  hopelessly 
snarled  in  red  tape,  bureaucrat- 
ic turf  wars,  and  national  poli- 
tics. Winners  tend  to  avoid  Bei- 
jing's radar  screen  by  launching 
a  series  of  small  ventures 
struck  with  cooperative  local 
governments. 

DATA:  BUSINESS  WEEK 
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are  increasingly  daring  to  go  it 
ie.  They  have  learned  how  to  trans- 
technology  without  giving  their 
vn  jewels  away.  Western  companies 
e  also  learned  that  rather  than  mak- 
grandiose,  multibillion-dollar  promis- 
it's  better  to  fly  below  the  radar 
sen  of  Beijing's  state  planners  with 
lest  projects.  More  than  ever,  success 
ends  on  such  basics  as  service  and 
■keting.  The  winners  manage  their 
iness  for  profits,  while  many  mon- 
osers  simply  have  lousy  business 
is.  "If  a  venture  doesn't  see  a  re- 
1  in  a  few  years,  it  won't  see  a  prof- 
says  Brian  Wilson,  director  of 
ater  China  at  Andersen  Consulting. 
VTiether  the  level  of  profitability  is 
iptable  is  another  question.  In  a  1995 
vey  by  Andersen,  64%  of  multina- 
tals  said  they  are  making  money  in 
na.  But  half  said  then-  margins  were 
er  than  in  other  developing  coun- 
s.  China  veterans  now  accept  that 
returns  are  way  out  of  line  with 
risks.  Survivors  minimize  losses  by 
*ning  to  avoid  deadbeats  and  resist- 


To  some,  China  is  the  mother 
of  all  emerging  markets. 
To  others  it  is  a  maddening, 
bottomless  money  pit 


ing  unreasonable  demands  by  Beijing. 

A  growing  number  of  companies  are 
getting  it  right,  including  some  in  Amer- 
ica's leading-edge  industries.  Motorola 
Inc.  had  $3.4  billion  in  sales  last  year  in 
Hong  Kong  and  China,  12%  of  world- 
wide revenue.  Skyrocketing  PC  sales  in 
China  are  a  big  reason  why  Asia  now 
accounts  for  21%  of  Intel  Corp.'s  rev- 
enue, compared  with  11%  just  a  year 
ago.  "China  is  emerging  as  one  of  the 
great  growth  markets,"  says  Intel  China 
President  James  W.  Jarrett. 

No  industry  better  illustrates  the 
changing  rules  of  the  game  than  infor- 
mation technology.  Chinese  planners 
once  limited  imports  of  PCs  and  soft- 


ware to  promote  homespun 
industries.    But  Chinese 
buyers  preferred  smuggled 
imports  to  the  overpriced, 
backward  PCs  of  local  man- 
ufacturers. Beijing  eventu- 
ally loosened  the  restraints. 
Now,  Microsoft  Corp.'s  Chi- 
nese version  of  Windows  95 
is  emerging  as  the  domi- 
nant PC  operating  system.  And  the  PC 
market,  growing  at  a  40%  annual  clip,  is 
a  stronghold  of  U.  S.  brands. 

IBM  has  seized  on  this  new  openness 
and  refined  its  China  strategy.  In  the 
early  1980s,  the  giant  invested  too  heav- 
ily. Then  it  cut  too  far  back  and  stub- 
bornly insisted  on  flogging  its  unpopular 
PS/2  systems.  When  the  PC  market  took 
off,  rivals  zoomed  ahead.  Then,  IBM 
moved  its  China  headquarters  from 
Hong  Kong  to  Beijing,  launched  cheap- 
er PCs,  and  hiked  China  investments  in 
everything  from  world-class  manufac- 
turing lines  to  research  labs. 

IBM  also  got  serious  about  reaching 
customers.  Besides  securing  sites  for  a 
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In  1994,  the  Atlanta-based  company  tied 


visits  by 


national  network  of  service 
centers,  the  tie-up  with  the 
Railway  Ministry  also  en- 
ables Big  Blue  to  ship 
parts  around  the  country 
within  24  hours.  IBM's  sales 
have  risen  50%  annually 
for  the  past  three  years, 
to  more  than  $500  million. 

Other  companies  are 
learning  to  adapt  to  local 
conditions.  GE  Capital  had 
big  plans  for  leasing  every- 
thing from  huge  subway 
drills  to  bulldozers  and 
cranes.  Then  executives 
studied  the  carnage  of  ear- 
lier leasing  ventures  by  ri- 
vals, who  lost  millions  be- 
cause the  weak  legal 
system  made  it  difficult  to 
repossess  equipment  when 

companies  defaulted.        Persistence  paid  off 
testing.  So  ge  Capital  for  IBM  after  the 

scaled  back.  In  its  loint  „    ,  .       ,  , 

venture  in  leasing  con-  company  first  invested 

struction    equipment    in  too  much  in  China, 
Shanghai,  employees  drive  then  too  little 
cranes  to  building  sites 
and  return  them  each  evening  to  a  de- 
pot. Instead  of  launching  a  credit  card, 
ge  Capital  is  providing  consumer  fi- 
nancing for  purchases  of  appliances. 
Now  it  has  just  landed  a  license  to  set 
up  China's  first  100%  foreign-owned  fi- 
nance company.  Says  Daniel  H.  Mudd, 
president  of  ge  Capital  Asia  Pacific  Ltd.: 
"The  flood  is  coming,  and  we  want  to  be 
ready  for  it." 

Other  investors  are  starting  to  test 
the  limits  of  China's  murky  regulatory 
systems.  In  telecommunications,  where 
foreign  operators  aren't  allowed  to  hold 
equity,  gte  is  investing  $82  million  to 
build  China's  first  nationwide  paging 
network.  How?  By  forming  a  venture 
with  Guangzhou  Guangtong  Resources 
( !o.,  a  business  unit  of  the  People's  Lib- 
eration Army.  GTE  supplies  the  equip- 
ment and  technological  support.  The  pla 
brings  a  radio  spectrum  and  political 
protection.  What's  more,  Guangzhou 
Guangtong  employees  can  sell  gte's 
pagers  out  of  military  vans  that  drive  or 
park  even  in  the  most  crowded  areas 
because  they  are  immune  from  traffic- 
laws.  By  1999,  gte  expects  to  have 
250,000  customers. 

Clever,  but  still  risky.  GTE  doesn't 
even  have  the  right  to  audit  the  books 
of  its  partner.  Also,  outside  Guangzhou, 
it  has  had  a  hard  time  getting  licenses 
and  access  to  the  phone  network. 

The  experience  of  BellSouth  Corp. 
highlights  the  peiils  of  bad  partnerships. 


up  with  Unicom  Corp.,  a 
new,  state-owned  telecom 
operator.  After  signing  an 
agreement  to  build  cellu- 
lar-telephone systems, 
BellSouth  spent  $50  mil- 
lion working  up  numerous 
studies,  training  Unicom 
employees,  hosting  U.  S. 
Unicom   executives,  and 
staffing  its  Beijing  office,  which  at  one 
point  had  20  Americans.  Then,  a  top 
Unicom  official  demanded  a  $10  million 
cash  advance  if  negotiations  were  to 
proceed.  BellSouth  pulled  the  plug  and 
hasn't  recouped  its  money.  "They  got 
taken  to  the  cleaners,"  says  a  Western 
diplomat.  BellSouth  declined  comment. 

The  hazards  of  partnerships  are  dri- 
ving some  more  experienced  foreign 
players  to  push  for  more  control.  Proc- 
ter &  Gamble  Co.  used  joint-venture 
partners  to  get  started  and  establish 
its  leadership  in  shampoo  and  laundry 
detergent.  But  the  massive  new  sham- 
poo factory  it  is  building  in  Tianjin  will 
be  wholly  owned.  Companies  such  as 
Nestle  and  Avery-Dennison  Corp.  are 
either  going  it  alone  in 
new  ventures  or  buy- 
ing out  local  partners. 

In  some  sectors, 
though,  eluding  Bei- 
jing's heavy  hand  re- 
mains tough.  Investors 
in  autos,  telecoms, 
chemicals,  and  other 
"pillar"  industries  will 
likely  remain  plagued 
by  poor  partners  and 
meddlesome  bureau- 
crats until  government 
policies  change.  "If 
anything,  companies  in 
these  areas  are  feeling 
new  pressure,"  says 


CHINA  IS  REELING 
IN  THE  MONEY 
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Greg  Mastel,  a  Washinj 
ton-based  China  consultai 
with  the  Economic  Strati, 
gy  Institute. 

Take  Volkswagen,  one  j 
the  most  successful  foreig: 
investors  in  China.  ItH 
joint  venture  with  Shan^f 
hai  Automotive  Indust 
Corp.  has  been  makin' 
money  on  its  Santa 
sedans  since  1987.  B 
things  have  gone  wrong 
vw's  second  joint-ventu 
plant.  Authorities  dictafc 
that  vw  team  up  wit 
First  Auto  Works,  in  t 
northeastern  Rust  Be 
city  of  Changchun,  an 
build  a  factory  with 
150,000-unit  capacity  to  roll  out  the  Je 
ta.  Now,  production  is  less  than  on 
third  of  capacity.  The  two  sides  ha 
quarreled  over  everything  from  distri 
ution  rights  to  accounting,  vw  says  thj 
venture  has  lost  at  least  $100  million 
Despite  such  complaints,  few  dee 
pocketed  multinationals  are  cutting  bad 
To  telecom  equipment  suppliers  lik, 
Nortel,  Lucent  Technologies,  and  Ale; 
tel,  the  alternative — ceding  the  world 
biggest  future  telecom  market — is  worsl 
than  pushing  on.  Even  if  they  onl; 
break  even  now  on  phone  lines,  the 
still  hope  to  make  big  returns  by  lan 
ing  follow-on  orders  and  selling  upgrai 
ed  software.  Thus,  investment  contir 
ues  to  pour  into  China. 
NEW  CHANCES.  The  best  chance  for  thes 
and  other  companies  to  make  money  i 
China's  commitment  to  the  reforms  neec 
ed  to  turn  around  the  state  sector  an 
enter  the  World  Trade  Organization.  O: 
ficials  are  weighing  moves  that  rangl 
from  privatization  to  deregulation  of  se: 
vice  industries  that  could  open  huge  nev 
opportunities  for  foreign  investors. 
Companies  that  need  high  return 
fast  probably  shouh 
opt  out  of  the  Chin 
game.  But  as  the  ol< 
China  gives  way  to  th 
new,  successes  wil 
multiply.  Instead  o 
trying  endlessly  to  fig 
ure  out  what  Beijinj 
expects  from  them,  tht 
winners  will  be  thos< 
with  more  smarts,  ere 
ativity,  and  endurance 
By  Mark  L.  Clifforc 
in  Guangzhou,  wit) 
De.rti'r  Roberts  in  Bei 
jing,  Pete  Engardio  it 
New  York,  and  bureai 
reports 
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Price  and  Amy  Alcott.  You'll  learn  how  to  hit  longer  and 
straighter  off  the  tees  .  .  .  why  you  need  two  swings  .  .  .  how 
to  play  with  your  slice. 


You'll  benefit  from  the  teaching  breakthroughs  that 
come  out  of  the  Golf  Digest  Schools.  Share  a  wealth 
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Golf  Digest  takes  you  on  the  pro  tours.  Explores 
the  world's  most  challenging  courses.  And  brings 
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your  best  golf. 
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COMMENTARY 

By  Sheri  Prasso 


CATASTROPHE  IN  NORTH  KOREA:  THE  ONLY  HOPE  IS  CHINA 


■  t's  hard  to  overestimate  how  dire 
I  the  situation  in  North  Korea  has 
I  become.  The  country  has  almost  no 
food  or  electricity  and  is  on  the  verge 
of  what  the  World  Food  Program  calls 
"one  of  the  biggest  humanitarian  dis- 
asters in  our  lifetime."  North  Korea's 
Stalinist  leaders  keep  threatening  to 
attack  South  Korea,  where  the  vital 
interests  of  U.  S.  diplomacy  and  the 
lives  of  37,000  American  troops  are  at 
stake.  Meanwhile,  Washington  and 
Seoul  keep  waiting  in  vain  for  a 
Godot-like  North  Korea  to  show  up  at 
the  peace  table  to  negotiate  a  formal 
end  to  the  1950-53  war.  Whether  the 
misery  of  its  people  will  lead  to  North 
Korea's  swift  collapse  is  unclear.  But 
the  situation  is  at  a  dangerous  im- 
passe. Who  can  break  it? 

China.  So  far  Pyongyang's  giant 
neighbor  has  stayed  aloof,  a  stance 
the  suspicious  North  Koreans  prefer. 
But  if  the  U.  S.  can  recruit  China,  it 
stands  a  better  chance  of  achieving 
badly  needed  economic  reform  in  the 
North  and  peace  on  the  peninsula. 

Beijing  is  uniquely  positioned  to 
coax  North  Korea  out  of  its  isolation. 
Unlike  the  capitalist  U.  S.,  South  Ko- 
rea, and  Japan,  China  can  teach 
North  Korea  how  to  prosper  econom- 
ically while  maintaining  political  con- 
trol and  gradually  opening  up  to  the 
world.  That  doesn't  mean  the  U.  S. 
should  abandon  its  long-term  goal  of 
a  democratic  society.  But  the  short- 
term  realpolitik  demands  that  North 
Korea  first  be  saved  from  collapse 
and  that  change  then  follow  slowly. 
BUFFER  STATE.  Beijing  also  has  moti- 
vation to  get  involved.  As  North  Ko- 
rea's neighbor,  China  has  much  to  gain 
by  maintaining  the  communist  North 
as  a  buffer  state  between  it  and  the 
freewheeling  ways  of  democratic 
South  Korea.  And  it  has  much  to  lose 
if  the  North  implodes,  sending  tens  of 
thousands  of  refugees  into  China.  Al- 
though President  Jiang  Zemin  repeat- 
ed in  early  May  the  mantra  of  Chinese 
foreign  policy  that  "we  do  not  inter- 
fere in  the  internal  affairs  of  other 
countries,"  history  has  shown  that 
when  its  interests  are  at  stake,  China 
can  and  will  get  involved.  It  helped, 
for  example,  force  the  Khmer  Rouge 
of  Cambodia  to  negotiate  peace. 


China  is  also  the  only  country  that 
has  shown  even  moderate  success  in 
influencing  North  Korea.  It  has  long 
pressured  Pyongyang  to  adopt  Chi- 
nese-style economic  reforms,  while 
giving  it  just  enough  food  aid  to  keep 
it  afloat.  In  1992,  North  Korea  passed 
foreign  investment  laws  modeled  on 
China's.  And  after  North  Korean 
leader  Kim  Jong  II  visited  the  Shen- 
zhen special  economic  zone  near  Hong 
Kong,  North  Korea  opened  a  copycat 


STARK  REALITY 

Beijing  has  enough  influence 
to  end  the  North's  isolation 

version  in  1996.  Admittedly,  both 
measures  have  had  little  effect.  But 
the  fact  that  the  hermetic  North  even 
tried  them  shows  something.  "The 
Chinese  always  say  they  have  only 
modest  influence  with  North  Korea. 
But  if  anyone  has  significant  influence, 
it's  China,"  says  Winston  Lord,  a  for- 
mer U.  S.  ambassador  to  China  and 
former  Assistant  Secretary  of  State 
for  East  Asian  Affairs. 

The  trick  now  is  to  persuade  Chi- 
na to  step  up  its  efforts.  China  could 
score  many  points  with  the  U.  S.  by 
playing  peacemaker.  With  U.  S.-China 
relations  these  days  mired  in  nega- 
tive human  rights  and  trade  dis- 
putes, working  together  on  North 
Korea  would  give  at  least  one  posi- 
tive focus.  "China  would  welcome  the 


opportunity  to  be  engaged  with  the 
U.  S.  on  something  other  than  trade," 
says  former  U.  S.  Ambassador  to 
Seoul  James  T.  Laney.  Washington 
and  Beijing  could  then  make  food  aid 
to  the  North  contingent  on  economic 
reforms  and  military  disarmament. 
Beijing  could  give  North  Korea  a 
Chinese-model  blueprint  for  reviving 
its  economy  and  make  it  clear  that 
food  aid  comes  with  it. 

The  Clinton  Administration  also 


needs  to  give  the  situation  the  atten- 
tion it  deserves.  As  the  biggest 
threat  to  U.  S.  security  interests  any- 
where in  the  world  right  now,  the 
Korean  crisis  warrants  a  U.  S.  envoy 
like  Richard  Holbrooke  in  Bosnia  or 
Dennis  B.  Ross  in  the  Middle  East. 
"They  have  to  put  somebody  in 
charge  with  a  mandate,"  says  Robert 
A.  Manning,  a  Progressive  Policy  In- 
stitute senior  fellow. 

There  have  been  some  steps  to- 
ward U.  S.-China  coordination,  with 
pledges  of  "intensified  consultations." 
But  this  is  low-level  stuff  aimed  at 
getting  North  Korea  simply  to  at- 
tend peace  talks.  It's  time  for  a  radi- 
cal effort,  led  by  China  with  the 
timely  assistance  of  the  U.  S.  Both 
countries  have  an  extraordinary  op- 
portunity— and  responsibility — to 
prevent  a  great  tragedy. 

Asia  editor  Prasso  reports  on 
Asian-U.  S.  topics  from  New  York. 
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How  do  12  million  people 
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happen.  Because  we're  America's  largest  generator  of  low  cost  electricity  and  we're  expanding. 
So  from  Bristol  to  Biloxi,  our  customers  can  look  forward  to  a  bill  that's  easier  to  swallow. 
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BRITAIN 


SHAKING  A  STICK 
AT  THE  CITY 

Labor  wants  more  serious  regulation-but  will  it  go  too  far? 


Britain's  Labor  Party  long  has 
promised  to  clean  up  the  not-al- 
ways  golden  square  mile  comprising 
the  City  of  London.  So  it  comes  as  little 
surprise  that  Prime  Minister  Tony 
Blair's  new  government  is  turning  its 
attention  to  financial  reform  following 
Chancellor  of  the  Exchequer  Gordon 
Brown's  audacious  move  to  allow  the 
Bank  of  England  to  set  rates  on 
its  own. 

The  City  is  watching  Blair  and 
Brown  with  trepidation  even 
though  its  hodgepodge  of  regulato- 
ry bodies  is  ripe  for  change.  Lon- 
don has  already  suffered  some  spec- 
tacular financial  scandals,  such  as 
the  collapse  of  Barings  PLC  in  1995 
and  a  fund-management  debacle 
last  fall  at  Deutsche  Morgan  Gren- 
fell  that  could  cost  the  investment 
bank  $730  million. 

Tying  the  City's  hands  too  tight- 
ly could  damage  the  international  com- 
petitiveness of  a  booming  industry  that 
accounts  for  19%  of  gross  domestic 
product.  But  Labor  may  be  mulling 
more  radical  changes  than  it  had  sug- 
gested when  it  was  in  opposition.  "Blair 
is  sending  a  message  that  the  years  of 
sleaze  are  over,"  says  Rowan  Bosworth- 
Davies,  an  ex-Scotland  Yard  fraud  spe- 
cialist who  is  a  consultant  with  the  law 
firm  Titmuss  Sainer  Deehert. 


A  new  structure  that  would  allow 
British  regulators  to  cooperate  more 
easily  with  U.  S.  and  other  international 
regulators  would  be  an  improvement  on 
Britain's  current  fragmented  system. 
But  Labor  is  also  being  driven  by  a 
clamor  to  root  out  the  causes  of  recent 
scandals  in  pensions  and  other  financial 
services.  Huge  bonuses  in  the  City  also 


Treasury's  new 
top  cop  saw  her 
own  pension 
siphoned  off  by 
Robert  Maxwell 


make  an  easy  target.  The  fear  is  that 
the  party's  wish  to  protect  retail  in- 
vestors and  pensioners  from  scoundrels 
may  have  the  side  effect  of  hobbling 
the  City's  international  institutions. 
Brown  hiked  such  concerns  by  appoint- 
ing Helen  Liddell,  47,  as  Treasury  Eco- 
nomics Secretary.  A  formidable  Scot- 
tish politician,  she  has  no  track  record 
on  finance  but  a  flair  for  publicity. 
Liddell  lias  made  a  bold  start  by 


tackling  a  long-festering  pension  scanda 
In  the  late  1980s  and  early  1990s,  se\\ 
eral  hundred  thousand  Britons  werji 
talked  into  swapping  the  pensions  pre 
vided  by  their  employers  for  privat 
pensions  that  turned  out  to  be  muc 
less  generous.  On  May  14,  Liddell  callei(' 
in  two  dozen  top  executives  from  sucS 
prominent  banks  and  insurance  compel 
nies  as  Barclays  and  Prudential  Corji 
She  warned  them  to  come  up  with  I 
plan  for  compensating  victims  in  a  hui  • 
ry  or  face  fines  and  tougher  rules.  LidJ 
dell's  interest  in  pensions  is  persona  I 
She  lost  hers,  built  up  while  workin 
for  publisher  Robert  Maxwell  in  thja 
1980s.  Maxwell  allegedly  siphoned  olj 
more  than  $700  million  in  company  pen-; 
sion  funds  before  his  death  in  1991. 

The  pension  mess  illustrates  one  eft 
the  big  problems  with  the  City's  rei 
liance  on  self-regulatory  organization.' 
Controlled  by  industries  they  are  sup; 
posed  to  govern,  they  may  be  unwillini 
to  hold  members'  feet  to  the  fire.  More 
over,  the  chain  of  command  stretche^ 
from  the  Treasury  to  an  umbrella  orga  i 
nization  called  the  Securities  &  Invest  S 
ments  Board  (sib)  and  only  then  dowr 
to  the  self-regulatory  organizations. 
SPINE  NEEDED.  Labor  now  plans  to  elim 
inate  self-regulatory  organizations  alto-  j 
gether  and  put  a  strengthened  sib  ii| 
charge  of  everything  from  securities  i»j 
futures  and  pensions.  Another  possibl 
target  for  the  new  government  is  th 
Bank  of  England.  The  bank  was  blastei 
for  being  overly  trusting  of  Barings  an< 
for  waiting  until  1991  to  shut  down  tto 
Bank  of  Credit  &  Commerce  Interna 
tional  after  it  knew  that  the  bank  was 
criminal  operation.  Labor  will  wan 
to  create  a  broader  agency  fc 
watch  for  potential  failures.  It  ata 
will  have  to  address  the  overlap 
ping  authority  of  the  Bank  of  Eng 
land  and  the  Securities  &  Future 
Authority,  which  regulates  invest 
ment  banks. 

For  all  the  ambitious  proposals 
everything  will  amount  to  shufflinj 
of  nameplates  if  Labor  doesn' 
choose  regulators  with  a  no-non 
sense  attitude.  The  first  big  tes 
will  come  with  Labor's  choice  of ; 
replacement  for  Andrew  Large,  chiel 
executive  of  the  sib,  who  says  he  want; 
to  step  down.  Enforcement  officials  alst 
want  better  tools  to  bag  financial  crimi 
nals.  As  Blair  and  his  team  take  theii 
broom  to  the  City,  he  will  have  to  b< 
careful  not  to  let  a  populist  backlasl 
against  the  City  go  too  far.  It  may  be  $ 
greedy,  unsentimental  place.  But  it  h 
probably  also  the  best  asset  Britain  has 
By  Stanley  Reed  in  Londoi 
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THE  DREADED 

"TO-DO"  LIST. 


THE   E  V E  R  Y  D  A  V 

CONQUEROR. 


GARY  BURKE,  JIMMY  OWNER 
Regional  Sales  Manager,  garment  industry. 
Avid  golfer  and  tenn  is  player. 
Enjoys  gardening.  Frequent  traveler. 
Wife:  Lesley.  Daughter:  Erika. 


FOR  MORE  INFORMATION  CALL  TOLL-FREE  1 -888-°7- J  I  M  \1  Y  OR  VISIT  OUR  WEBSITE  AT  WWW.gmC.COmJ 'jimmy 


The 

world's  largest  computer 
maker  is  you-know-who.  And 
T      now  you  know  who  number  two  is,  too. 

That's  right,  Fujitsu.  cP  We're  a  global  maker 
of  everything  from  tablet,  notebook  and  desktop 
>Cs  to  workstations,  servers,  supercomputers  and 
iftware.cPWe  also  make  a  full  line  of  computer 
ripherals  including  high  capacity  disk  drives, 
agneto-optical  removable  storage,  tape  cartridge 
ck-up  systems,  high  volume  document  scanners 
d  workhorse  printers. cO Why  are  we  telling  you  this? 
ecause  we  fully  expect  you'll  be  seeing  more 
and  more  of  our  products  in  your  business. 
And  when  you  do,  we  don't  want  you  to 
wonder,  "Fujitsu  who?"  To  learn  more 
about  Fujitsu  computer  products, 
please  see  us  on  the  Web  at 
www.fujitsu.com.  ^gfj 


cP 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


International  Business 


MEXICO 


HEY,  PAL,  WANNA  BUY 
SOME  BANK  ASSETS  CHEAP? 

Mexico  gets  ready  to  liquidate  everything  from  loans  to  hotels 


How's  this  for  a  garage  sale?  Eager 
to  recoup  some  of  the  heavy  cost  of 
rescuing  banks  after  the  Decem- 
ber, 1994,  peso  collapse,  Mexico  is  get- 
ting ready  to  put  $43.9  billion 
worth  of  mortgages,  corpo- 
rate loans,  commercial  pa- 
per, and  real  estate  on 
the  block.  It  will  be  the 
biggest  liquidation  since 
the  Resolution  Trust 
Corp.  auctions  follow- 
ing America's  savings 
and    loan    bailout    a  4 
decade  ago.  Now,  the 
Mexican  government  is 
hoping  a  flock  of  local  and 
foreign  investors  will  be  eager 
to  take  the  assets  off  its  hands  at  bar- 
gain prices. 

Some  of  the  assets  may  prove  to  be 
nearly  worthless.  But  Oscar  Medina 
Mora,  who  heads  the  Evaluation  &  Sale 
of  Assets  Agency  (wa)  set  up  by  the 
National  Banking  &  Securities  Com- 
mission, is  stalling  things  off  by  offering 
a  small  package  of  36  performing  loans 
to  Mexican  companies,  from  textile  mak- 
ers to  retailers,  backed  by  solid  collat- 
eral. Medina  Mora  sent  out  invitations 
to  bid  on  the  package,  worth  an  esti- 
mated $19  million,  on  May  12,  and  the 
winner  will  be  announced  on  July  9. 
"It's  very  important  for  us  to  have  a 
good  first  auction  to  test  the  market's 
response  and  establish  a  reasonable 
price,"  Medina  Mora  says. 
HUNGRY  VULTURES.  Banking  analysts 
will  be  watching  to  see  not  only  the 
prices  but  also  who  the  bidders  are. 
Foreigners  are  crucial  because  Mexi- 
cans don't  have  enough  cash  to  buy  all 
the  assets.  To  rev  up  interest,  Mexican 
states  are  revising  regulations  to  allow 
speedier  repossession  of  assets  when 
loans  are  past  due,  a  process  that  now 
averages  18  months.  That  would  help 
persuade  buyers  to  invest  additional 
capital  as  equity  partners  in  companies 
that  are  good  prospects  for  turnarounds. 

vva's  partners  in  arranging  the  sales 
are  Banco  del  Atlantico,  a  Mexican 
bank,  and  Bankers  Trust  New  York 
Corp.  Jose  Garcia  Cantera,  a  banking 
analyst  at  Salomon  Brothers  Inc.  in 
New  York,  believes  Mexican  financial 


il 


IE 


includes  home  mortgages  and  credit 
card  debt,  could  take  up  to  nine  year 
to  resolve  because  of  legal  disputes.  "T 
be  here  as  long  as  my  ulcer  can  stan< 
it,"  jokes  Medina  Mora,  a  Stanford  Uni 
versity-trained  mathematician  and  fo: 
mer  Mexican  central,  commercial,  am 
investment  banker. 

Besides  easing  the  financial  pressure 
on  the  Mexican  Treasury,  the  sell-of 
aims  to  create  a  secondary  market  fo: 
corporate  and  mortgage  loans 
Eventually,  that  will  allov 
banks  to  free  up  capita 
for  additional  lending  anc 
help  ease  Mexico's  credi' 
shortage. 

"GARBAGE."  Medina  Mor; 
will  have  to  overcome  con 
siderable  skepticism  amonj 
some   foreign  investors 
Thomas  J.  Barrack  Jr.,  heac 
of  Los  Angeles-based  Colonj 
Capital,  one  of  the  biggesi 
vulture  investors  in  the  Reso 


WHAT'S 
FOR  SALE 

INVENTORY 
VALUE 


FIRST 
AUCTION 

LIKELY 
BUYERS 


The  Big  Sell-Off: 
What's  Up  for  Grabs 

Loans,  real  estate,  and  other  assets  with  a  face  value  of  $43.7  billion, 
taken  over  by  Mexico's  equivalent  of  the  U.S.  FDIC  in  bank  bailouts. 


Commercial  credit  portfolios 
Corporate  loans 
Real  estate 


Face  value  in  billions 
$23.7 
19.2 
1.0 


Corporate  and  commercial  loans  totaling  around  $19  million  go  on  the 
block  on  July  9. 

Mexican  financial  and  business  conglomerates;  U.S.  opportunity,  or 
"vulture"  funds. 

DATA.  MEXICAN  EVALUATION  &  SALE  OF  ASSETS  AGENCY;  BW 


institutions  and  conglomerates  and  U.  S. 
"vulture"  funds  will  be  among  the  first 
to  bid.  In  later  auctions,  California  and 
Florida  real  estate  investment  trusts 
may  bid  for  physical  assets  such  as  land 
and  buildings,  hoping  to  snap  them  up 
at  distress  prices. 

Working  with  a  skeleton  staff  of  just 
53,  Medina  Mora  will  offer  packages 
ranging  from  home  mortgages  to  high- 
quality  office  buildings  in  Mexico  City 
and  Guadalajara  and  the  prestigious 
Camino  Real  hotel  chain.  He  figures 
vva's  portfolio  of  physical  assets  with 
a  face  value  of  around  $1  billion,  includ- 
ing 3,000  houses,  can  be  sold  off  in  four 
years  without  depressing  local  market 
prices.  Most  of  was  $19.2  billion  in  cor- 
porate loans  to  around  540  companies 
should  be  sold  within  five  years,  while 
the  $23.7  billion  debt  portfolio,  which 


Ml 


lution  Trust  Corp.  sell-off,  says  he  has 
been  making  selective  investments  in 
Mexico  but  is  not  interested  in  biddin 
at  wa  auctions.  The  $40  billion  in  th 
government's  portfolio,  he  sniffs,  is  "al! 
garbage."  To  invest  in  Mexico,  "you 
have  to  have  the  right  partner,"  Barrack 
adds.  "If  you  don't,  you  will  get  a  sober- 
ing crash  course  in  Mexico  101." 

Not  everyone  agrees  with  his  assess-J*  ■ 
ment.  General  Electric  Capital  Corp 
and  the  financial  giant  Cargill  Inc.  are 
interested  in  later  auctions.  And  Medina 
Mora  insists  the  wa  sell-off  will  move 
Mexico  toward  resolving  its  banking  cri- 
sis once  and  for  all.  That  would  open 
the  way  for  the  restructuring  of  thou- 
sands of  companies  that  have  been  in  fi 
nancial  limbo  for  several  years. 

By  Geri  Smith  in  Mexico  City  and 
Kathleen  Moms  in  Los  Angeles 
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iternational  Outlook 


ED  BY  JOHN  TEMPLEMAN 


IT  TIME  TO  RETHINK 
S.  SANCTIONS  AGAINST  IRAN? 


i's  presidential  election  on  May  23  won't  be  an  exercise 
Western-style  democracy.  Iran  has  no  political  parties, 
ndidates  are  vetted  for  their  Islamic  piety  and  revolu- 
ry  fervor  by  a  12-member  Council  of  Guardians, 
t  the  election  of  a  successor  to  President  Hashemi  Raf- 
ni's  eight-year  rule  could  be  a  watershed  for  the  strate- 
y  located,  oil-  and  gas-rich  nation  of  65  million  people, 
he  first  time  since  the  Islamic  Revolution  in  1979,  vot- 
lave  a  choice  between  candidates  espousing  radically 
•ent  programs.  The  vote  could  lead  to  a  significant  shift 
in's  tense  relations  with  the  rest  of  the  world.  "It  real- 
11  make  a  difference  who  is  elect- 
says  Gary  Sick,  an  Iran  specialist 
former  National  Security  Council 
member. 

ily  a  few  weeks  ago,  Ali  Akbar 
q  Nouri,  the  conservative  speaker  of 
i  parliament,  looked  a  shoo-in.  Now 

show  him  neck  and  neck  with 
id  Mohammed  Khatami,  a  former 
re  minister.  Although  Khatami  is  a 
ih  who  trained  in  the  holy  city  of 

he  is  waging  a  vigorous  campaign 
uman  rights  and  press  freedom  as  KHATAMI:  A  dark  h 
is  improved  relations  with  the  West.  ~ 
ADZING.  A  Khatami  win  could  provide  a  tantalizing 
mg  for  Washington  to  begin  modifying  its  dual-contain- 

policy  to  isolate  and  weaken  Iran  and  Iraq.  Not  that  a 
3n  about-face  is  likely.  The  U.  S.  is  pushing  for  tougher 
■  sanctions  against  Iraq's  Saddam  Hussein.  And,  adds  a 
r  Administration  official,  "there's  no  wavering"  in  policy 
•ding  Iran. 

:leed,  Western-Iranian  relations  may  still  worsen  before 
improve.  In  April,  a  German  court  implicated  senior 
an  officials  in  ordering  the  killing  of  dissidents  in  a  Berlin 
urant  in  1992.  And  the  investigation  into  the  bombing 
.  S.  Air  Force  barracks  in  Al-Khobar,  Saudi  Arabia, 


in  June,  1995,  could  still  turn  up  Iranian  involvement. 

But  unilateral  sanctions  imposed  on  Iran  by  President  Bill 
Clinton  in  1996  are  coming  under  increasing  fire.  In  a  long  ar- 
ticle in  the  May  issue  of  Foreign  Affairs,  for  instance,  former 
presidential  advisers  Zbigniew  Brzezinski,  Brent  Scowcroft, 
and  Richard  W.  Murphy  argue  for  a  more  balanced  Iran  pol- 
icy and  resumption  of  U.  S.-Iranian  commercial  relations. 

U.  S.  corporations  from  at&t  to  Texaco  agree.  On  Apr.  16, 
500  companies  set  up  USA-Engage  to  lobby  against  overuse  of 
unilateral  trade  sanctions  by  the  U.  S.  "[There's]  evidence  that 
the  U.  S.  can't  do  much  to  influence  Iranian  behavior  by  act- 
ing alone,"  says  Dan  O'Flaherty,  deputy 
director  of  the  National  Foreign  Trade 
Council,  who  chairs  USA-Engage. 

Sanctions  often  penalize  U.  S.  inter- 
ests more  than  Iran's.  American  energy 
companies,  for  instance,  are  excluded 
from  lucrative  Iranian  oil  and  gas  deals, 
leaving  rivals  such  as  France's  Total  free 
to  scoop  up  the  business.  Development  of 
the  oil-rich  but  landlocked  Caspian  Sea 
region,  where  U.  S.  companies  such  as 
Chevron  Corp.  and  Amoco  Corp.  have 
huge  stakes,  is  stalled  because  Washing- 
"  ton  opposes  piping  the  oil  through  Iran, 
the  shortest  and  most  economical  route. 

The  political  costs  are  high,  too.  Last  year's  Iran-Libya 
Sanctions  Act  imposing  penalties  on  foreign  companies  in- 
vesting in  Iran's  oil  sector  is  straining  ties  with  Western 
European  allies.  And  Russia  now  has  a  hammerlock  on  oil  and 
gas  pipelines  out  of  the  Caspian. 

Hopes  of  moderate  mullahs  coming  to  power  in  Iran  proved 
illusory  in  the  past  and  may  do  so  again.  But  now,  Washing- 
ton's policy  of  all  stick  and  no  carrots  is  not  only  undercutting 
potential  reformers  in  Iran  but  could  also  erode  U.  S.  influence 
in  the  Middle  East. 

By  John  Rossanf  in  Rome,  with  Stan  Crock  in  Washington 


GLOBAL  WRAPUP 


RMAN  BUDGET  IS  OFF  TARGET 

erman  Chancellor  Helmut  Kohl 
illy  may  be  forced  to  concede  that 
•many  can't  hit  the  budget  deficit 
get  of  3%  of  gross  domestic  prod- 
to  qualify  for  his  pet  project: 
ropean  Monetary  Union.  Private 
nomists  say  an  estimated  $12  bil- 
i  tax  shortfall  and  higher-than- 
•ected  unemployment  will  keep  the 
7  deficit  at  3.3%,  down  from  3.8% 
;  year. 

Cohl  will  likely  institute  tough  aus- 
ity  measures,  such  as  freezing  new 


government  spending  or  cutting  social 
benefits  for  public  sector  workers.  But 
in  the  end,  Germany  will  probably 
have  to  swallow  its  fiscal  pride  and 
drop  its  insistence  on  meeting  to  the 
letter  the  criteria  to  qualify  for  emu. 

HONG  KONG  NEWSPAPER  WARS 

►  Hong  Kong's  newspaper  price  wars 
are  about  to  flare  up  again.  Oriental 
Daily  News,  Hong  Kong's  largest  dai- 
ly, with  a  circulation  of  about  400,000, 
announced  on  May  12  that  it  would 
slash  its  newsstand  price  by  60%,  to 
65  cents,  to  "celebrate  Hong  Kong's 


return  to  China."  But  the  Oriental 
Press  Group  Ltd.,  owner  of  the  daily, 
is  also  eyeing  the  Next  Media  Group's 
irreverent  Apple  Daily. 

In  less  than  two  years,  Apple's,  cir- 
culation has  soared,  a  result  in  part  of 
a  1996  price  war.  Now,  it  claims  as 
many  sales  as  its  rival,  and  it  is  about 
to  open  a  new  printing  plant.  With  the 
extra  capacity,  it  could  print  as  many 
as  600,000  copies,  leaving  the  Oriental 
Daily  in  the  dust.  The  main  victims, 
though,  are  likely  to  be  smaller  pa- 
pers. Hong  Kong's  6  million  people  still 
can  choose  among  more  than  a  dozen. 
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Just  imagine  what  the  real  stuff  can  do. 


Everyone  who  runs  a  small 
business  has  different  goals. 
You  just  need  some  time  to 
accomplish  them.  That's  why 
our  software  was  designed  to 
save  time.  So  you  can  do 
more  business. 

Let's  say  you  came  out  with 
a  new  product.  And  you  want 


to  let  the  world  know.  Well,  at 
least  potential  customers.  Just 
plug  in  the  information  and 
ACT!™  provides  you  with  your 
contacts'  names,  their  addresses, 
phone  numbers,  the  last  orders 
placed,  the  name  of  your 
prospect's  spouse  and  dog. 

You  could  then  fax  the 
details  to  your  sales  leads 


simultaneously  from  your 
computer  with  WinFax  PRO:" 
No  more  hours  printing, 
standing  at  the  fax  machine 


or  battling  pesky  paper  jams. 

As  for  the  Internet,  the 
million  dollar  question  remains: 
time  saver  or  black  hole?  But 
thanks  to  Internet  FastFind™ 
you  can  now  harness  several 
search  engines  at  once  without 
duplication.  Translation:  you 
can  find  stuff  on  the  Internet 
really  fast. 

Of  course,  you  won't  be 


Order  your 
free  trial  CD. 

Get  ACT!,  WinFax  PRO, 

Internet  FastFind 
and  Norton  AntiVirus, 
free  for  30  days. 

Call  now 
for  your  trial  CD. 

1-800-835-6222 
ext.9NA14 


harnessing  anything  if  you 
have  a  computer  virus.  If 
someone  brings  in  an  infected 
floppy,  then  zap.  Meltdown. 
Fortunately,  Norton  AntiVirus™ 
detects  and  destroys  viruses 
and  repairs  infected  files. 

All  of  these  small  business 
solutions  include  LiveUpdatei'' 


which  automatically  gives  you 
the  latest  software  updates. 
And  in  the  case  of  Norton 
AntiVirus,  the  very  latest  virus 
definitions,  free  of  charge. 

You  see,  although  you  may 
have  filled  in  some  of  the  blanks 
differently,  Symantec's  small 
business  solutions  will  help 
everyone  have  time  to  do  more 


business.  Check  out  our  CD 
that  allows  you  to  test  them 
in  your  own  work  environment 

There's  no  to  waste. 

(  noun  ) 


SYMANTEC. 


r  brand  names  or  trademarks  are  the  property  of  their  respective  owners  ©1997  Symantec  Corporation  All  nghts  reserved  In  Canada,  call  1-800-365-8641  In  Australia,  call  02-879-6577  In  Europe,  call  31-71-535-31 1 1 


The  Corporation 


BRITAIN 


BP:  A  WELL-OILED 
MACHINE 


The  world's  most  profitable 
oil  producer  is  back 
in  shape  and  looking  to 
boost  production 

He  seems  the  antithesis  of  a  wild- 
catter. He  collects  pre-Columbian 
art  and  is  an  opera  buff.  Yet  the 
soft-spoken  John  Browne,  chief 
executive  of  British  Petroleum,  is  a  pi- 
oneer. In  his  search  for  oil,  he  has  sent 
his  workers  into  some  of  the  world's 
most  lawless  places,  such  as  strife-torn 
Algeria  and  Colombia,  where  guerrillas 
fire  on  bp  helicopters.  And  he  has  used 
cutting-edge  technologies  to  beat  rivals 
into  frontiers  such  as  the  treacherous 
waters  off  the  Shetland  Islands. 


Browne's  derring-do  is  paying  off.  In 
the  past  five  years,  he  has  helped  turn  bp 
from  a  crisis-ridden  behemoth  into  the 
world's  most  profitable  oil  company 
(chart).  Profits  grew  by  31%  in  1996,  to 
$4.1  billion.  With  1.5  million  bairels  per 
day  in  production,  BP  is  now  No.  5  among 
the  world's  oil  majors,  behind  the  much- 
larger  Shell  and  Exxon  and  in  the  same 
league  with  Mobil  and  Chevron.  Long 
overdependent  on  declining  North  Sea 
and  Alaskan  production,  the  company  is 
now  well-positioned  in  places  such  as 
Venezuela,  the  Gulf  of  Mexico,  and  the 
Caspian  Sea — fields  likely  to  slake  the 
world's  oil  thirst  in  the  21st  century,  bp's 
stock  has  soared  by  33%  since  January, 
1996,  to  around  $12. 

In  fact,  after  an  arduous  period  of 
cost-cutting  that  began  in  1992,  the  49- 


ATLANTIC  HIGH  TECH:  Robots  are 
helping  to  extract  the  oil 


year-old  Browne  thinks  bp  is  finally  in 
shape  to  get  aggressive.  He  wants  to 
boost  output  by  two-thirds,  to  2.5  million 
bairels  per  day,  over  the  next  decade — 
while  maintaining  profitability.  That 
would  make  bp  a  global  oil  power  rather 
than  a  producer  based  mainly  in  the 
U.  S.  and  Britain.  In  the  process, 
Browne  must  fend  off  attacks  by  envi- 
ronmentalists who  object  to  bp's  forays 
into  fragile  ecosystems.  And  he  must  l\ 
manage  tricky  political  situations  at  f 
some  of  bp's  most  promising  sites. 
dream  FIELDS.  In  exploration,  Browne's 
approach  virtually  ensures  that  bp  will 
encounter  controversy.  "You  cannot  win 
in  exploration  unless  you  find  big  fields," 
he  said  recently.  Smaller  fields,  says 
Browne,  who  headed  bp's  exploration 
for  six  years  before  taking  over  as  ceo 
in  1995,  are  usually  not  worth  the  cost 
of  exploration  and  development.  But 
with  the  world  already  well-surveyed, 
mammoth  fields  are  most  likely  to  be 
found  in  areas  that  have  been  off-limits 
for  either  political  or  technical  reasons. 
That  makes  them  major  concerns  for 
activist  interest  groups. 

Having  charged  up  bp's  exploration 
arm,  Browne  is  concentrating  on  its 
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Introducing 
Marriott  Rewards. 

It's  never  been 
easier  to  earn  points. 

(You  re  welcome ) 

Or  harder  to  decide 
where  to  use  them. 

(Sorry  ) 


Harriott 

HOTELS  RESORTS  SUITES 


.Marriott 

VACATION  CLUB 

VILLAS 


TbwnePlace 

Suites 


Now  you  can  earn  points  at  nearly  a  thousand  different  hotels  in  the  Marriott  family,  so  free  vacations 
:ome  quicker  than  ever.  Redeem  your  points  for  free  stays  at  our  hotels  or  at  selected  Ritz  Carlton 
)artner  hotels,  cruises,  airline  miles,  or  choose  from  other  great  rewards.  For  more  information  click  over 
o  our  web  site  (www.marriottrewards.com),  or  pick  up  the  phone  and  call  800-249-0800  to  enroll. 


VISA 


Here's  an  offer  exclusively  for  VISA'  cardholders: 

Pay  with  your  VISA  card  and  get  10%  bonus  points  now  through  November  15th. 


i\>  Harriott  rew  a  rdss 


©1997  Marriott  International.  I 


SIEMENS 


1866.  That  was  then. 


Shortly  after  his  50th  birthday,  Werner  Siemens  invented  the  world's  first  electric 
dynamo,  and  began  the  revolution  that  brought  electric  power  to  everyone, 
everywhere. 


Siemens  Corporation  1997 


Today,  Siemens  technology  generates,  distributes  and  controls  electric  power 
in  ways  Werner  Siemens  never  imagined.  From  the  brightly  lit  stadiums  where 
people  cheer  their  favorite  teams  to  the  places  where  people  work  and  live, 
Siemens  technology  is  helping  to  produce  and  deliver  electric  energy  wherever 
it  is  needed.  It's  all  part  of  the  heritage  of  innovation  begun  by  Siemens  over  a 
century  ago.  And  it's  yet  another  way  the  47,000  men  and  women  of  Siemens 
are  working  all  across  America  to  generate  the  kind  of  thinking  that  will  lead  us 
into  the  next  century  Siemens.  Precision  Thinking. 


For  more  information,  write  for  Siemens  '97  Box  8003,  Trenton,  New  Jersey  08650 

Automation      Automotive  Electronics      Electronic  Components      Energy      Information  Systems 
Lighting  Systems       Medical  Systems       Power  Generation       Telecommunications  Transportation 


Visit  our  web  site  at  www.siemens.com  on  the  Internet 


The  Corporation 


downstream  operations.  Last  year,  bp 
entered  into  a  $5  billion  joint  venture 
with  Mobil  Oil  Corp.  that  will  meld  the 
companies'  European  refining  and  mar- 
keting operations.  As  part  of  the  deal, 
all  3,300  Mobil  filling  stations  in  Euro- 
pean countries  from  Gibraltar  to 
Ukraine  will  be  reflagged  as  bp  stations 
and  operated  by  the  British  giant,  bp 
says  the  venture,  in  which  it  has  a  two- 
thirds  stake,  will  result  in  2,300  job  cuts 
and  $500  million  in  annual  gains.  The 
deal  propels  bp  from  a  distant  third  to  a 
near  tie  for  No.  2  with  Exxon,  just  be- 
hind Royal  Dutch/Shell,  in  sales  of  gaso- 
line and  other  refined  products  in  Eu- 
rope. There  are  rumors  that  the  venture 
may  be  the  first  step  to  a  merger  be- 
tween BP  and  Mobil. 

Closer  to  home,  in  the  so-called  At- 
lantic frontier  west  of  the  Shetland  Is- 
lands, bp  is  using  advanced  technology 
to  extract  oil  where  it  was  commercial- 
ly unfeasible  before.  In  its  Foinaven 
field,  a  90-minute  helicopter  ride  from 
Aberdeen,  a  hulking  orange  ship  con- 
verted into  a  floating  production  plat- 
form is  anchored  to  the  ocean  floor  500 
meters  below.  Undersea  robots  hook  up 
wellheads  to  the  pipes  that  will  bring  oil 
up  to  the  ship  and  shoot  gas  and  water 
down  into  reservoirs.  The  project  is  ex- 
pected to  come  onstream  soon. 

bp  will  reap  big  rewards  for  getting 
the  oil  out  of  the  seabed.  Foinaven  and 
two  adjacent  fields  now  being  chilled  are 
likely  to  add  125,000  barrels  a  day  to  its 
production.  That  could  mean  more  than 
$200  million  a  year  in  profits.  But  the 
project  comes  with  risks.  Puffins,  guille- 
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in  profits 

CAN  BROWNE  MAKE  BP 
A  GLOBAL  POWER? 


tal- 

ick| 


mots,  gannets,  and  other  prized  seabirds 
feed  in  the  nearby  waters,  and  environ- 
mentalists have  attacked  the  project. 

The  militant  Greenpeace  organization 
has  already  served  warning  on  bp.  The 
night  before  the  company's  Apr.  10  an- 
nual meeting,  Greenpeace  activists 
scaled  bp  headquarters  in  Aberdeen  and 
placed  solar  panels  made  by  bp's  solar- 
energy  arm  on  the  roof.  The  message: 
The  company  should  be  developing  its 
solar-energy  interests,  not  fossil  fuels — 
especially  in  sensitive  areas. 

Browne  has  other  public-relations 
worries.  In  Colombia,  where  bp  has  spent 
$2  billion  to  develop  two  huge  finds  that 
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could  produce  500,000 
rels  per  day,  its  insta 
tions  have  been  attae 
by  guerrillas  hoping 
chum  up  protection  mc  i 
ey.  So  bp  has  funded  arr 
troops  to  guard  its  sit 
and  personnel — which 
turn  are  criticized  for  1 
ing  linked  to  human-rig! 
abuses.  The  company 
also  said  to  have  caus< 
environmental  damag 
Browne,  who  recent 
went  to  Colombia  to  lo< 
into  the  complaints,  sa; 
the  human-rights  charg 
are  "groundless"  but 
mits  to  environment 
"mistakes,"  which  he  sa; 
are  now  fixed. 

Browne  has  large  be 
in  other  risky  places, 
is  a  big  player  in  tl 
Caspian  region,  with  t 
projects  in  Azerbaijan, 
is  also  seeking  exploration  rights  in  Kaz 
khstan.  No  one  disputes  that  these  cou 
tries  have  plenty  of  oil,  but  it  is  still 
clear  how  much  of  it  the  Russians  and  tl 
Chechens,  who  could  block  pipelines,  w 
allow  out.  bp  is  also  developing  natural 
reserves  in  Algeria,  which  continues 
be  rocked  by  political  violence.  Browi 
thinks  the  risks  are  worth  taking  becau 
bp  is  smaller  than  its  rivals  in  gas.  If  A 
geria  pans  out,  bp  would  become  a  maj 
exporter  to  Southern  Europe. 
ERRATIC.  Browne  has  not  taken  his  ey 
off  costs,  even  though  the  restructurin 
he  helped  oversee  has  made  bp's  cos 
per  barrel  produced,  at  $2.64,  the  lowe; 
of  large  private  oil  companies.  One  r( 
cent  innovation:  giving  subcontractor 
a  stake  in  projects  through  cost-savin 
incentives.  For  example,  bp  recentl 
struck  a  deal  with  British  contracting  g 
ant  Bovis  Construction  Group  to  buil 
1,000  service  stations  in  Europe.  Muc 
of  the  contractor's  payment  is  likely 
come  from  the  30%  savings  bp  is  e> 
pected  to  achieve  by  using  Bovis  rathe 
than  building  the  stations  itself. 

Yet  to  a  degree,  bp's  future  depend 
on  luck.  The  company  has  a  history  c 
erratic  performance  and  could  get  i 
trouble  again.  A  big  spill  in  a  sensitiv 
place  such  as  the  Shetlands  could  dam 
age  bp's  reputation,  much  as  the  198 
Exxon  Valdez  spill  hurt  Exxon.  In  pc 
litically  unstable  areas,  some 
Browne's  gambles  may  not  pay  off.  Fo 
now,  though,  he  seems  bent  on  push 
ing  the  envelope  in  the  oil  business. 

By  Stanley  Reed  in  London,  witi 
Gary  McWilliams  in  Houston 
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lobody  wants  to  finish  second.  That's  why  IKON  Office  Solutions5"  helps  you  compete  better.  By  offering  copier 
ystems  and  integrated  computer  networking  solutions.  By  managing  your  company's  mailroom  and  copy  center. 
,nd  by  handling  your  imaging  and  file  conversion  needs.  We'll  use  the  latest  technology  from  companies  like 
)ce,  Canon,  Microsoft,  IBM,  Sharp,  Ricoh  and  Compaq.  All  backed  by  IKON'S  custom  guarantee.  And  all 
esigned  to  help  your  company  do  one  thing.  Win.  To  help  your  company  come  in  first,  call  us  at  1-888-ASK-IKON. 


Work 
to  Win. 


www.IKON.com 
1-888-275-4566 


Microsoft  is  a  registered  trademark  of  Microsoft  in  the  U.S.  and  other  countries.  IBM  is  a  trademark  of  International  Business  Machines  Corporation.  Compaq  is  a  registered 
trademark  of  Compaq  Computer  Corporation.  All  other  brand  and  product  names  are  the  trademarks  of  their  respective  holders. 
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Introducing  the  AMD-K6 
MMX  processor 


What  you  kept 


your  power. 


You're  pursuing  the  entrepreneur's  dream.  You 
have  the  idea.  The  right  partners.  And  a  world  of 
stiff  competition.  What  your  start-up  needs,  then, 
is  a  head  start.  Introducing  the  AMD-K6™  MMX 
processor  The  most  awesome  engine  ever  built  for 
running  Microsoft  Windows®-based  PCs.  Consider 
the  facts:  It's  faster  than  a  Pentium  Pro.  With  MMX 
(multimedia  extensions)  instructions,  it  puts  a 
powerful  new  generation  of  multimedia  sound, 
video,  color  and  graphics  at  your  fingertips.  And 
does  it  affordably.  Better  performance  at  a  better 
value  —  just  what  you'd  expect  from  AMD.  After 
all,  we  have  some  pretty  stiff  competition  too.  Visit 
our  website  or  call  1-800-222-9323. 

AMDZ1 

www.amd.com 
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BUSINESS  GIVES 
CAREGIVERS  A  LEG  UP 

Its  new  tack:  Improving  quality  of  community  programs 


It  was  a  magnanimous  corporate  ges- 
ture— and  a  magnificent  white  ele- 
phant. On  the  northern  outskirts  of 
Rochester,  N.  Y.,  Wegman's  Food  Mar- 
kets Inc.  built  a  lavishly  furnished  day- 
care center,  ringed  by  playground  equip- 
ment, for  222  of  its  employees'  children. 
It  spent  up  to  $500,000  a  year  to  keep 
the  operation  going  before  figuring  out 
that,  at  best,  the  perk  served  just  1%  of 
workers.  Employees  had  to  drive  as  far 
as  20  miles  to  drop  off  their  kids,  and 
Wegman's  many  part-timers  didn't  need 
the  all-dav  service  the  center  was  set  up 
for. 

Wegman's  sold  off  its  center  last  year 
to  Care-a-lot  Child  Care  Inc.,  a  small 
local  operator.  Today,  the  facility  is  the 
focus  of  a  very  different  sort  of  corpo- 
rate largesse:  Instead  of  granting  mas- 
sive subsidies,  a  group  of  area  employ- 
ers underwrite  training  there.  Care- 
a-lot's  entire  staff  went  through  a  year 
of  classes  to  get  national  accreditation, 
and  one  teacher  gets  funding  to  attend 
college  classes  in  early  childhood  educa- 
tion. The  modest  aim  is  to  improve  em- 
ployees' child  care  by  producing  better 


ART  LESSON:  Child-care  provider 
Weinstein  got  $300  for  new  supplies 
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It's  about  redefining  luxury.  Putting  control  at  your  fingertips.  And  giving  ydu  an  abundance  of  power. 
This  is  the  supercharged  Bonneville-  by  Pontiac.  Combine  the  adrenaline  rush  of  its  240-horsepower  engine 
with  a  kind  of  luxury  that  doesn't  inhibit  your  feel  for  the  road,  and  what  you  have  is  a  bold  alternative 
to  traditional  luxury  ears.  an  alternative  that's  kicking  more  than  just  asphalt. 


(givers  who  stay  longer  in  their  jobs, 
'he  program,  called  Teach  Plus,  is 
nitiative  of  the  American  Business 
laboration  for  Quality  Dependent 
e  (abc),  a  consortium  of  22  compa- 
.  that  includes  Amoco,  at&t,  ibm, 
Mobil  as  well  as  Xerox  and  Kodak 
lochester.  In  1995,  abc  announced 
x-year  commitment  to  raise  $100 
ion  to  create  and  improve 
d  care,  after-school  care, 
elder  care  in  communities 
re  it  operates. 
MG  VIEW."  The  strategy 
■esents  a  telling  shift:  Busi- 
es hope  to  upgrade  their 
kers'  dependent  care  via 
grains  that  lift  quality  for 
yone,  employees  or  not.  "We're  tak- 
the  long  view,"  says  Marilyn  Tim- 
;,  Life  Cycle  program  manager  at 
ox  Corp.  A  stronger  community  "is 
ig  to  attract  good  workers."  In 
hester,  abc  members  are  spending 
),000  this  year  on  teacher  training, 
•iculum  development,  and  a  ware- 
;e  for  caregivers'  food  and  supplies — 
to  mention  truckloads  of  copier  pa- 
and  empty  film  canisters  for  crafts 
ects. 

s  a  human  resources  strategy,  so- 
id  community  development  is  both 
reven  and  problematic.  The  beneficial 
cts  are  diffuse,  and  the  payback  is 


hard  to  measure.  Although  early  proj- 
ects such  as  those  in  Rochester  have 
delivered  promising  results,  executives 
at  some  abc  participants  are  frustrated 
by  the  venture's  lack  of  accountability. 
The  absence  of  hard  data,  says  Joe  W. 
Layman,  Eastman  Kodak  Co.'s  director 
of  human  resources,  "is  one  shortcoming 
of  the  abc  model." 


But  employers  know  that  the  alter- 
natives are  more  expensive  and  no  sim- 
pler. Building  an  on-site  day-care  center 
such  as  Wegman's,  for  example,  requires 
at  least  $1  million  in  capital  and  just 
the  right  employee  demographics;  even 
then,  such  centers  serve,  at  most,  a  few 
hundred  workers.  Subsidizing  employ- 
ees' care  requires  similar  resources. 

abc's  efforts  are  more  modest:  Its 
members  commit  $800,000  a  year.  Dollar 
for  dollar,  though,  the  investment  serves 
far  more  employees.  In  Rochester,  for 
example,  65  home-based  child-care 
providers,  nominated  by  parents  who 
work  at  abc  companies,  get  training  in 


health  and  safety,  marketing,  and  com- 
municating with  parents.  It's  "far  more 
than  just  how  to  keep  your  fire  extin- 
guisher filled,"  says  provider  Terry 
Weinstein,  who  also  got  money  to  take 
an  art  class  and  $300  for  new  supplies. 
SATISFACTION.  What  do  abc  companies 
get  in  return?  Anecdotal  evidence  sug- 
gests that  community  development  can 
lift  the  bottom  line.  Exxon  Corp. 
employees  in  Baton  Rouge,  La., 
get  preference  for  in-home  sick- 
child  care,  which  abc  helped 
start,  so  they  spend  fewer  days 
away  from  the  office.  Xerox  en- 
gineer Don  Confarotta  stayed 
at  work  while  an  ABC-sponsored 
agency  called  Services  for  Se- 
niors took  his  elderly  stepfather  to  dai- 
ly radiation  treatments. 

Most  abc  companies,  though,  are 
looking  for  something  more  tangible, 
and  several  are  pressing  agencies  and 
providers  for  quantifiable  measures  of 
progress.  Kodak's  Layman  now  requires 
reports  detailing  how  many  employees 
participate  in  each  service  and  asks  day- 
care providers  to  send  parents  periodic 
satisfaction  surveys.  The  initiatives  may 
foster  better  services  for  Rochester — 
but  shareholders  still  want  a  bottom- 
line  result. 

By  Keith  H.  Hammonds  in 
Rochester,  N.Y. 


The  consortium's  reasoning: 
Lifting  the  quality  of  care 
lures  better  workers  to  the  area 


Gradall  Industries  Inc.  may  not  fit  your  idea  of  a  typ- 
ical hot-growth  company.  For  starters,  the  New 
Philadelphia  (Ohio)  company  was  founded  more 
than  50  years  ago.  And  while  many  small-cap  won- 
ders soar  by  riding  the  latest  high-tech  wave, 
Gradall  sells  giant  earthmovers  and  other  equipment 
used  in  highway  construction  and  on  building  sites. 

In  the  early  1980s,  Gradall  was  well  on  its  way  to  becom- 
ing just  another  Rust  Belt  relic.  Spun  off  from  AlliedSignal 
Inc.  in  a  1983  leveraged  buyout,  Gradall  had  withered  as  a  re- 
sult of  meager  investment  in  new  products.  And  intense 
competition  from  the  Japanese  cut  profits.  When  a  band  of 
former  International  Harvester  Co.  executives  took  over  in 
1985,  they  named  ex-Harvester  manufacturing  executive  Bar- 
ry Phillips 
president.  He 
improved  the 
quality  of 
Gradall's  ex- 
isting machines  and  began  pumping  millions  into  new  product 
development.  "The  opportunity  was  always  here,"  says 
Phillips,  who  became  ceo  in  1995.  "Somebody  just  had  to 
work  hard  enough  to  make  it  happen." 

The  hard  work  has  certainly  paid  off.  Earnings  at  Gradall 
have  skyrocketed  an  average  of  113%  annually,  to  $8.3  million, 
over  the  past  three  years,  while  return  on  capital  has  aver- 
aged a  stunning  72.7%.  And  steady  sales  growth  has  topped 
25%  annually,  to  hit  $141  million.  The  dynamic  mix  of  fast 
growth  and  red-hot  profits  was  enough  to  earn  Gradall  the 
No.  11  spot  on  business  week's  1997  list  of  the  100  fastest- 
growing  small  companies. 

That  combination  of  drive,  ingenuity,  and  agility  marks 
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They're 
smart,  they'r 
agile-and 
they're  piling 
up  earnings. 
Meet  the 
stars  of  the 
small-cap  set 


all  the  companies  on  busi- 
ness week's  1997  Hot 
Growth  list.  It  also  keeps 
them  charging  ahead  faster 
than  much  bigger  rivals. 
Sure,  many  giants  of  Cor- 
porate America  continue  to 
boast  impressive  gains.  But 
these  tiny  dynamos  still  put 
them  to  shame.  For  the 
past  three  years,  the  100 
companies  saw  average  an- 
nual sales  growth  of  57.2%, 
vs.  8.21%  for  the  Standard 
&  Poor's  Industrial  index.  Earnings  grew  133%,  vs.  22.389 
for  the  s&p,  while  return  on  capital  hit  32.5%,  vs.  12.2%. 
NICE  NICHES.  Unlike  Gradall,  many  of  these  superchargec 
superstars  are  cashing  in  on  the  high-tech  revolution.  Soft 
ware,  computer,  and  telecom  companies  alone  hogged  4 
spots.  "Any  company  that  helps  you  use  information  am 
knowledge  efficiently  will  be  hot,"  says  Thomas  L.  Doorlef 
III,  senior  partner  at  Boston-based  consultants  Braxtoij 
Associates,  which  develops  growth  strategies. 

That  includes  No.  1  Yurie  Systems  Inc.,  which  sells  equipl 
ment  that  allows  for  the  speedy  transmission  of  video,  voice 
and  data  over  satellite  and  phone  links.  Vitech  America  Inc 
(No.  2)  manufactures  PCs  in  the  north  Brazilian  town  of  II 
heus,  selling  many  direct  to  local  buyers.  And  i2  Technologies 
(No.  8)  makes  prepackaged  software  that  aids  supply-chaii 
management. 

Other  small  companies  are  capitalizing  on  Corporat< 
America's  drive  to  outsource.  General  Employment  Enter 
prises  (No.  15)  provides  computer  and  networking  workers 
for  the  financial-services  and  software  industries,  whil< 
Data  Processing  Resources  Corp.  (No.  16)  does  simila: 
staffing  for  the  health-care,  auto,  and  entertainment  indus 
tries.  Health  care — along  with  services  geared  to  the  aginj 
U.  S.  population — also  proved  lucrative.  Chad  Therapeutic! 
Inc.  (No.  32)  makes  portable  oxygen  units,  while  Help  a 
Home  Inc.  (No.  39)  provides  home  assistance  to  the  elderlj 

Yet  mining  a  hot  trend  isn't  the  only  route  to  success 
Others  have  found  lucrative  niches  following  only  their  en 
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Special  Report 


trepreneurial  instincts.  Firearms  Training  Systems  (No.  6) 
provides  systems  for  use  by  the  military  and  law-enforcement 
agencies  that  simulate  battlefield  action  or  dangerous  street 
arrests.  And  Apex  PC  Solutions  Inc.  (No.  3)  makes  cabinets 
that  help  network  managers  organize  their  computers. 

Still,  buyer  beware:  Although  many  thrived  operationally  last 
year,  small-companies — including  many  Hot  Growth  stars — 

saw  their  shares 
hammered.  Growth 
stocks  slid  deeply 
last  summer;  tech 
shares  in  particular  nosedived  as  Wall  Street  worried  about  rich 
valuations  and  the  impact  of  a  slowing  economy.  Says  John  W. 
Ballen,  portfolio  manager  of  mfs  Emerging  Growth  Fund: 
"1996  was  a  disaster  if  you  focused  on  small  growth  companies." 

To  cut  risks,  investors  poured  money  into  large  companies, 
which  were  generating  surprisingly  strong  earnings.  The 
combination  has  made  blue-chip  stocks  a  better  investment 
than  small  caps — and  given  small-cap  investors  a  jolting 
roller-coaster  ride.  It  wasn't  until  January  that  the  Russell 
2000  small-cap  index  made  up  for  its  summer  losses — then  it 
promptly  plunged  again  in  February  when  interest  rates 
rose.  Altogether,  the  s&p  500  has  rung  up  a  25%  gain  over  the 
past  12  months,  while  the  Russell  2000  is  up  just  2%.  Even 
many  Hot  Growth  companies  whose  sales  and  earnings 


I, 


sparkled  lagged.  Stocks  on  this  year's  list  traded  at  an  avei  li 
age  of  64.3%  of  their  52-week  highs,  while  the  s&P  500 
near  its  52-week  high. 

The  small-cap  correction  also  put  the  brakes  on  the  one 
sizzling  market  for  ipos.  According  to  s&p,  $49.2  billion  wa 
raised  last  year  in  the  ipo  market,  well  above  1995's  $31.1  bi 
lion.  But  the  pace  has  fallen  off,  with  only  $7  billion  raise 
through  April.  But  so  far,  venture  capitalists  haven't  fled:  Las 
year,  a  record  $6  billion  in  venture  funding  was  raised. 

Despite  the  disastrous  1996,  some  believe  small  caps  ma  A 
rebound.  "We've  already  felt  the  bulk  of  the  pain,"  says  Jac 
H.  Laporte,  manager  of  T.  Rowe  Price's  New  Horizons  Fun(  I 
A  capital-gains  tax  cut  looks  likely,  which  could  give  growt 
stocks  a  boost.  If  the  U.  S.  dollar  remains  strong,  earnings 
larger  companies  could  be  hit;  small  fry  are  generally  less  a  i  • 
fected  by  exchange  rates.  And  should  the  U.  S.  econom 
slow,  growth  stocks  may  regain  Wall  Street's  favor. 

Of  course,  even  if  the  market  picks  up,  there's  always  th 
risk  of  a  fall  for  these  dynamos  (page  104).  Some  may  stum 
ble  trying  keep  up  the  growth,  while  others  may  remain  to 
tied  to  one  trendy  product.  And  for  investors,  there's  th 
added  risk  of  picking  highfliers  while  Wall  Street  shuns  sue 
stocks.  But  for  those  able  to  ford  these  difficult  stream: 
potential  rewards  are  high  as  well. 

By  Amy  Barrett  in  Washingto 
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YURIE  SYSTEMS 

HIGH-TECH 
HOT  ROD 


Jeong  H.  Kim  has  always  been  in  a 
hurry.  The  36-year-old  Korean  im- 
migrant took  just  three  years  to 
complete  college.  He  later  finished  his 
PhD  in  reliability  engineering  in  just 
half  the  typical  four  years.  And  he  did  it 
while  working  full-time  as  an  engineer. 

So  it's  no  surprise  that  Yurie  Sys- 
tems Inc.,  the  Lanham  (Md.)  company 
Kim  founded  five  years  ago,  is  moving 
just  as  fast.  Topping  business  week's 
1997  Hot  Growth 
list,  Yurie — named 
after  one  of  Kim's 
two  daughters — has 
seen  revenues  grow 
an  average  of  385% 
annually  over  the 
past  three  years,  to 
$21.6  million  in 
1996.  Earnings  have 
been  even  stronger, 
rising  410%  annual- 
ly to  hit  $3.2  million  last  year. 
creativity.  The  secret  behind  the 
spurt:  The  company  makes  equipment 
that  transmits  voice,  video,  and  data 
over  phone  lines  as  well  as  satellite  and 
wireless  networks.  "I  would  never  be 
content  to  sit  on  the  sidelines,"  says 
Kim.  "I  wanted  to  create  technology." 

So  far,  that  creativity  has  been  a  hit 
with  Uncle  Sam.  Last  year,  96%  of 
Yurie's  sales  went  to  the  U.  S.  govern- 


GEARING  UP 

Uncle  Sam  loves 
Kim's  products, 
which  speed  up 
communication. 
Now,  he's  after 
commercial 
customers. 


ment  or  government  contractors.  In 
part,  that's  because  Kim,  who  served 
as  a  nuclear  submarine  officer  in  the 
U.  S.  Navy,  knew  what  the  military 
needed.  And  Yurie's  products — known 
as  asynchronous  transfer  mode  (ATM) 
access  equipment — have  proven  partic- 
ularly useful  at  speeding  military  com- 
munications systems  in  such  places  as 
Bosnia.  Yurie  also  got  a  big  hand:  Most 
were  sold  through  at&t,  which  has  ex- 


tensive government  sales.  To  gain  quid 
entree,  Kim  signed  an  exclusive  dea 
with  at&t  in  1995  to  market  Yurie' 
products  to  the  government. 

But  Kim  figures  Yurie  doesn't  need 
middleman  to  sell  commercial  buyers 
so  he  has  begun  pitching  his  product 
to  telecommunications  carriers  for  us< 
in  their  networks  and  those  of  corpo 
rate  customers.  In  1997's  first  quartei 
commercial  sales  hit  $3.5  million,  u] 
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$800,000  in  the  previous  quarter. 
11,  it's  likely  to  be  a  tough  fight, 
is  facing  off  against  such  stars  as 
i  Corp.  and  Cisco  Systems  Inc. 
f  are  going  to  have  to  fight  the 
j  of  gaining  recognition,"  warns 
las  L.  Nolle,  president  of  telecom 
ltants  cimi  Corp.  "The  next  year 
months  will  be  critical." 
A\  hurdles  don't  frighten  Kim,  who 
to  the  U.  S.  with  his  family  in 
In  his  first  year  at  Johns  Hop- 
Jniversity,  he  met  Kwok  L.  Li  and 
became  a  part-owner  of  Li's  com- 
-system  startup.  Kim  left  in  1982 


for  the  Navy  but  remained  an  investor 
until  the  company  dissolved  in  1985. 
The  relationship  continued:  Li  led  the 
team  that  invented  Yurie's  proprietary 
technology  and  is  now  Yurie's  president. 

Kim  started  Yurie  in  1992  while 
working  full-time  for  an  AlliedSignal 
Inc.  subsidiary.  Since  he  had  missed  the 
computer  revolution,  he  decided  to  focus 
on  communications.  With  no  formal 
training  in  the  area,  Kim  taught  himself 
the  technology.  He  financed  Yurie  al- 
most completely  by  himself,  going  as 
far  as  $400,000  in  the  hole  by  borrowing 
against  his  house  and  on  credit  cards. 


Not  anymore.  With  Yurie  stock  hov- 
eling around  its  February  initial  public 
offering  price  of  $12,  Kim's  56%  stake  is 
worth  some  $168  million.  And  he  has 
wooed  an  all-star  board  that  includes 
former  CIA  chief  R.  James  Woolsey,  ex- 
Secretary  of  Defense  William  J.  Perry, 
and  Kenneth  D.  Brody,  onetime  head 
of  the  Export- Import  Bank.  Despite  his 
success,  Kim  is  a  pragmatist  who  does 
not  rule  out  a  sale  of  Yurie.  "The  force 
of  consolidation  is  very  strong  in  this  in- 
dustry," he  notes.  But  for  now,  Kim  is 
gunning  for  the  big  boys. 

By  Amy  Barrett  in  Lanham,  Md. 


i  processing 
idiices 


LUNG  ALL 
OGRAMMERS 

Ihen  Mary  Ellen  Weaver,  chief  ex- 
Fecutive  of  Data  Processing  Re- 
'  sources  Corp.,  was  interviewing  a 
York  underwriter  she  hoped  would 
id  its  initial  public  offering,  she 
1  an  item  to  the  normal  ipo  agenda, 
d  we'd  better  move  this  along  be- 
I'm  pregnant,"  she  recalls.  "They 
ed,  so  we  just  dropped  them." 
saver,  45,  soon  found  a  new  under- 
r  and  did  the  investor  road  show — 
setings  in  three  weeks — while  she 
seven  months  pregnant.  By  the 
the  Newport  Beach  ( Calif.  )-based 
went  public  on  Mar.  5  last  year, 
PO  was  nearly  20  times  oversub- 
ed — and  ceo  Weaver  had  given 
to  a  new  public  company.  Her  son 
>orn  two  months  later, 
iaver  hasn't  slowed  down  since, 
a  staffing  agency  that  places  corn- 
professionals,  remains  on  a  tear.  In 
ast  year,  it  has  acquired  computer 
ng  companies  in  four  states  and 
}d  offices  in  four  more.  For  the  fis- 
cal- ended  last  July,  earnings  were 
nillion  on  sales  of  $58.1  million,  and 
th  has  sped  up  since.  For  fiscal 
analysts  expect  dprc,  No.  16  on 
jess  week's  Hot  Growth  list,  to 
$6.6  million  on  sales  of  $113  million. 
t  RESPONSIVE."  In  1985,  Weaver 
working  at  xxcal  Inc.,  an  Orange 
ty  information-technology  staffing 
when  a  colleague,  Tom  Ballantyne, 
)ached  her  about  starting  a  busi- 
together.  Although  the  onetime 
ilteacher  had  to  be  talked  into  the 
she  never  looked  back,  dprc  grew 
lily,  thanks  to  soaring  demand 
lainframe  computer  programmers 
other    information  specialists. 


Onetime  schoolteacher  Weaver  is  gobbling  up 
computer-staffing  firms  all  over  the  country 

Weaver's  insistence  on  strong  customer 
services  made  the  firm  a  standout.  Says 
Gerald  L.  Abbott,  manager  of  auto  sales 
and  distribution  systems  at  American 
Honda  Motor  Co.,  dprc's  first  customer: 
"Maiy  Ellen  is  very  responsive,  and  she 
takes  a  lot  of  personal  interest  in  our 
business." 

In  the  early  1990s,  the  highly  frag- 
mented, $12  billion  info-tech  staffing  in- 
dustry began  to  consolidate,  with  large 
agencies  snapping  up  tiny  mom-and-pop 
shops.  Broad-based  temp  companies  such 
as  Accustaff  Inc.  and  Interim  Services 
Inc.  also  bought  in,  attracted  by  fast 
growth  and  fat  margins.  Weaver  knew 
she  faced  a  choice:  Either  bulk  up  or 
bail  out.  In  early  1994,  Weaver  bought 
Ballantyne's  stake  for  $5  million. 

But  Weaver  knew  she  couldn't  go  it 


alone.  So,  like  many 
others  on  the  1997 
Hot  Growth  list,  she 
brought  in  profes- 
sional management. 
Weaver  hired  David 
M.  Connell  from 
New  York  City- 
based  investment 
fund  Welsh,  Carson, 
Anderson  &  Stowe 
as  a  consultant,  nam- 
ing him  president  in 
1994.  Connell,  who 
had  assisted  in  the 
buyout  of  Ballantyne, 
helped  Weaver  refi- 
nance the  company 
and  take  it  public. 
Weaver  now  spends 
most  of  her  time  on 
sales  and  marketing. 

Today,  dprc's  goal 
is  to  buy  one  com- 
pany  and   open  a 
branch  each  quarter. 
It  is  looking  at  tar- 
gets in  the  eastern 
U.  S.  and  is  trying  to 
build  on  its  strength 
in   mainframe  pro- 
grammers, increas- 
ingly in  demand  as 
companies  scramble  to  reconfigure  their 
computers  for  the  year  2000.  "If  we 
wait,"  Connell  says,  "it  will  be  too  late  to 
acquire  the  top-quality  companies." 

Besides  diversification,  dprc  also 
hopes  to  boost  its  higher-margin  offer- 
ings. In  acquiring  Dallas-based  Lear- 
data  Info-Services  Inc.  in  January,  dprc 
gained  programmers  familiar  with  fault- 
tolerant  systems,  used  in  airline  reser- 
vations and  other  systems  that  must  al- 
ways function.  Investors  seem  plenty 
impressed.  With  dprc's  stock  now  trad- 
ing at  around  21%,  up  from  the  $14  ipo 
price,  it's  no  wonder  that  a  secondary 
offering  to  raise  $40  million  this  year 
was  oversubscribed  again.  Weaver's  cor- 
porate baby  is  growing  up  fast. 

By  Larry  Armstrong 
in  Newport  Beach,  Calif. 
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AT&T  helps  you  select  the 
web  hosting  services  that  fit 
you  best.  And  we  handle  the 
management  and  support, 
so  you  get  all  the  hustle  of 
the  Internet,  with  none  of  the 
hassle.  Open  a  storefront  on 
the  Internet  with  the  most 
powerful  network  in  the  world. 
For  more  information,  visit  us  at 
www.att.com/easycommerce/ 
or  call  I  800  598-9283. 


this  on  for  size.  AT&T  Web  Site  Services  can  help  your  business  get  up 
running  on  the  Internet  in  a  way  that's  taiior-made  for  your  company. 


It's      all      within      your  reach 


R6CKSH0X 


CYCLING'S 
EASY  RIDERS 

Tucked  in  a  Silicon  Valley  industrial 
park,  RockShox  Inc.  could  be  an- 
other ultrahip  Internet  provider. 
But  the  parking  lot,  where  an  employee 
test-drives  a  mountain  bike,  makes  clear 
that  this  is  a  local  success  story  with  a 
difference.  The  speed  bumps  that  line 
the  lot  are  a  product-development  tool. 

RockShox  makes  high-end  bike  com- 
ponents such  as  front-suspension  forks, 
one  of  the  hottest  products  in  moun- 
tain biking.  In  eight  years,  the  San  Jose 
(Calif.  )-based  company  has  become  the 
world  leader  in  bike  suspension — bounc- 
ing to  No.  17  on  business  week's  Hot 
Growth  list.  For  the  fiscal  year  ending 
in  March,  pro  forma  earnings  rose  37%, 
to  $14.2  million,  on  sales  up  27%,  to 
$106  million. 

RockShox'  story  is  the  envy  of  gi- 
ants. Paul  Turner,  37,  and  Stephen  W. 


Special  Report 


Simons,  42,  were  teenage  friends  who 
loved  motorcycles.  Turner  worked  for 
Honda  r&d  North  America  Inc.,  and  Si- 
mons started  a  motorcycle-parts  busi- 
ness. In  the  late  1980s,  Turner  tried 
mountain  biking  and  was  astonished  by 
the  teeth-chattering  jolts  he  suffered. 
So  he  built  a  shock  absorber  in  his 
garage — an  "ugly  thing  drooling  oil," 
says  Simons,  who  soon  teamed  up  with 
his  pal.  With  Simons  taking  the  ceo's 
slot  and  Turner  focused  on  developing 


NOT-SO-VICIOUS  CYCLE 

Gearhead  Simons  aimed  to  take  some 
the  shock  out  of  mountain  bikes 

technology,  their  break  came  in  1990, 
when  the  winner  of  the  tony  NORBA  Na- 
tionals race  rode  a  RockShox  fork. 

The  product  became  a  must  for  seri- 
ous gearheads  and  quickly  attracted  ri- 
vals. But  through  Turner's  marketing 
hustle — he  won  endorsements  from  top 
racers  and  produced  slick  graffiti-based 
ads — and  Simons'  focus  on  manufactur- 
ing, they've  outflanked  big  bike  makers. 
Focusing  on  their  own  brand,  they  also 
resisted  pressure  from  the  big  guys  to 
make  private-label  shocks.  With  odd 
product  names  like  Indy  and  Sid,  Rock- 
Shox developed  a  "cult  following,"  says 
Jackson  Lynch,  a  spokesman  for  Wis- 
consin-based Trek  Bicycle  Corp.  "Peo- 


ple ask  for  bikes  with  RockSh 
forks.  Their  name  is  incredibl 
Today,  RockShox  suppli 
about  60%  of  all  bike  suspensio 
which  are  featured  on  just  1 
of  mountain  bikes,  mostly  tho 
priced  above  $650.  Two-thirds 
sales  are  to  bike  makers  li 
Trek  and  gt  Bicycles  Inc.  Roc 
Shox  also  sells  componen 
through  bike  dealers,  and  abo 
60%  of  sales  come  from  abro 
David  L.  Rose  of  Los  Angel 
based  brokerage  firm  Jefferies 
Co.  expects  1998  sales  to  n 
18%,  with  earnings  up  anoth 
16.5%,  to  $16.5  million. 
"CUTTING  METAL"  So  far,  thou 
RockShox'  investors'  ride  has  be 
a  bit  too  smooth.  Since  it  we 
public  last  September,  the  com 
ny's  stock  has  hovered  near 
initial  public  offering  price  of  $ 
Simons  realizes  RockShox  lik 
will  never  match  his  cyber  nei 
bors'  multiples.  "We're  a  Ru 
Belt  kind  of  company,"  he  laugr 
"We're  cutting  metal."  But  he 
borrow  from  them  where  he  ca 
Forks  in  his  San  Jose  plant  spin  off 
assembly  line  he  bought  from  Steve 
Jobs's  now-defunct  NexT  Software  Ir 
plant  for  a  few  dimes  on  the  dollar. 

To  boost  growth,  RockShox  is  movii 
into  road  bikes  and  disc  brakes,  tryii 
to  build  market  share  for  its  rear-su 
pension  forks,  and  slowly  expanding  in 
cycling  clothing.  Simons  also  wants 
lower  manufacturing  costs  so  that  1 
can  put  suspensions  on  bikes  in  the 
to  $600  range,  too.  Now,  RockShox  mu 
appeal  to  those  who  are  simply  smoot 
ing  the  trip  to  the  local  latte  parlor- 
without  diluting  its  magical  name. 

By  Joan  O'C.  Hamilti 
in  San  Jose,  Cal 


of 


FORRESTER  RESEARCH 

SASSY,  QUIRKY, 
AND  RICH 

A cultlike  initiation  rite  awaits  the 
analysts  who  make  it  through  For- 
rester Research  Inc.'s  notoriously 
tough  hiring  process.  After  novices 
write  their  first  reports,  they  are  led 
blindfolded  into  a  candlelit  conference 
room.  Their  most  controversial  opinions 
are  read  aloud  to  the  cheers  and  jeers 
of  80  fellow  analysts.  The  brainy  ritual 
climaxes  when  the  rookie's  forehead  is 
emblazoned  with  a  check  mark — the 
symbol  atop  Forrester's  reports. 

With  its  reputation  for  taking  con- 


troversial stands  and  its  quirky  cultur 
Forrester  often  seems  more  like  a  fr 
ternity  of  smart  alecks  than  one  of  tl 
nation's  most  influential  technology  r 
search  firms.  "We  all  gave  our  thir 
grade  teachers  a  lot  of  trouble,"  sa; 
Chairman,  ceo,  and  President  Georj 
F.  Colony.  Yet  behind  the  sassy  vene 
lies  a  trusted  adviser.  While  compani 
spend  $600  billion  a  year  on  computei 
software,  and  network  products,  th< 
spend  just  $600  million  learning  how 
integrate  informatii 
technology  into  tht 
business  strategie 
"That  kind  of  ir 
balance  is  drivii 
our  business,"  sa; 
Colony,  43. 

And  what  a  drr 
it's  been.  The  Car 
bridge,  Mass.-bas< 


BRAINY 

Colony  turned 
corporate 
technophobia 
into  a 
$25  million 
business 
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Can  your 


MONEY  MANAGER 


say  that? 


Before  anyone  promises  you  the  world,  make  sure 
they  have  the  resources  to  deliver  it.  Many  groups  offer 
international  mutual  funds.  But  managing  those  funds 
demands  more  than  just  long-distance  telephone  calls. 
It  requires  a  large  staff  of  investment  professionals  in 
place  where  the  action  is.  Experts  with  high-level 
contacts  in  local  markets.  And  reliable  sources  for 
up-to-the-minute  information.  At  Putnam,  we 
have  more  than  25  years  of  experience  in  overseas 
investing.  And  we  know  how  much  U.S.  companies 
and  stocks  are  affected  by  changes  in  industries  and 
markets  abroad.  That's  why  we  have  hundreds  of 
financial  professionals  working  worldwide  to 
analyze  and  recommend  investments.  Together, 
they  manage  over  $170  billion  in  assets  around  the 
globe.  So  when  you're  asking  for  professional  advice 
about  mutual  funds  or  institutional  portfolios,  ask 
about  Putnam.  As  our  headline  states,"we  understand 
what  it  takes  to  invest  globally."  And  that's  something  a 
lot  of  money  managers  would  have  a  hard  time  saying. 


TIME-HONORED      TRADITION      IN      MONEY  MANAGEMENT 


PUTNAM 

INVESTMENTS 


fcOSTON'tONDON'TOKYO 


sets  under  management  include  mutual  funds  and  institutional  clients.  International  investing  involves  certain  risks,  such  as  economic  instability,  currency  fluctuations, 

and  political  developments.  For  more  information  about  the  Putnam  Family  of  Funds,  including  investment  policies,  charges,  and  expenses, 
isk  your  financial  advisor  for  a  free  prospectus.  Please  read  the  prospectus  carefully  before  you  invest  or  send  money.  Putnam  Mutual  Funds  Corp.,  Member,  NASD. 


company's  revenues  rose  71%  in  19%,  to 
$25  million,  while  pro  forma  profits  more 
than  doubled,  to  $2.8  million.  That 
helped  propel  Forrester  to  the  No.  13 
spot  on  business  week's  Hot  Growth 
list.  Analyst  Victor  E.  Mandel  of  Gold- 
man, Sachs  &  Co.  thinks  Forrester's 


Special  Report 


earnings  will  rise  another  89%,  to  $5.3 
million  this  year,  on  sales  up  46%. 

Colony,  the  son  of  a  textile  mill  own- 
er, got  a  taste  of  market  research  while 
writing  his  Harvard  undergraduate  the- 
sis on  political  polls.  After  working  as  a 
paralegal  and  hating  it,  Colony  spent 
four  years  at  technology  consultant 
Yankee  Group  Inc.  In  1983,  Colony  de- 
cided to  go  it  alone,  founding  For- 
rester— his  middle  name — with  $10,000 
in  savings.  Today,  Forrester's  890 


clients,  including  such  heavyweights  as 
General  Electric  Go.  and  IBM,  pay  up  to 
$130,000  a  year  for  help  navigating  the 
technology  maze. 

What  sets  Forrester  apart  from  oth- 
er rivals,  including  the  much  larger 
Stamford  (Conn.)-based  Gartner  Group, , 
is  its  willingness  to  take  strong  posi- 
tions on  the  importance  of  new  tech- 
nologies. "Forrester  gives  us  opinions," 
says  Colin  Crook,  chief  technical  officer 
of  Citibank.  "They  don't  weasel-word 
their  way  out  of  it." 
WILD  RIDE.  Forrester  was  among  the 
first,  for  example,  to  predict  the  rise  of 
intranets.  It  also  was  an  early  believer 
in  push  technology,  which  brings  target- 
ed information  directly  to  a  PC.  Still,  the 
company  does  occasionally  get  it  wrong. 
Colony  advised  his  clients  to  buy  IBM's 
disappointing  os/2  operating  systems  and 
in  1992  said  that  Sybase  Inc.'s  System 
10  database  would  be  a  huge  hit.  In- 


stead, says  Colony,  "it  was  a  disastel 
Clients  don't  seem  worried:  Last  yea 
Forrester's  retention  rate  rose  from  71 
to  74%.  And  fees  it  earned  for  the  7( 
odd  surveys  it  does  a  year — on  topi 
ranging  from  Internet  home  banking 
the  best  corporate  finance  software 
grew  68%,  to  $30  million. 

Despite  its  success,  investors  ha 
had  a  wild  ride  since  last  Novemb 
when  Forrester  went  public  at  $16 
share.  Though  the  stock  nearly  double 
to  29,  by  late  January,  it  got  caught 
the  technology  sector's  sharp  sell-off 
February  and  now  trades  around 
That  affects  both  Colony,  who  owns  75 
of  the  shares,  and  his  analysts,  since 
says  the  ipo's  primary  purpose  was 
give  them  a  stake.  Watching  the  tick 
may  become  one  more  shared  ritual  tl 
helps  bond  his  outspoken  team. 

By  Paul  C.  Jug 
in  Cambridge,  Ma 


SEACHAHGE 
INTERNATIONAL 


CABLE  ADS,  BY 
SPECIAL  DELIVERY 

In  Chicago,  where  basketball's  Bulls 
are  king,  broadcaster  Jones  Intercable 
Inc.  has  trouble  getting  companies  to 
advertise  during  hockey  games.  But  in 
late  April,  when  the  Chicago  Black- 
hawks  surprised  everyone  by  taking  the 
defending  National 
Hockey  League 
champion  Colorado 
Rockies  to  six 
games,  the  cable  op- 
erator whipped  to- 
gether ad  packages 
in  less  than  a  day — 
with  no  advance 
commitments  from 
sponsors.  The  slots 
— which  would  oth- 
erwise have  run  public-service  an- 
nouncements— became  moneymakers. 

For  that,  Jones  has  SeaChange  In- 
ternational Inc.,  No.  22  on  business 
week's  Hot  Growth  list,  to  thank.  The 
four-year-old  company  makes  software 
that  puts  ads  into  digital  form,  along 
with  video  sewers  that  store  the  data  in 
a  central  location.  Says  Kevin  Dowell, 
Jones's  group  advertising  director:  "I 
can  call  advertisers  in  the  morning  and 
get  their  ads  on  the  air  in  the  after- 
noon." That's  not  all:  SeaChange's  tech- 
nology also  allows  cable  operators  to 
target  viewers  by  running  dozens  of 
different  ads  simultaneously  in  one  area. 


DIGITAL  AGILITY 

Styslinger's 
technology  lets 
broadcasters 
run  different 
ads  for  different 
audiences 
simultaneously 


That  means  they  can  sell  the  same 
space  many  times  over,  since  a  couple  in 
Chicago's  swanky  suburbs  might  see  an 
ad  for  a  nearby  bakery  while  someone 
downtown  sees  a  spot  for  a  local  rib 
joint.  Dowell  says  the  system  has  boost- 
ed Jones's  revenue  by  10%. 
CASH-STRAPPED.  He's  not  alone.  Soaring 
demand  from  cash-strapped  cable  oper- 
ators more  than  doubled  1996  revenues 
at  the  Acton  (Mass.)  company,  to  $49 
million,  while  earnings  tripled,  to  $4.3 
million.  Says  President,  CEO,  and  Chair- 
man William  C.  Styslinger,  50:  "We're 
getting  in  at  the  right  time." 

Like  many  other  new  companies, 


SeaChange  is  a  product  of  downsizi 
Styslinger,  an  applied  math  major 
college,  headed  the  fledgling  cable  u 
at  Digital  Equipment  Corp.  in  the  esM 
'90s.  There,  he  helped  develop  the  te 
nology  for  storing  video  and  moving 
over  computer  networks.  But  in  19! 
dec  slashed  the  unit's  funding. 

Styslinger  says  dec's  cutbacks  I 
him  "disenchanted."  So  he  jumped  sh 
forming  SeaChange  in  1993.  The  D 
unit's  core  engineering  team  soon  1 
lowed.  Today,  SeaChange's  software  a 
storage  computers  are  installed  at  6 
cable  TV  channels  in  the  U.  S.  Tha 
roughly  65%  of  the  channels  curren 
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Network  Superiority 


There's  a 

different 

kind  of 

Internet 

network. 

Where 

compromise 

is  not  an  option. 

innovation 

never  stops. 


When  you're  operating  a  network  built  exclusively  to  meet  the 
demands  of  business,  you  can't  be  anything  less  than  fanatical 
about  technology  and  service.  You  create  an  advanced 
architecture  for  unrivaled  performance,  and  room  for  growth. 
You  make  it  fully  redundant  for  maximum  reliability.  You  deliver 
unmatched  local  access  with  over  850  points-of-presence. 
Then  you  get  the  best  minds  in  the  business  to  monitor 
and  support  the  network  around-the-clock.  At  UUNET,'"' 
we're  continuously  redefining  what  business-class 
Internet  access  means.  Is  this  obsession?  Perhaps.  But  it's 
why  more  companies  choose 
us  than  any  other  Internet 
provider  Call  1  800  265  0479 
www.uu.net/bw13 


And 


3  206  5600  Web  Hosting.:  1  800  258  4039  VARs/Resellers:  +1  703  208  5269 

UUNET  Technologies,  Inc.,  a  subsidiary  of  WorldCom,  Inc 
ts  reserved.  The  UUNET  logo  is  a  registered  trademark. 


THE  INTERNET  AT  WORK 


Things  we've  noti<g 

There's  a  safe  was 


HUGO.  41  years  as  a  human 
cannonball.  ()  major  injuries 


Dual  air  bags:     -  Anti-lock  brakes.     -  Rugged  steel  safety  cage.  -Side-g 


Exceeds  Federal  standards  for  front  barrier  and  side  impacts.  -Look! 


It  even  won  the  IV 


The  All  New  Malibu.  The  Car  You  Kn< 


tMSBP  includes  dealer  prep  and  destination  charge.  Tax.  license  and  optional  equipment  additional.  'Always  we 


it  Americans: 

doing  everything. 


earns.     -Crush  zones  front  and  rear.     -Child  security  rear  door  locks 

997  Car  of  the  Year  Award!     •  1800  New  Malibu     •www.chevrolet.com/maIihu    •  $15,995* 


?rica  Could  Build.  ^§  Genuine  Chevrolet 


th  air  bags.  Chevy  and  Malibu  are  trademarks  of  the  GM  Corp.  ©1997  GM  Corp  Buckle  up.  America!1*]' 


equipped  for  digital  ad  insertion.  With 
about  80,000  cable  channels  in  the  U.  S., 
plenty  of  potential  remains.  That  helped 
SeaChange  go  public  last  November  at 
$15  a  share.  The  stock  exploded  to  39^, 
then  fell  to  about  12  in  February's  tech 
sell-off  before  recovering  to  about  17M. 

Despite  the  financial  vise  that  is 
squeezing  big  cable,  SeaChange  is  still 
atop  many  operators'  shopping  lists.  Cus- 


tomers include  tci  Time  Warner  and 
Nynex,  which  hope  to  use  the  technology 
for  such  things  as  pay-per-view  movies. 
"SeaChange's  machines  produce  revenue 
for  the  cable  operators,"  says  analyst 
Philip  C.  Ruepel  of  Alex.,  Brown  &  Sons 
Inc.  He  thinks  SeaChange  will  earn  $7.7 . 
million  this  year  on  sales  of  $78  million. 

SeaChange's  success  has  invited  com- 
petition— including  dec,  which  reentered 


the  business  in  1994 — and  Sony  Corl 
which  struck  a  deal  with  software  rbl 
Channelmatic  Inc.,  a  subsidiary  of  Intl 
Net  Inc.,  last  May.  To  diversify,  Stl 
linger  says  SeaChange  will  expand  I 
offerings  to  include  bigger  packagl 
such  as  movies.  With  follow-on  prol 
ucts  like  that,  little  SeaChange  just  ml 
be  able  to  keep  its  rivals  at  bay. 

By  Paul  C.  Judge  in  Acton,  Mam 


POWERWAVE 
TECHNOLOGIES 


PUMP  UP 
THE  VOLUME 


At  the  end  of  sixth  grade,  Alfonso  G. 
Cordero  left  his  Mexico  City  school 
to  work  as  an  auto  mechanic.  He 
hated  it,  and  spent  most  of  his  time 
daydreaming  about  life  in  the  U.  S., 
where  his  father  lived.  Cordero's  im- 


Special  Report 


pression  nf  I'.S.  life  came  from  Tom  & 
Jerry  cartoons — with  their  orderly 
homes  and  well-groomed  lawns.  When 
Cordero  was  15,  his  daydreams  came 
to  life:  His  father  brought  him  and  two 
younger  brothers,  none  of  whom  had 
English  language  skills,  to  Long  Beach, 
Calif. 

With  such  a  rough 
start,  anyone  predicting 
that  Cordero,  now  57, 
would  be  living  the 
American  Dream  would 
have  been  told  they 
were  confusing  reality 
with  Looney  Tunes.  But 
that's  what  Cordero  is 
doing:  His  company, 
Powerwave  Technolo- 
gies Inc.,  racked  up 
earnings  of  $7.6  million 
last  year,  a  70%  rise,  on 
revenues  of  $60  million, 
up  67%.  That  earned 
the  Irvine  (Calif.)  mak- 
er of  power  amplifiers 
for  cellular  phones  the 
No.  5  spot  on  business 
week's  list  of  Hot 
Growth  companies. 

Most  of  Powerwave's 
earnings  come  not  from 
the  U.S.  but  from 
South  Korea,  one  of  the 
first  countries  to  imple- 
ment a  nationwide  digi- 
tal cellular  phone  sys- 


tem. Powerwave  has  80%  of  the  Korean 
market  for  power  amplifiers,  which 
boost  the  phone  signals  sent  from  so- 
called  base  stations  and  extend  the  talk- 
ing range  of  cellular  phones.  The  com- 
pany's success  there  is  no  coincidence:  A 
Powerwave  engineer  who  is  a  Korean 
immigrant  introduced  Cordero  to  op- 
portunities in  his  home  market.  Now, 
more  than  80%  of  Powerwave's  sales 
come  from  Korean  companies,  including 
lg  Information  &  Communications  and 
Hyundai  Electronics  Industries. 
BIG  CUSTOMERS.  To  diversify  his  cus- 
tomer base,  Cordero  is  lining  up  deals 
with  the  big  companies  that  will  build 
digital  cellular  systems  in  the  U.  S.  On 
Feb.  27,  Powerwave  inked  a  two-year 
purchasing  agreement  with  BellSouth 
Cellular  Corp.  While  some  big  infra- 
structure suppliers,  such  as  L.  M.  Erics- 
son Telephone  and  Motorola,  make  their 
own  power  amps,  many  use  outsiders. 
"There's  a  lot  of  demand  for  these  prod- 
ucts with  the  buildout  of  the  [wireless] 
infrastructure,"  says  Eric  Efron,  co-man- 
ager of  the  San  Antonio-based  usaa 
Aggressive  Growth  Fund. 


After  finishing  high  school,  CordJ 
was  trained  as  an  engineer  by  the  U.I 
Air  Force.  Later,  he  worked  for  a  ml 
tary  subcontractor  in  Vietnam  and  I 
electronics  company  on  Long  Islaii 
Once,  on  a  job  building  ground-to-J 
base  stations,  Cordero  needed  powl 
amplifiers.  Horrified  by  their  cost,  I 
vowed  to  build  a  cheaper  one.  To  I 
that,  he  started  what  is  now  PowJ 
wave  in  1985  with  a  since  deceasl 
partner  who  wouldn't  leave  Californl 
So  Cordero  moved — while  his  wife  kel 
her  job  with  NCR  Corp.  in  HauppauJ 
N.  Y.,  and  commuted  to  California  evel 
other  weekend. 

After  10  years  as  chief  executi\l 
Cordero  brought  in  professional  mal 
agement.  "As  the  company  grew,  \J 
needed  planning,  and  a  better  organia 
tion,"  says  Cordero.  "I  couldn't  col 
tribute  that."  Last  year,  he  hired  I 
ceo  Bruce  C.  Edwards,  ex-CFO  of  P| 
maker  AST  Research  Inc.,  and  becarl 
chairman.  Edwards  took  Powerwaj 
public  last  December  at  11^,  and  ti 
stock  is  now  trading  at  about  19%.  Arl 
lysts  think  that  1997  earnings  will  iji 
crease  another  58%  tH 
year,  to  $12  million,  1 
sales  up  55%,  to  $1 
million. 

But  Cordero  hasil 
forgotten  his  roots.  1 
his  350  employees,  mol 
than  half  are  imni 
grants,   mostly  frol 
Vietnam.  That's  jul 
fine  with  Cordero,  wl 
knows   firsthand  t] 
lure  of  the  Americ; 
Dream.  And  he  doesi 
mind  spreading 
around. 

By  Larry  Armstroi 
in  Irvine,  Calif. 

POWER  SURGE 

Cordero  has  80%  of 
the  market  for 
power  amplifiers  in 
South  Korea,  amon, 
the  first  countries  t 
build  a  nationwide 
cell-phone  system 
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's  about  more 

than  color  proofing 


It's  about  • 

your  image  ■ 

We're  thinking  what  you're  thinking: 

your  image  is  on  the  line  every  day.  At  Imation,  we 
understand.  We're  a  brand  new  $2.2  billion  world  leader 
in  information  and  imaging  (NYSE  symbol:  IMN),  and 
our  business  includes  the  former  Printing  and  Publishing 
business  and  worldwide  service  organization  you  knew 
with  3M.  Our  Matchprint"  and  Rainbow"  color  proofing 
solutions  are  known  worldwide  as  tools  that  let  the  true 
beauty  of  your  work  shine  through.  And  who  can  ask  for 
a  better  image  than  that?  Call  1-888-466-3456  or  see 
http://www.imation.com  and  find  out  what  makes  Imation 

a  world  leader  in  color  proofing. 


IMATION 

Borne  of3M  Innovation 


THE  GLASS  OF  °95:  WHERE  ARE  THEY  NOW? 


N 


Iot  long  ago,  investors  in  Happi- 
ness Express  Inc.  were  having  a 
lovefest.  Its  first  hit  product,  a 
flashlight  decorated  with  Barney  the 
dinosaur,  put  the  toymaker  on  the 
fast  track  in  1994.  When  Barney- 
related  products  headed  for  extinc- 
tion, Happiness  came  up  with  an 
even  bigger  smash:  a  line  featuring 
the  Mighty  Morphin  Power  Rangers. 
With  reported  earnings  of  $7.1  mil- 
lion on  sales  of 


DERAILED 

Happiness 
Express'  Isaac 
and  Joseph 
Sutton  with  pals 
before  sales  of 
their  toys 
plummeted 


$60  million  for  the 
year  ended 
March,  1995,  the 
New  York  compa- 
ny topped  BUSI- 
NESS week's  1995 
Hot  Growth  list. 

Then  the  Dis- 
tress Express 
pulled  in.  When 
Power  Rangers 
sales  began  to  sputter,  founder 
Joseph  A.  Sutton  and  his  brother, 
Isaac,  ran  out  of  steam.  Says  analyst 
Sean  P.  McGowan  of  Gerard  Klauer 
Mattison  &  Co.:  "Nothing  was  there 
to  bail  it  out." 


Special  Report 


Soon,  Happiness  Express  complete- 
ly derailed.  In  May,  1996,  Coopers  & 
Lybrand  withdrew  their  auditors  re- 
port for  fiscal  1995,  citing  the  need  for 
a  revision  of  Happiness'  financial 
statements.  And  according  to  compa- 
ny documents,  the  U.  S.  Attorney's  of- 
fice in  Manhattan  and  the  Securities 
&  Exchange  Commission  have  begun 
investigations  of  the  company  for  fi- 
nancial irregularities.  In 
September,  Happiness 
filed  for  Chapter  11,  al- 
though its  case  was  lat- 
er dismissed  from  bank- 
ruptcy court.  The 
company  no  longer 


can  be  gargantuan — but  so  are  the 
risks.  That's  even  truer  for  investors. 
As  a  group,  the  Class  of  1995's  total 
return  over  the  past  two  years  was 
negative  4.5%,  compared  with  the 
Russell  2000  index'  33%. 
TOO  MUCH  WINE.  Why  the  poor  per- 
formance? Investor  favorites  must 
meet  rocketing  expectations  while 
trying  to  grow  off  a  larger  base.  One 
slipup  brings  a  rapid  sell-off,  especial- 
ly from  momentum  sellers  who  evapo- 
rate in  a  heartbeat. 

Take  direct-mail  wine  seller  Geer- 
lings  &  Wade  Inc.  Ranked  No.  7  in 
1995,  its  stock  has  fallen  78%— from 
16  to  a  recent  3&  As  sales  took  off, 
the  company  bought  more  wine  than 
it  could  sell  It  lost  $677,000  in  1995, 
prompting  co-founder  and  ceo  Phillip 

HOW  INVESTORS  FARED 


THE  1995  WINNERS- 
TWO-YEAR  TOTAL  RETURN 


.AND  THE  LOSERS 

TWO-YEAR  TOTAL  RETURN 


operations.  The  SEC, 
U.  S.  Attorney's  office, 
Coopers  &  Lybrand, 
and  the  Suttons  or  their 
lawyers  all  refused  pub- 
lic comment  or  didn't 
return  repeated  calls. 

It's  a  sobering  lesson. 
While  many  highfliers 
mature  into  healthy 
companies,  some  fizzle 
quickly.  The  rewards 


APOLLO  GROUP 

341.8% 

NETWORK  SIX 

-95.7% 

SAFESKIN 

251.0 

BOLLINGER  INDUSTRIES 

-91.0 

ELECTRONICS  FOR  IMAGING 

245.1 

NETMANAGE 

-85.3 

NOBILITY  HOMES 

233.9 

RIVER  OAKS  FURNITURE 

-83.7 

ENCAD 

212.8 

FTP  SOFTWARE 

-82.9 

NATIONAL  TECHTEAM 

175.6 

GEERLINGS  &  WADE 

-78.1 

JACK  HENRY  &  ASSOCIATES 

161.0 

NOBLE  ROMAN'S 

-78.0 

PMT  SERVICES 

159.1 

W0NDERWARE 

-72.5 

EMPLOYEE  SOLUTIONS 

141.4 

EIS  INTERNATIONAL 

-70.5 

HIRSCH  INTERNATIONAL 

140.1 

TRANSMEDIA  NETWORK 

-67.4 

D.  Wade  to  step 
down.  In  the  seven 
months  since  Jay  L. 
Essa  of  e&j  Gallo 
Winery  assumed 
command,  he  has 
pared  inventory  and 
cut  staff  by  11%. 
"The  company  will 
be  running  on  all 
cylinders  by  late 
this  year,"  says 
Essa. 

A  few  bright 
spots  emerged  in 
the  Class  of  '95.  One 
was  Apollo  Group 
Inc.,  parent  of  the 
University  of 
Phoenix,  a  chain  of 
adult  education  pro- 
grams that  has  seen 
a  341.8%  total  re- 
turn. In  1976,  John  G.  Sperling  creat- 
ed the  university  in  response  to  a 
lack  of  education  programs  for  work- 
ing adults.  "That  niche  is  a  big  mar- 
ket," says  analyst  Peter  P.  Appert  of 
Alex.  Brown  &  Sons  Inc.  "It's  been 
woefully  underserved." 

Part  of  the  allure  is  the  lack  of 
hassles  such  as  long  registration 
lines.  Lower  costs  help,  too:  Tuition  is 
just  over  half  that  of  the  average  pri- 
vate university.  With  Apollo's  schools 
now  in  11  states,  profits  rose  70%  for 
the  fiscal  year  ended  last  August,  to 
$21.4  million. 

Another  winner  is  Safeskin  Corp., 
which  has  posted  a  251%  total  return. 
When  a  government  agency  an- 
nounced in  1987  that  health-care  offi- 
cials must  wear  gloves  when  handling 
bodily  fluids,  lots  of 
companies  jumped  in. 
But  Safeskin  came  out 
with  a  latex  glove  so 
much  more  comfortable 
than  that  of  its  rivals 


skin  now  boasts  28%  of 
the  examination  glove 
market  in  hospitals  and 
is  moving  to  diversify. 


CALCULATED  ON  THE  BASIS  OF  STOCK  PRICE  AS  OF  APR,  30;  EXCLUDES  COMPANIES  NO  LONGER  TRADING 
DATA:  STANDARD  &  POOR'S  C0MPUSTAT 


Avoid  the  fate  of  those 
whose  scorching 
growth  burned  a  hole 
in  their  business  plan. 

By  Lori  Bongiorno 
in  New  York 
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1997 


HOT  GROWTH  COMPANIES 


vin  a  position  in  this  table, 
ipany  must  excel  in  three 
The  selection  process  be- 
jy  ranking  companies  ac- 
g  to  their  three-year  results 
;s  growth,  earnings  growth, 
eturn  on  invested  capital, 
inks  in  the  table  are  calcu- 
from  these  numbers.  A 
iny's  composite  rank  is  the 
if  0.5  times  its  rank  in  re- 
in total  capital,  plus  0.25 
each  of  its  growth  ranks, 
idard  &  Poor's  Compustat, 
ision  of  The  McGraw-Hill 
anies,  which  has  computer- 
financial  data  on  10,000 


publicly  traded  corporations,  pro- 
vided the  pool  of  companies  from 
which  winners  were  selected.  To 
qualify,  a  company  has  to  have 
annual  sales  of  more  than  $10 
million  and  less  than  $150  mil- 
lion, a  current  market  value 
greater  than  $1  million,  a  current 
stock  price  greater  than  $2,  and 
be  actively  traded.  Banks,  insur- 
ers, real  estate  firms,  and  utilities 
are  excluded.  So  are  companies 
with  sharp  declines  in  current  fi- 
nancial results,  as  well  as  compa- 
nies where  other  developments 
raise  questions  about  future 
performance. 


SALES  and  EARNINGS  are  the 

latest  available  through  the  most 
recent  12  months.  Earnings  in- 
clude net  income  from  continu- 
ing operations,  before  gams  or 
losses  from  extraordinary  items. 

INCREASES  in  SALES  and 
PROFITS  are  calculated  using  the 
least-squares  method.  If  results 
for  the  earliest  year  are  negative, 
the  average  is  for  two  years. 

RETURN  ON  CAPITAL  IS  earn 
ings  plus  minority  interests  and 
tax-adjusted  interest  expense  ex- 
pressed as  a  percent  of  total 
debt  and  equity.  For  ranking  pur- 
poses, the  maximum  allowable 


annual  return  on  invested  capital 
is  100%.  If  companies  have 
made  substantial  accounting  re- 
statements, long-term  returns 
may  be  averaged  for  two  years  in- 
stead of  three  years. 

Time  periods  vary  according  to 
the  month  of  a  company's  fiscal 
yearend.  Profitability  and  growth 
are  calculated  based  on  the  most 
recently  available  data. 

STOCK  PRICE  data  are  as  of 
May  2,  1997.  A  •  indicates  that 
a  company  also  appeared  in  last 
year's  rankings  (BW — May  27, 
1996). 


COMPANY  (STOCK  SYMBOL)  CURRENT  RESULTS     THREE-YEAR  AVERAGES  INVESTMENT  DATA 

STOCK  PRICE  MARKET 

SALES      EARNINGS  INCREASE  {%)        RETURN  ON         52-WEEK  P/E  VALUE 

$  MIL         $  MIL  SALES       PROFITS       CAPITAL         HIGH  -  LOW     RECENT     RATIO     $  MIL, 


URIE  SYSTEMS  (YURI)  Lanham,  Md.  301-352-4600 
ransports  voice,  video,  and  data  traffic  over  a  single  network 

26.2 

3.0 

385.1 

410.4 

72.0 

17- 

9 

11 

81 

259 

ITECH  AMERICA  (VTCH)  Miami  305-477-1 161 
lanufactures  and  distributes  computers  in  Brazil 

78.6 

9.0 

105.2 

640.8 

58.1 

16- 

8 

10 

10 

107 

PEX  PC  SOLUTIONS  (APEX)  Woodinville,  Wash.  206-402-9393                 37.3  4.6 
heir  switching  systems  allow  one  person  at  one  computer  to  operate  multiple  servers 

114.4 

95.8 

53.6 

11  - 

7 

9 

19 

108 

J  AMERICA  (PJAM)  Birmingham,  Ala.  205-836-1212 
izza,  primarily  take-out 

16.8 

1.4 

74.0 

138.1 

50.5 

22- 

12 

15 

24 

71 

OWERWAVE  TECHNOLOGIES  (PWAV)  Irvine,  Calif.  714-757-0530 

esigns  and  makes  radio-frequency  power  amplifiers  for  wireless  networks 

66.8 

8.7 

87.0 

162.6 

43.4 

25- 

11 

20 

35 

216 

IREARMS  TRAINING  SYSTEMS  (FATS)  Suwanee,  Ga.  770-813-0180 
rovides  simulation  systems  for  small-arms  training 

79.4 

11.6 

62.7 

113.8 

51.7 

16- 

9 

14 

20 

286 

NFINiTY  FINANCIAL  TECH.  (INFN)  Mountain  View,  Calif.  415-940-6100 
oftware  applications  for  financial  trading  and  risk  management 

47.0 

5.9 

93.3 

97.4 

40.9 

25- 

9 

12 

41 

225 

I  TECHNOLOGIES  (ITWO)  Irving,  Tex.  214-860-6000 
repackaged  software  for  supply  chain  management 

95.8 

7.2 

151.1 

93.1 

36.5 

59- 

24 

44 

176 

1083 

APIENT  (SAPE)  Cambridge,  Mass.  617-621-0200 
iusiness  consulting  and  technology  solutions 

51.8 

7.9 

111.3 

91.3 

38.3 

58- 

30 

40 

64 

460 

BACUS  DIRECT  (ABDR)  Westminster,  Colo.  303-657-2800 
Marketing  and  statistical  modeling  for  direct-mail  companies 

20.3 

4.6 

59.8 

55.5 

69.3 

33- 

16 

27 

57 

257 

RADALL  INDUSTRIES  (GRDL)  New  Philadelphia,  Ohio  330-339-221 1        142.7  9.1 
ieed  to  dig  a  big  hole  or  move  a  big  load?  Call  this  manufacturer  of  construction  equipment 

25.8 

113.0 

72.7 

16- 

10 

13 

11 

112 

VIRELESS  TELECOM  GROUP  (WTT)  Paramus,  N.  J.  201-261-8797  • 
/lakes  test  equipment  for  wireless  telecommunications 

24.3 

7.9 

66.8 

105.6 

37.1 

17- 

8 

10 

22 

173 

ORRESTER  RESEARCH  (FORR)  Cambridge,  Mass.  617-497-7090 
Analyzes  and  predicts  the  course  of  technology  change 

28.4 

4.5 

50.6 

62.4 

52.2 

29- 

16 

20 

32 

168 

TC  COMMUNICATIONS  (CPTL)  Waltham,  Mass.  617-466-8080  • 

Sells  local,  long-distance,  and  other  telecom  services.  Watch  out,  AT&T 

36.8 

4.7 

37.6 

282.9 

35.3 

18- 

6 

7 

16 

67 

iENERAL  EMPLOYMENT  ENTERPRISES  (JOB)  Oakbrook Terrace,  III.  630-954-0400  •  25.7 
'rovides  staffing  for  information-technology  businesses 

2.0 

27.8 

181.6 

44.5 

16- 

8 

11 

15 

29 

IATA  PROCESSING  RESOURCES  (DPRC)  Newport  Beach,  Calif.  714-752-9111 
supplies  companies  with  information-technology  staffs 

74.9 

4.5 

36.8 

1439.1 

32.9 

30- 

16 

19 

31 

191 

IOCKSHOX  (RSHX)  San  Jose,  Calif.  408-435-7469 
smooth  riding:  builds  suspension  systems  for  bicycles 

106.2 

8.2 

56.7 

43.0 

63.0 

19- 

11 

16 

22 

211 
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We  know  it's  perfect,  but  we  take  ANOTHER  lOOO  HOURS 

JUST  TO  MAKE  SURE.  MASTER  DATE. 


Master  watches. 
Made  in  the  tradi- 
tional school. 

The  cold  seal  on  the 
caseback  of  your 
Master  Date 
confirms  it's  a 
watch  you  can  rely 
on.  Completed  to 
perfection  by 
Jaeger- LeCoultre's 
master- watch- 
makers. EACH  WATCH 
HAS  BEEN  THROUGH 
IOOO  HOURS  -  SIX 
CONTINUOUS  WEEKS  - 
OF  TEMPERATURE 
EXTREMES.  INTENSE 
MAGNETIC  FIELDS  AND 
CALCULATED  SHOCKS. 
THE  300  HAND- 
finished  parts  of 
the  calibre  891/447 
automatic  calendar 
movement  performed 
flawlessly.  then  as 
they  do  now.  to  tell 
you  the  date.  day 
and  month.  as  the 
seconds  sweep 
around  the  dial. 
Jaeger- LeCoultre's 
Master  watches  - 
built  for  those  with 
nothing  more  to 

PROVE. 


^Jaeger-leCoultre* 


The  numberedgold 
seal  certifies  that 
your  master  date  has 
proved  its  reliability 
in  1000  hours  of 
endurance  testing. 


SPECIAL  RETROSPECTIVE  EXHIBITION 


"RENDEZ-VOUS  AT  THE  HEART  OF  TIME" 
Jaeger-leCoultre  invites  you  to  attend  the  exhibition  "Rendez-Vous  at  the  heart  of  time 
a  historical  collection  of  jaeger-lecoultre  watches  from  1920  to  the  present.  this 
exhibition  can  be  viewed  at  the  tourneau  tlme  machine  in  new  york,  ny  from 
June  12  -  July  14, 1997.  For  more  information  about  this  exhibition  or  for  a  free  copy  of 
"The  manufacture's  book  of  timepieces,"  please  call  1-800-JLC-TIME 


1  UnUVf  In  uUlTlrHHIfcO 

COMPANY  (STOCK  SYMBOL)                                                                           CURRENT  RESULTS 

THREE-YEAR  AVERAGES 
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STOCK  PRICE 
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$  MIL. 
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fH 
RATIO 
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$  MIL. 

OGAN'S  ROADHOUSE  (RDHS)  Nashville  615-885-9056  • 
-ull-service  restaurant:  steak,  seafood,  ribs,  and  chicken 

41.2 

4.1 

65.6 

60.3 

40.2 

28 

-  14 

17 

24 

104 

JOCUMENT  SCIENCES  (DOCX)  San  Diego  619-625-2000 

Produces  software  that  helps  customize  mass-produced  documents 

16.6 

1.4 

61.9 

48.7 

50.0 

16 

-3 

4 

28 

46 

NFINIUM  SOFTWARE  (INFM)  Hyannis,  Mass.  508-778-2000 

^i^llc  hi ici nocc  cnft\A/ar(i-  f inanrp  arrniintino  anrl  hum^n  rp<;ni irrp^ 

jCl  1  b  U  U  b  1 1  ICjD  5U 1  LWd  IC.    1  II  1  cl  1  1 L  C  ,   rJLLUUI  II  11  1^,,  CJIIU   MUMIaM   1  COUUI  vCj 

77.1 

1.5 

13.3 

124.9 

58.0 

20 

-  5  ' 

6 

49 

71 

NTL.  TELECOMM.  DATA  SYSTEMS  (ITDS)  Stamford,  Conn.  203-329-3300 
Provides  transactional  and  billing  solutions  for  telecommunications  services 

18.0 

2.0 

74.1 

45.7 

43.4 

25 

-  10 

12 

47 

103 

JEACHANGE  INTERNATIONAL  (SEAO  IVlaynard,  Mass.  508-897-0100 
digital  video  gear  for  delivering  ads,  infomercials,  and  pay-per-view  movies 

57.1 

5.3 

194.3 

424.4 

22.6 

40 

-  12 

19 

43 

238 

JAVOX  (DAVX)  Westford,  Mass.  508-952-0200  59.5 
["his  provider  of  technology  to  telemarketing  and  customer-service  operations  is  ring 


11.2  17.5  195.8 
ng  up  sales 


42.0 


45-  24      35      26  257 


REMEDY  (RMDY)  Mountain  View,  Calif.  415-903-5200  •  90.9 
designs,  makes,  and  markets  software  to  track  data  on  requests  for  service  


19.3       110.9     117.0  26.8 


56-  22     34      53  901 


!PACEHAB  (SPAB)  Vienna,  Va.  703-821-3000 


94.5  48.3 


9.4      75.1  67.5 


15-5 


1  67 


COHERENT  COMMUNICATIONS  SYSTEMS  (CCSC)  Leesburg,  Va.  703-729-6400  • 
Digital  and  acoustic  echo-cancellation  technology 

59.3 

10.5 

34.4 

174.7 

32.2 

30- 

12 

18 

26 

272 

O  GROUP  (NCOG)  Blue  Bell,  Pa.  610-832-1440 
Accounts-receivable  management  firm 

30.8 

3.6 

59.2 

61.1 

33.8 

30- 

16 

24 

34 

160 

\CE-C0MM  (ACEC)  Gaithersburg,  Md.  301-721-3000 

3et  directory  assistance  with  their  telecom  information  systems 

28.6 

2.2 

17.3 

62.8 

64.2 

18- 

7 

14 

50 

107 

5TAFFMARK  (STAF)  Fayetteville,  Ark.  501-973-6000 
Provider  of  personnel  for  businesses  and  government 

104.5 

4.0 

98.7 

95.2 

27.3 

17- 

10 

15 

35 

198 

BILLING  INFORMATION  CONCEPTS  (BILL)  San  Antonio  210-949-7000 
Third-party  billing  vendors  for  telecommunication  companies 

108.8 

19.0 

31.7 

42.7 

62.6 

33- 

16 

26 

22 

390 

We    helped    build  NASA' 

new  spacecraft 

communications  network 

 And  yes,  Lt  Ls 

rocket  science. 


Now,  with  their  Nortel  communications 
software  and  hardware,  NASA  can  quickly 
and  reliably  transmit  information  from 
hundreds  of  millions  of  miles  ou^  in  spaa 
And  that  makes  us  pretty  confident  we  car 
help  your  business  communicate  quickly 
reliably  right  here  on  Earth.  i-8ou-4  NORT 
www.nortel.com/networks. 

NORTEL 


Introducing 

CFO  Vision 


THE  POWER  TO 

FIGURE  IT  OUT 


DECISIONS  ARE  TOUGHER. 


TIME  IS  CRITICAL 


RESOURCES  ARE  LEANER. 


AND  THE  BUCK  STOPS  WITH  YOU 


.HYPE  JUST  WONT  CUT  IT  ANYMORE. 


919.677.8200    Fax  919.677.4444  www.sas.com/vision/ 


Stop  crunching  and  start  analyzing.  With 
CFO  Vision  you  can  visualize  your  business1 
interactively... and  gain  control  of  informal 
tion  to  spot  opportunities  and  risks  faster  I 
than  ever  before.  Reengineer  the  entire 
process  of  financial  consolidation,  reporting, 
and  analysis. .  .as  you  accelerate  the  flow 
of  information  to  decision  makers  at  eve 
level  of  your  organization. 

With  the  click  of  a  mouse: 

■  Understand  the  facts  beyond  the  figures. 

■  Improve  timeliness  and  availability  of 
business  reporting. 

■  Analyze  every  "slice"  of  your  business 
from  branch  profitability  to  product  cost 
analysis — in  any  currency. 

Powerful,  award-winning  data  warehousing, 
OLAP,  graphics,  and  EIS  capabilities  are  all 
included  in  one  fully  integrated,  easy-to-use 
solution.  It's  all  yours  from  one  vendor: 
SAS  Institute,  with  a  proven  track  record 
for  continuous  innovation  and  reliable 
support  at  more  than  29,000  organizations 
worldwide. .  .including  the  Fortune  100. 

For  a  free  preview  of  CFO  Vision, 
just  give  us  a  call  or  send  us  E-mail 
at  bw@sas.sas.com 


SAS  is  a  registered  trademark,  and  CFO  Vision  a  trademark, 
of  SAS  Institute  Inc  Copyright©  1996  by  SAS  Institute  Inc. 
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STORAGE  COMPUTER  (SOS)  Nashua,  N.H.  603-880-3005  • 
As  their  name  says,  specialists  in  computer  storage  systems 

31.0 

5.1 

60.9 

112.8 

26.9 

20 

-  8 

12 

28 

1  30 

CHAD  THERAPEUTICS  (CTU)  Chatsworth,  Calif.  818-882-0883  • 
3reathe  easy:  Maker  of  portable  oxygen  units 

26.3 

5.7 

40.5 

43.1 

43.6 

21 

-6 

8 

14 

77 

FOUNTAIN  POWERBOAT  INDS.  (FPWR)  Washington,  N.  C.  919-975-2000  48.1 
Manufactures  high-performance  sport  boats,  fishing  boats,  and  sport  cruisers 

4.4 

20.0 

203.6 

32.6 

25 

-  9 

18 

13 

57 

ENCAD  (ENCD)  San  Diego  619-452-0882  • 

Dolor  mk-jet  printers  for  floor  plans  and  other  large  graphics 

119.3 

14.4 

64.9 

63.4 

29.1 

47 

-  16 

38 

32 

434 

CKS  GROUP  (CKSG)  Cupertino,  Calif.  408-366-5100 

f  you  make  it,  they  sell  it:  integrated  marketing  communications 

96.1 

10.7 

88.3 

249.0 

20.4 

45 

-  18 

26 

35 

344 

DOVER  DOWNS  ENTERTAINMENT  (DVD)  Dover,  Del.  302-674-4600 
Auto  racing,  harness  racing,  and  video-lottery  operation 

87.6 

14.3 

55.1 

47.9 

34.9 

27 

-  16 

16 

17 

248 

NFORMATION  MGMT.  RESOURCES  (IMRS)  Clearwater,  Fla.  813-797-7080 
'rovides  and  maintains  suites  of  software  for  big-name  companies 

36.2 

3.3 

33.7 

76.8 

34.9 

29 

-  11 

29 

106 

277 

WARD  SOFTWARE  INTL.  (AWRD)  Mountain  View,  Calif.  415-968-4433 
Software  that  interfaces  between  Windows  and  computer  hardware 

15.7 

3.4 

51.9 

51.4 

34.3 

19 

-6 

12 

24 

80 

HELP  AT  HOME  (HAHI)  Chicago  312-663-4244 
3rovides  care  givers  for  the  elderly  or  disabled 

17.6 

0.7 

81.5 

131,6 

22.5 

8 

-4 

4 

14 

8 

NEW  YORK  BAGEL  ENTERPRISES  (NYBS)  Wichita  316-267-7373 
Hey,  Mista,  cream  cheese  or  butta?  Bagel  shop  chain 

13.6 

0.7 

45.7 

97.8 

29.3 

11 

-3 

5 

23 

21 

FRENCH  FRAGRANCES  (FRAG)  Miami  Lakes,  Fla.  305-620-9090 
Manufactures  and  distributes  fragrances  and  skin-care  products 

140.5 

8.2 

56.9 

121.2 

25.2 

10 

-6 

8 

12 

99 

ELTRON  INTERNATIONAL  (ELTN)  Simi  Valley,  Calif.  805-579-1800  • 
Dheck  out  this  maker  of  bar-code-label  printers 

92.7 

10.5 

139.0 

107.0 

22.3 

39 

-  18 

20 

15 

148 

PROCOM  TECHNOLOGY  (PRCM)  Irvine,  Calif.  714-852-1000  93.9 
DD-ROMs,  servers  and  arrays,  RAID  systems,  and  upgrade  storage  solutions 

5.7 

21.6 

57.3 

47.7 

20 

-9 

11 

18 

116 
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WITH  OUR  POLICYHOLDERS  WE  ARE  ENCAGED  INAGRtATMUTUAl  ENTERPRISE   ll  is  u  KEAT  ri  EC  au  SE  IT  Mlks  TO  PREVENT  CRIPPLING  INJURIISAND  DEATH  RY  R  E  MOV  ING  THE  CAUSES  OF  HOME.  HIGHWAY  AND  WORK  ACCI 


Louisa  has  never  taken  a  spill  on  the  job  because  ol  the  safety  precautions  her 
employer  learned  from  Liberty  Mutual.  At  our  research  center  we  study  the  connection 
between  shoes,  floor  surfaces  and  slippery'  hazards  like  water  and  grease.  By  investigating 
your  safety  concerns  we  can  recommend  a  plan  that  can  help  lower  your  workers 
compensation  costs,  and  ensure  that  Louisa  lives  a  safer,  more  secure  life. 


Toere't)  more  information  we'd  like  to  share.  So  please  eall  John  Ryan 


LIBERTY 


MUTUAL 

<il  (6/7)  574~5S42  or  vUit  oar  webdite  at  http://www.libertymutual.com     r^\\e  ^eeaom  of  Lihefty 


■JJOOOV  *HOM  UNV  *VMH"IH  1WOH 


»  llll  niNIAOWni        H1VKI  GNVMIHMlNI  ON  I  1 .1 .1 1  >0  J  N  )  A  I  M.I  Ol  S^IUS  II  ISdvnjH  1  YlHD  SI  II   3SIX.IHlJ.Ni  IVillflW  1V1X0VNI  Q30VON3  1M  Y  1M  ^lOIOHOHOJ  UflO  HJ.I 


IT  GROWTH  nniUIPANIF^ 

COMPANY  (STOCK  SYMBOL) 

CURRENT  RESULTS 

THREE-YEAR  AVERAGES 

INVESTMENT  DATA 

STOCK  PRICE 

MARKET 

SALES 
$  MIL. 

EARNINGS 
$  MIL. 

INCREASE  (%) 
SALES  PROFITS 

RETURN  ON 
CAPITAL 

52-WEEK 
HIGH  -  LOW 

RECENT 

P/E 
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CLAREMONT  TECHNOLOGY  GROUP  (CLMT)  Beaverton,  Ore.  503-690-4000  61.7 
They'll  design  a  strategy  and  system  to  put  your  information-technology  house  in 

4.6 
)rder 

47.2 

26.1 

39.4 

37 

-  14 

17 

35 

132 

SEMTECH  (SMTC)  Newbury  Park,  Calif.  805-498-2111 
Semiconductors  used  for  computer,  aerospace,  and  military  industries 

65.4 

7.7 

52.8 

348.8 

21.1 

26 

-6 

23 

19 

140 

ALPHANET  SOLUTIONS  (ALPH)  Cedar  Knolls,  N.  J.  201-267-0088 
Manufactures  computer  hardware  and  software;  provides  related  services 

146.8 

4.1 

33.0 

108.3 

30.3 

17 

-  7 

15 

19 

77 

MECHANICAL  DYNAMICS  (MDII)  Ann  Arbor,  Mich.  313-994-3800  26.0 
Virtual  prototyping  software  for  engineering  firms  and  the  automotive  industry 

2.2 

20.6 

32.0 

57.4 

21 

-  6 

7 

17 

39 

WEST  COAST  ENTERTAINMENT  (WCEC)  Newtown,  Pa.  215-968-4318 
Helps  take  your  favorite  flicks  from  the  silver  screen  to  your  own  screen 

73.3 

3.7 

198.2 

326.5 

13.0 

14 

-6 

6 

16 

79 

WHITTMAN-HART  (WHIT)  Chicago  312-922-9200  98.7 
Provider  of  information-technology,  consulting,  and  systems-integration  services 

6.9 

56.5 

69.9 

26.8 

28 

-  11 

23 

65 

453 

ARBOR  SOFTWARE  (ARSW)  Sunnyvale,  Calif.  408-744-9500 

Develops,  markets,  and  supports  database  software  for  business  planning 

47.4 

5.8 

122.6 

294.7 

13.2 

71 

-  17 

27 

53 

292 

HPR  (HPRI)  Cambridge,  Mass.  617-679-8000  • 
Health-care  cost  containment  systems  at  your  fingertips 

35.3 

6.1 

37.2 

58.8 

31.3 

28 

-  10 

14 

37 

214 

UNISON  SOFTWARE  (UNSN)  Santa  Clara,  Calif.  408-988-2800  • 
Programs  for  workload,  storage,  and  output  management 

37.5 

5.3 

37.1 

109.6 

27.0 

22 

-4 

6 

14 

74 

VERITAS  SOFTWARE  (VRTS)  Mountain  View,  Calif.  415-335-8000  • 
Programs  that  help  convert  large  mainframes  to  smaller  computer  systems 

41.1 

10.9 

48.1 

117.4 

23.9 

57 

-  17 

34 

45 

465 

AMERICAN  COIN  MERCHANDISING  (AMCN)  Boulder,  Colo.  303-444-2559 
Take  a  ride  with  this  amusement-park  prize  vendor 

38.3 

2.6 

47.3 

54.6 

30.5 

9 

-  4 

7 

15 

38 

STRAYER  EDUCATION  (STRA)  Washington,  D.C.  202-408-2400 
A  regional  college  specializing  in  business  and  computer  classes 

46.4 

13.8 

14.9 

45.7 

48.5 

27 

-  10 

26 

15 

243 

COMPLETE  MANAGEMENT  (CMI)  New  York  City  212-868-1 188 
Doctors  Inc.:  physicians  practice  management  company 

31.0 

5.4 

86.5 

37.9 

27.6 

17 

-8 

11 

16 

109 

Mainland,  China 


We  built 


n  e  t  w  o  r  k  s 


ut  of  thin  air. 


With  Nortel  digital  wireless  technologies, 
many  Chinese  provinces  now  have  a 
whole  new  way  to  communicate.  It's  a 
feat  that,  before  now,  was  thought  impos- 
sible due  to  the  severe  demands  of  climate, 
terrain,  and  immense  population.  From 
entire  countries  to  small  towns,  we've 
built  networks  all  over  the  planet,  and 
we  can  build  one  for  you.  i-8oo-4  NORTEL. 
www.nortel.com/networks. 

N&RTEL 


Theft,  Vandalism,  And  Chaos. 

Three  Compelling  Reasons 
To  Do  Business  With  McAfee. 


11 


Most  companies  don't 
manage  their  networks. 
They  survive  them. 

That's  because  todav's  networks 


ownload  McAfee 

McAfee  has  the  Hurt/ most  popular  software  II  eh  Kile  on  the  V  internet  People  download 
our  products  free,  then  pay  us  to  get  Upgrades  and  our  award-  winning  technical  support 


are  constantly  vandalized  by  viruses,  hackers,  and  even  your  own 
employees.  While  your  managers  battle  the  chaos  of  demanding 
end  users,  more  complex  software  and 
multiple  operating  systems. 

It's  a  tough  environment  that,  frankly, 
we  like  very  much. 

After  all,  finding  innovative  ways  to 
keep  networks  safe,  sane,  and  simple  to 
manage  is  what  we  do  better  than  anyone. 

And  it's  why  McAfee  is  the  largest  and 
fastest  growing  company  in  PC  network 
security  and  management. 


McAfee  is  one  of  the  top  10 
PC  sop  ware  companies  in 
the  world  and  the  fastest 
growing. 


Some  people  think  they're  stealing  our  software. 

At  McAfee,  our  innovations  aren't  limited  to  our  products.  We've 


changed  the  very  way 
companies  buy  software. 

We  pioneered  the 
subscription  pricing  mode 
that  Netscape  and  others  now  use.  It's  simple:  People  download  ou 
software  without  paying  for  it  -  then  they 
come  back  and  pay  us  just  to  get  the 
technical  support  and  two 
years  of  free  upgrades. 

Last  year,  8  million 
people  did  just  that. 

Of  course,  some  people 
do  steal  our  software. 
But  they  end  up  spreading 
the  word  about  McAfee's  good 
will  and  top-rated  products. 
All  of  which  reinforces  our 
position  as  the  market  leader. 


McAfee  s  leading-edge  set  urity  products 
keep  the  thousands  of  hackers  and  viruses 
where  they  belong-out  of  your  network. 


i  Her  80  of  the  Fortune  100  rely  on  McAfee  to  prevail  against  the  chaos  threatening  their  networks. 


Networks:  powerful,  necessary,  and  chaotic. 

At  McAfee,  we  understand  how  important  your  network  ii 
to  your  company's  growth  and  success.  And  we  have  the 
products  and  experience  to  help  you  handle  the  chaos 
that  threatens  it. 

Maybe  that's  why  more  than  80%  of  the  Fortune  100 
rely  on  McAfee.  More  than  Microsoft.  More  than  Intel. 
More  than  Symantec. 

Shouldn't  your  company  be  doing  business  with  the 
leader  in  network  security  and  management? 

With  innovative  pricing,  superior  products,  and 
award-winning  support, 
McAfee  is  the  best  choice 
for  guarding  and  restoring 

order  to  your  network.  Network  Security &Managemen 


; 


McAfee 


Telephone  (408)988-3832  fox  (408)970-9727  ©McAfee  Associates,  Int.,  1997  All  tights  reserved  All  brands  and  products  ore  trademarks  of  their  respective  holders 


IT  GROWTH  COMPANIES 


COMPANY  (STOCK  SYMBOL)  CURRENT  RESULTS     THREE-YEAR  AVERAGES  INVESTMENT  DATA 

STOCK  PRICE  MARKET 

SALES      EARNINGS  INCREASE  (%)        RETURN  ON        52-WEEK  P/E  VALUE 

$  MIL         $  MIL.  SALES       PROFITS       CAPITAL         HIGH  -  LOW     RECENT     RATIO     $  MIL 

.UMISYS  (LUMI)  Sunnyvale,  Calif.  408-733-6565  23.7       3.5        59.1      63.0      25.3       30-  6         6      12  41 

l"hey  can  convert  your  X-rays  and  MRIs  to  a  digital  format  that  can  be  stored  on  a  CD  

JPTICAL  CABLE  (OCCF)  Roanoke,  Va.  540-265-0690  47.3      8.5        23.4      47.5     40.8       27-4       11      53  435 

vlanufactures  tight-buffered  fiber-optic  cables  

/IDEOSERVER  (VSVR)  Burlington,  Mass.  617-229-2000  54.6     11.2        89.2    208.4      13.1       55-  12      18      22  230 

rheir  hardware  and  software  allow  you  to  videoconference  with  other  computer  users  

JHANNELL  COMMERCIAL  (CHNUTemecula,  Calif.  909-694-9160  50.6     10.5        24.8      65.5      31.6       15-  9       11       9  102 

vlanufactures  cable  enclosure  boxes  

l.E.P.  (QEPC)  Boca  Raton,  Fla.  561-994-5550  33.1  1.8  34.8  49.3  31.9  10-  6  7  8  20 
vlanufactures  and  distributes  specialty  tools  

iNTEVAC(IVAC)  Santa  Clara,  Calif.  408-986-9888  104.2      6.5        62.5    313.8      13.8       26-  10      14      28  171 

Vlanufactures  equipment  used  in  making  disk  drives  

CHICAGO  MINIATURE  LAMP  (CHML)  Canton,  Mass.  617-828-2948  108.9  16.0  72.3  247.9  13.5  45-  17  23  25  445 
rheir  bright  idea?  Miniature  lights  for  car  dashboards  and  appliances  

METRO  NETWORKS  (MTNT)  Houston  713-407-6000  109.2     16.0        30.5      92.2      28.0       27-  19     24      19  393 

3rovides  local  news,  sports,  weather,  and  traffic  to  radio  and  TV  stations 

HORIZON  MENTAL  HEALTH  MGMT.  (HMHM)  Lewisville,  Tex.  972-420-8200  70.1  6.6  25.8  127.5  26.6  20-  14  17  17  94 
Contract  manager  of  mental  health  programs  in  acute-care  hospitals  

5YMETRICS  INDUSTRIES  (SYMT)  Melbourne,  Fla.  407-254-1500  •  23.2  1.9  33.5  55.9  31.0  17-  7  8  6  13 
rrom  voice-mail  to  telecommunications  software  and  electronics 

CYANOTECH  (CYAN)  Kailua  Kona,  Hawaii  808-326-1353  11.4  4.2  64.7  178.1  15.3  9-  5  6  24  77 
Jses  microalgae  to  produce  a  variety  of  products 

MIAMI  COMPUTER  SUPPLY  (MCSC)  Dayton  937-291-8282  71.1  1.2  28.9  66.7  28.7  14-  9  10  21  34 
Distributor  of  computer  supplies,  presentation  products,  and  media  storage  systems 

5CB  COMPUTER  TECHNOLOGY  (SCBI)  Memphis  901-754-6577  59.6  4.7  36.6    208.8  20.4       31  -  14      18      29  136 

<\n  information-management  consulting  firm 


Seventy    million  people 
will   have  trouble  connecting 

to  the  Internet  today. 

 Here's    how    a  few 

million  won't. 


We  all  know  how  hard  it  is  to  connect 
to  the  Internet  these  days.  But  Nortel  has 
a  way  for  people  to  connect  faster  and 
more  reliably  than  ever  before.  It's  called 
Internet  Thruway"  and  it's  a  revolutionary 
solution  to  today's  increasingly  jammed 
Internet  connections.  With  it,  phone  com- 
panies are  able  to  alleviate  the  conges- 
tion normally  caused  by  Internet  traffic. 
And  that  means  you  can  get  connected, 
without  getting  annoyed.  i-8oo-4  NORTEL. 
www.nortel.com/networks. 


NORTEL 

NORTHERN  TELECOM 


everything  be 


c>  i  l  e 


tiding  or  the  other  \ 


Or  can  something  be  unlike  anything  else? 


Should  ideas  conform  to  existing  categories? 


Or  create  new  ones? 


Today,  the  rule 


of  technology  is 


there  are  no  rules. 


A  nd  for  those  still  thinking  inside  the  box, 


perhaps  it's  time 


to  step  outside. 


Chrysler  Sebring  JXi  Convertible  and  Town  &  Country  LXi 


HOT  GROWTH  COMPANIES 


COMPANY  (STOCK  SYMBOL) 


CURRENT  RESULTS     THREE-YEAR  AVERAGES 


INCREASE  (%) 


INVESTMENT  DATA 

STOCK  PRICE  MARKET 
WEEK  P/E  VALUE 


$  MIL 

$  MIL. 

SALES 

PROFITS 

CAPITAL 

HIGH  - 

LOW 

RECENT 

RATIO 

3  Mil 

70  PRI  AUTOMATION  (PRIA)  Billerica,  Mass.  508-663-8555                        140.9  15.2 
Combines  robotics  with  materials  handling  software  to  automate  integrated  circuit  making 

79.0 

120.6 

15.3 

28  - 

5 

28 

29 

4  1  7 

71  TRANSITION  SYSTEMS  (TSIX)  Boston  617-723-4222  38.5 

IVIdl  Idgcl  1  Icl  ll-LUl  1  LTUl  LcLI  11  IILJUcb  1  (Jl  1  leal  11 1-Lai  c  Ucl  1  vcl  y 

10.0 

25.0 

57.8 

31.4 

36  - 

8 

13 

27 

2 1  7 

72  SYNTHETECH  (NZYM)  Albany,  Ore.  541-967-6575  13.3 
Provides  modified  amino  3Cids  for  the  pharmaceutical  industry 

4.4 

49.9 

58.2 

26.1 

14  - 

5 

7 

20 

1 0 1 

73  SPSS  (SPSS)  Chicago  312-329-2400  86.1 
Statistical  analysis  software  for  market  research  and  business 

7.8 

24.9 

30.0 

36.5 

34  - 

17 

28 

30 

2 1  3 

74  MICREL  (MCRL)  San  Jose,  Calif.  408-944-0800  •  74.4 
Designs,  manufactures,  and  markets  high-performance  analog  integrated  circuits 

10.6 

54.7 

203.6 

16.4 

44  - 

12 

43 

41 

404 

75  HIRSCH  INTERNATIONAL  (HRSH)  Hauppauge,  N.  Y.  516-436-7100  •  125.4 
A  stitch  in  time:  Embroidery  equipment  and  software 

8.8 

34  4 

28.8 

31.9 

23  - 

i  3 

19 

17 

148  ' 

76  ACTION  PERFORMANCE  (ACTN)  Tempe,  Ariz.  602-894-0100  69.9 
uenuemen,  stan  your  engines:  sens  rnoaeis  or  inmo^mh  arm  iNrmn  rdcerb 

7.9 

44.2 

206.7 

18.5 

27  - 

10 

26 

44 

341 

77  ADE  (ADEX)  Newton,  Mass.  617-969-0600  83.8 
Builds  semiconductor  inspection  systems 

11.1 

38.9 

375.9 

18.4 

22  - 

g 

20 

14 

167 

78  BENCHMARQ  MICROELECTRONICS  (BMRQ)  Dallas  972-437-9195  43.4 
Manufactures  integrated  circuits  and  electronic  modules 

7.6 

37.4 

81 .0 

24.0 

30  - 

7 

20 

20 

136 

79  ALIGN-RITE  INTERNATIONAL  (MASK)  Burbank,  Calif.  818-843-7220  •  37.6 
Makes  photomasks  used  to  manufacture  integrated  circuits 

5.3 

23.7 

58.3 

29.4 

14  - 

9 

12 

1 1 

52 

80  K&G  MEN'S  CENTER  (MENS)  Atlanta  404-351-7987  88.1 
Operates  men's  apparel  superstores.  Accessories,  too 

4.6 

32.1 

56.2 

27.8 

20- 

10 

17 

36 

163 

81  BACOU  USA  (BACU)  Smithfield,  R.  1. 401-233-0333                             109.3     19.4  42.1 
A  sight  for  sore  eyes:  Manufactures  products  that  protect  the  eyes  and  respiratory  systems  of  workers 

53.4 

26.2 

19- 

15 

15 

13 

255 

82  COMPUTER  MANAGEMENT  SCIENCES  (CMSX)  Jacksonville,  Fla.  904-737-8955  •  51.9 

6.6 

53.5 

98.5 

18.7 

25- 

11 

15 

34 

189 

Management  consulting,  outsourcing,  staffing,  and  business  reengineermg 


ThinkPad 


Introducing  the  affordable  new  ThinkPad  380.  The  po^ 
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PT  GROWTH  COMPANIES  

COMPANY  (STOCK  SYMBOL)  CURRENT  RESULTS     THREE-YEAR  AVERAGES  INVESTMENT  DATA 

 STOCK  PRICE   MARKET 

SALES      EARNINGS  INCREASE  (%)        RETURN  ON         52-WEEK  P/E  VALUE 

$  MIL         $  MIL.  SALES       PROFITS       CAPITAL         HIGH  -  LOW     RECENT     RATIO     $  MIL 

CYBEX  COMPUTER  PRODUCTS  (CBXC)Huntsville,  Ala.  205-430-4000  •        34.6       5.8        39.0      61.8      23.6       21-  13      18      17  97 

Switches  that  allow  users  to  access  more  than  100  PCs  at  once  

VIASAT  (VSAT)  Carlsbad,  Calif.  760-438-8099  42.8       2.5        51.9      66.3      20.4        12-  8         9      23  70 

Networking  hardware  and  software  for  satellite  and  wireless  communications  

PCD  (PCDI)  Peabody,  Mass.  508-532-8800  26.0      4.8        31.4     118.6      20.6       18-  10      15      20  86 

Designs,  manufactures,  and  markets  electronic  connectors 

INNOVEX  (INVX)  Hopkins,  Minn.  612-938-4155*  109.5  23.8  40.2  62.9  22.5  35-  7  34  21  488 
Lead-wire  assembly  for  heads  of  hard-disk  drives  

EQUITY  MARKETING  (EMAK)  Beverly  Hills,  Calif.  310-887-4300  115.2      7.5        36.0      29.1      28.4       26-  13      19      15  73 

Designs  and  manufactures  toys  used  in  promotional  tie-ins  

OVERLAND  DATA  (OVRL)  San  Diego,  Calif.  619-571-5555  55.7  3.9  17.8  380.2  20.2  13-  5  5  11  52 
Maker  of  magnetic  tape  systems  used  to  back  up  and  store  computer  data  

SEATTLE  FILMWORKS  (FOTO)  Seattle,  Wash.  206-281-1390  92.5  9.1  25.3      30.7      30.8       15-  10     10      20  163 

Direct  marketer  of  photofinishing  products.  They'll  turn  your  film  into  prints,  slides,  or  digital  images 

ANCHOR  GAMING  (SLOT)  Las  Vegas  702-896-7568  •  140.0  32.2  60.0  48.5  20.2  71  -  24  28  12  371 
It  operates  gaming  machines,  develops  games,  and  operates  casinos  in  Colorado 

GADZOOKS  (GADZ)  Dallas  214-991-5500  128.4  8.0  49.8  84.6  16.8  41-  18  26  30  223 
Casual  clothes  for  teenagers 

BELCO  OIL  &  GAS  (BOG)  New  York  City  212-644-2200  116.4  43.6  81.8  23.1  20.3  37-  18  21  15  663 
Looks  for  oil  and  gas,  drills  for  it,  and  takes  it  out  of  the  ground 

LCS  INDUSTRIES  (LCSI)  Clifton,  N.  J.  201-778-5588  98.6  7.9  22.1  148.7  19.4  27  -  10  15  9  67 
Direct-mail  advertising  services 

ARROW-MAGNOLIA  INTERNATIONAL  (ARWM)  Dallas  972-247-7111  10.6  1.1  18.7  79.2  22.5  5-  3  5  12  11 
Clean  up  with  these  equipment  maintenance  products 

CONSO  PRODUCTS  (CNSO)  Union,  S.C.  864-427-9004*  71.9  7.3  39.9  50.9  20.7  16-  10  14  14  103 
With  their  decorative  trimmings,  your  home  could  be  a  palace 


nonary.  Other  models  range  up  to  S3,; 


desktop,  the  personality  of  a  ThinkPad. 


ThinkPad  MO:  lll-in-one 
design  (integrated  floppy, 
up  it}  2. 1 GB '  hard  disk,  and 
CD-HOW).  12.1-inch  color 
screen.  150  MHz' Pentium* 
processor,  •starts  at  $2, 199! 

For  del/ills,  imd  it  lit  re  to  buy 

one,  call  I  800  126-7255, 
ext.  516  I.'  in  visit  it  wu  -us. 
pc.ibm.com/thinkpad/tp380. 


Solution*  loi  .i  -mall  planH 
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Aviation  professionals  insist  on 
advanced  technology  everywhere 
-  and  they  know  it  when  they  see  it. 
Tailored  precisely  to  their  demands, 
Breitling's  Aerospace  is  recognized 
as  an  efficient,  easy-to-use  instrument 
watch  in  every  mode:  chronograph, 
countdown  timer,  alarm  and  minute 
repeater.  All  its  functions  are  set  and 
controlled  by  one  and  the  same 
crown. 


Professional  chronograph 

Chronograph  to  '/moth  second,  count- 
down timer  from  1  minute  to  24  hours 
and  alarm,  with  permanent,  digitally 
displayed  second  timezone  plus 
crisply  legible  analog  hours  and 
minutes.  Made  of  light,  enduring 
and  allergy-proof  titanium. 
Available  in  titanium,  two-tone 
titanium  or  in  solid  yellow  or  white 
18K  gold.  Leather  strap;  Aerospace 
or  Professional,  bracelet. 


BREITLING  USA  INC. 

P.O.  Box  110215,  STAMFORD 

Tel.:  203/327  1411   Fax:  203/327  2537 


FOR  AN  AUTHORIZED  JEWELER 
OR  CATALOG  PLEASE  CALL  800/641  7343 


U.S.  AIR  FORCE 


1  9  4  7  -  1  9  9  7 


INSTRUMENTS      FOR  PROFESSIONALS 


T  PDflUfTU  PAMDAMICC 

COMPANY  (STOCK  SYMBOL) 

CURRENT  RESULTS 

THREE-YEAR  AVERAGES 

INVESTMENT  DATA 

STOCK  PRICE 

MARKET 

SALES 
$  MIL 

EARNINGS 
$  MIL. 

INCREASE  (%) 
SALES  PROFITS 

RETURN  ON 
CAPITAL 

52-WEEK 
HIGH  -  LOW 

RECENT 

P/E 
RATIO 

VALUE 
$  MIL. 

VID  TECHNOLOGIES  (OVID)  New  York  City  212-563-3006 
latabase  information-retrieval  software 

34.8 

3.1 

43.3 

58.6 

20.1 

12-7 

8 

18 

46 

ERFORMANCE  TECHNOLOGIES  (PTIX)  Rochester,  N.  Y.  716-256-0200 
ligh-performance,  fault-tolerant  communications  and  networking  products 

26.7 

3.9 

33.0 

45.5 

24.6 

18-9 

12 

15 

59 

ULT  (AULT)  Minneapolis  612-493-1900 

laker  of  external  power  supplies,  battery  chargers,  and  AC  transformers 

38.7 

1.5 

28.7 

111.4 

18.2 

17-6 

7 

14 

29 

ALLANTYNE  OF  OMAHA  (BTN)  Omaha  402-453-4444  • 
upplier  of  commercial  motion-picture  equipment 

55.1 

5.7 

31.9 

47.5 

23.0 

17-7 

14 

22 

123 

NOUS  GROUP  (IGRP)  San  Francisco  415-904-5000  81.5     10.2        43.5      54.3      19.4       26-  13      15      28  279 

levelops,  markets,  and  supports  management  software 


>HABETICAL  INDEX 
COMPANIES 

number  that  follows 
h  company  name 
cates  its  ranking 
he  table 


Abacus  Direct  10 

Chicago  Miniature  Lamp  63 

French  Fragrances  41 

Mechanical  Dynamics  47 

SeaChange  International  22 

ACE-COMM  28 

CKS  Group  35 

Gadzooks  91 

Metro  Networks  64 

Seattle  FilmWorks  89 

Action  Performance  76 

Claremont  Technology  Group  44 

General  Employment  Enterpris  15 

Miami  Computer  Supply  68 

Semtech  45 

ADE  77 

Coherent  Communications  Syst  26 

Gradall  Industries  11 

Micrel  74 

Spacehab  25 

Align-Rite  International  79 

Complete  Management  56 

Help  At  Home  39 

NCO  Group  27 

SPSS  73 

AlphaNet  Solutions  46 

Computer  Management  Sciences  82 

Hirsch  International  75 

New  York  Bagel  Enterprises  40 

StaffMark  29 

American  Com  Merchandising  54 

Conso  Products  95 

Horizon  Mental  Health  Mgmt  65 

Optical  Cable  58 

Storage  Computer  31 

Anchor  Gaming  90 

CTC  Communications  14 

HPR  51 

Overland  Data  88 

Strayer  Education  55 

Apex  PC  Solutions  3 

Cyanotech  87 

i2  Technologies  8 

Ovid  Technologies  96 

Symetrics  Industries  66 

Arbor  Software  50 

Cybex  Computer  Products  83 

Indus  Group  100 

PCD  85 

Synthetech  72 

Arrow-Magnolia  International  94 

Data  Processing  Resources  16 

Infinity  Financial  Tech.  7 

Performance  Technologies  97 

Transition  Systems  71 

Ault  98 

Davox  23 

Infimum  Software  20 

PJ  America  4 

Unison  Software  52 

Award  Software  Intl.  38 

Document  Sciences  19 

Information  Mgmt.  Resources  37 

Powerwave  Technologies  5 

Veritas  Software  53 

Bacou  USA  81 

Dover  Downs  Entertainment  36 

Innovex  86 

PRI  Automation  70 

ViaSat  84 

Ballantyne  Ot  Omatia  99 

Eltron  International  42 

Intevac  62 

Procom  Technology  43 

VideoServer  59 

Belco  Oil  &  Gas  92 

ENCAD  34 

Intl.  Telecomm.  Data  Systems  21 

Q.E.P.  61 

Vitech  America  2 

Benchmarq  Microelectronics  78 

Equity  Marketing  87 

K&G  Men's  Center  80 

Remedy  24 

West  Coast  Entertainment  48 

Billing  Information  Concepts  30 

Firearms  Training  Systems  6 

LCS  Industries  93 

RockShox  1 7 

Whittman-Hart  49 

Chad  Therapeutics  32 

Forrester  Research  13 

Logan's  Roadhouse 18 

Sapient  9 

Wireless  Telecom  Group  12 

Channell  Commercial  60 

Fountain  Powerboat  Inds  33 

Lumisys  57 

SCB  Computer  Technology  69 

Yurie  Systems  1 

4ffordabIe  Options.  Get  up  to 
$290  back  mi  selected  Options 
when  you  also  buy  a  ThinkPad 
380 or 385 between  5/13/91 'and 
7/31/97:  Options  include:  PC 
Card  \/lodem,PCL  INCardJR 
I.  I\  ldapter,IR  Printer  Adapter, 
Port  Replicator,  carrying  case 
and  more.  For  details,  <  <ill  1800 
[26-7255  <c5167  oi  visit  www. 
us.pc.ibm.com/thinkpad/tp380. 


id  now  you  11  save  a  bundle  on  Options. 


Solutions  for  a  small  planet 
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THE  CABINET 


ALEXIS  HERMAN:  OUT  OF 
ONE  FIRE  AND  INTO  ANOTHER 

Now,  the  Labor  Secretary  will  feel  the  heat  from  unions  and  business 


For  four  months,  Alexis  M.  Herman 
was  as  embattled  as  any  Cabinet 
nominee  can  be.  First,  there  was 
organized  labor's  decision  to  back  former 
Senator  Harris  Wofford  (D-Pa.)  for  La- 
bor Secretary.  Then,  Republicans  ac- 
cused Herman  of  using  her  White 
House  job  as  head  of  public  liaison  to 
raise  money  for  Clinton's  reelection.  Fi- 
nally, <;OP  lawmakers  stalled  her  confir- 
mation until  Clinton  backed  off  on 
an  executive  order  that  would  have 
directed  federal  agencies  to  consider 


allowing  companies  to  give  workers  a 
choice  between  paid  overtime  or  time 
off.  Another  is  a  Democratic  bill  that 
would  require  companies  with  25  or 
more  employees  to  give  workers  unpaid 
leave  to  care  for  sick  relatives  (the 
threshold  is  now  50  employees).  Then 
there's  the  struggle  over  whether  to 
cover  workfare  recipients  under  federal 
labor  protections  such  as  minimum-wage 
and  workplace-safety  laws.  The  stickiest 
fight  could  be  over  legislation  to 
allow  the  President  to  negotiate  trade 


man  says  she  wants  a  big  role  in  findil 
a  compromise  on  the  "comp  time"  bl 
both  sides  are  dug  in  deep  now.  Lab] 
argues  that  the  bill  would  let  businq 
coerce  workers  into  accepting  time 
rather  than  money.  "More  power  to  hi 
if  she  can"  make  the  two  sides  see  e| 
to  eye,  scoffs  one  labor  official. 

Labor  was  also  initially  skeptid 
about  the  clout  of  Herman's  predecessl 
Robert  B.  Reich.  But  the  former  acac| 
mic  surprised  unions  by  becoming 
outspoken  advocate  for  their  cause,  ; 
gering  not  only  business  but  also  Cl| 
ton's  economic  team.  If  Herman  is 
prove  influential,  she'll  have  to  do  it  hj 
way — as  a  soft-spoken  operator.  Cs 
in  point:  Soon  after  Clinton  took  offiJ 
Herman,  in  a  whirlwind  of  phone  cal 
and  meetings  with  corporate  executivj 
quietly  won  support  for  the  Presidenl 
economic  plan,  which  included  a  hike  I 
the  corporate  tax  rate.  "Alexis  has  hi 
a  history  of  people  underestimating  hel 
says  Joan  Baggett,  a  labor  official  a| 


III 

E  NEW  AGENDA  AT  LABO 

After  a  tough  confirmation  process, 
Herman  has  drafted  a  game  plan: 


JOB  TRAINING  Help  low-skilled  workers,  school 
dropouts,  and  welfare  recipients  acquire  job  skills 

WORKPLACE  SAFETY  Encourage  voluntary  compliance 
with  safety  rules  by  curbing  inspections  for  companies 
that  have  good  records 

COMP  TIME  Mediate  a  business-labor  deal  on  legislation 
that  lets  workers  choose  time  off  instead  of  paid  overtime 

WAGE  GAP  Investigate  ways  to  raise  the  incomes  of 
women  and  minorities  to  the  same  level  as  white  men's 


using  union  contracts  in  construction. 

The  future  is  not  likely  to  be  any 
calmer  than  the  recent  past.  While  labor 
eventually  came  to  her  aid  during  her 
confirmation  battle,  union  leaders  will 
be  watching  her  first  100  days  closely. 
The  reason:  Herman,  49,  is  unusually 
pro-business  for  a  Labor  Secretary  in  a 
Democratic  Administration.  She  has 
made  a  career  of  building  bridges  to 
Corporate  America,  from  her  days  help- 
ing women  and  minorities  get  white- 
collar  jobs  at  such  big  outfits  as  Coca- 
Cola  Co.  and  Delta  Air  Lines  Inc.  to 
her  role  as  liaison  with  company  execs 
for  the  White  House. 

Now,  Herman  could  find  herself  in  a 
squeeze  between  labor  and  business  on 
a  number  of  contentious  issues.  First 
out  of  the  box  is  a  business-backed  bill 


deals  without  congressional  meddling. 

For  now,  Herman  won't  show  her 
hand  on  these  issues — postponing  the 
day  when  she  must  take  political  heat. 
But  the  ex-social  worker  maintains  that, 
in  a  city  of  ideologues,  she  hopes  to 
defuse  tensions.  "I  want  to  use  the  good 
relationships  I  have  with  both  labor  and 
business  to  find  common  ground,"  she 
says.  "I  want  to  be  a  constructive  force 
on  issues  that  serve  as  a  divide." 
SOFT-SPOKEN.  Privately,  however,  nei- 
ther business  nor  labor  leaders  believe 
she  will  be  able  to  bridge  that  chasm. 
There's  little  chance,  for  instance,  that 
she  can  find  a  middle  ground  on  "fast 
track"  trade  authority,  which  the  unions 
adamantly  oppose  because  they  think 
foreign  trade  agreements  lead  to  job 
In  -<•-  heiv  al  home.  And  alt  hough  Her- 


former  Clinton  White  House  politic 
director.  "She  has  a  light  touch,  but  s 
is  very  thorough." 

For  now,  Herman  has  chosen  agen 
items  that  skirt  controversy.  She  war 
to  help  low-skilled  workers,  welfa 
mothers,  and  dropouts  get  well-payi 
jobs.  She  says  she  intends  to  meet  w 
businesses,  churches,  schools,  and  fede 
agencies  to  figure  out  where  the  jc 
are,  what  skills  are  needed,  and  how 
get  people  employed.  One  focus  will 
the  new  federally  funded  National  SI 
Standards  Board,  which  will  come 
with  a  list  of  skills  that  individuals  ne 
to  succeed  in  16  economic  sectors.  S 
also  would  like  to  expand  the  depa 
ment's  school-to-work  apprentices! 
program  for  noneollege-bound  studen 

To  the  relief  of  business,  Herm 
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AN  A 


PURCHASING  CARD 
C  TUALLY 

INCREASE  YOUR 
OTTOM  LINE? 


MasterCard 


The  MasterCard'  Purchasing  Card  is  the  state-of-the- 
art  streamlined  payment  system  that  saves  you  time  and 
paperwork.  And,  of  course,  money.  Instead  of  processing 
invoices  and  writing  checks,  with  MasterCard  you  can 
manage  your  payment  system.  And  with  valuable  spend- 
ing information  you  can  improve  supplier  management. 
For  more  information,  call  1-800-219-1013. 


DVD  technology.  The  possibilities  are  endless. 
And  that's  just  the  beginning. 

Panasonic  DVD  technology  is  the  resource  of  the  future  that  will  start 
improving  life,  today.  And  we've  only  begun  to  explore  all  its  possibilities. 

At  first  glance,  DVD  might  appear  to  be  a  cutting-edge  entertainment 
technology  -  bringing  movies  and  interactive  educational  programs  home  in 
a  way  never  before  possible.  But  take  a  glimpse  into  the  future  and  what 
you'll  see  is  that  DVD  is  much  more.  It  will  be  a  business  partner  that  puts 
millions  of  facts  at  your  fingertips.  A  legal  assistant  that  can  search  through 
hundreds  of  law  books  in  seconds.  Or  a  teaching  tool  that  can  give  students 
individualized  remedial  lessons.  DVD  discs  are  the  size  and  shape  of 
CD-ROMs,  but  far  more  powerful.  With  a  massive  capacity  of  up  to  17  giga- 
bytes and  a  data  transfer  rate  of  nearly  10  megabits  per  second,  DVD  players, 
DVD  ROM  and  DVD  RAM  will  be  the  essential  tools  of  the  information  age. 

And  Panasonic,  through  its  parent  company,  Matsushita  Electric,  has 
created  technologies  that  give  DVD  its  power.  The  most  powerful  DVD 
disc  will  be  dual-sided  and  dual-layered.  This  technique  takes  the  original 
DVD  concept,  with  an  already  impressive  4.7  gigabytes,  and  potentially 
expands  it  to  17.  All  this  is  possible  thanks  to  the  ultra-precise  UV  disc- 
bonding  technology  and  dual-focus  Holographic  lens  created  by  Matsushita. 

Panasonic  has  been  involved  with  DVD  technology  every  step  of  the 
way.  Even  before  it  was  called  DVD.  Today,  Panasonic  has  U.S.  facilities  to 
help  businesses  with  digital  video  and  audio  compression,  DVD  program 
authoring,  mastering,  even  disc  manufacturing.  So,  no  one  is  better  prepared 
to  help  companies  enter  the  DVD  age. 

DVD  technology  will  change  the  movie,  music,  publishing,  and  computer 
industries,  simultaneously.  It  will  help  business,  research  and  education  solve 
complex  problems.  Or  simply  let  people  enjoy  feature  films  with  extraordinary 
CD-quality  sound,  a  choice  of  8  different  language  sound  tracks  and  32 
subtitles.  The  possibilities  are  endless.  And  that's  just  the  beginning. 


Panasonic 

Matsushita  Electric 


Where 
the  big 
dogs  go 
on  the 
Web. 


(  business  video 


If  you're  a  player  in  business,  finance  or  investments, 
see  for  yourself  why  so  many  decision-makers  rely  on 
MSNBC  Business  Video. 

It's  the  cutting  edge  business  video  service,  now  just 
a  few  mouse-clicks  away  on  the  World  Wide  Web. 
From  your  office,  home,  anywhere. 

Live  breaking  market-moving  events.  Exclusive 
CEO  interviews.  Brokerage  conferences.  Federa 
Reserve  commentary.  Corporate  presentations 
Technical  seminars. 

Audio  and  video.  Multimedia.  Transcripts.  Full  key-word  archival  search.  Unfiltered  and 
absolutely  up  to  the  minute. 

Visit  us  on  the  Web  at  www.businessvideo.msnbc.com. 


We'll  show  you  how  big  dogs 
get  to  be  fat  cats. 


MSNBC  Business  Video 

Telephone:  1 -800-663-4NBC 
E-mail:  info@desktop.nbc.com 
www.businessvideo.msnbc.com 


I  -800-LUNG-USA 

Because.  .When  you  can't  breathe, 
nothing  else  matters  <• 


f 
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AMERICAN 
LUNG 

ASSOCIATION 

www.lungusa.org 
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says  she  intends  to  expand  a  progra 
that  reduces  federal  safety  inspectioi 
and  penalties  for  businesses  that  ha1 
good  safety  records  and  voluntarily  cor 
ply  with  safety  laws.  'We  recognize  th 
employers  have  a  lot  of  say  in  helpi 
us  solve  many  of  the  [workplace-safet 
problems,"  she  says. 

Business  groups  aren't  all  smil 
however.  They  worry  that  an  Africa 
American  woman  in  the  Labor  post- 
one  who  has  spent  a  good  deal  of  h< 
career  promoting  the  hiring  of  womi 
and  minorities  in  corporate  jobs — cou 
well  step  up  the  enforcement  of  affi 
mative-action  laws  for  federal  contra 
tors.  Still,  they  marvel  at  the  relatio: 
she  developed  in  the  White  HousE, 
More  important,  she's  not  Reich,  wlf1 
once  recommended  imposing  a  trainii 
tax  on  companies  and  ending  some  t; 


"Alexis  has  had  a 
history  of  people 
underestimating  her.l 
She  has  a  light  touch' 


breaks  for  corporations  that  shifted  jofl 
overseas. 

"It's  doubtful  that  Alexis  Herm<'| 
would  engage  in  such  shameless  gran| 
standing  for  left-wing  notions,"  saj 
Bruce  Josten,  senior  vice-president 
the  U.  S.  Chamber  of  Commerce.  I] 
deed,  Bert  C.  Roberts  Jr.,  chairman 
MCI  Communications  Corp.,  says  th| 
during  her  stint  as  Clinton's  corporat 
outreach  aide,  Herman  was  able 
"permit  the  views  of  business  to  rea\ 
the  White  House." 

"invaluable."  Such  sentiments  malj 
labor  nervous.  But  they're  crossing  the 
fingers,  saying  her  close  relations  wil 
Clinton,  intimacy  with  White  HouJ 
power  politics,  friendship  with  pro- 
bor  Jesse  Jackson,  and  early  work  e| 
perience  helping  unions  train  workers  | 
the  South  could  make  Herman  a  forr 
dable  ally.  "There's  an  experience  wil 
labor  that's  invaluable,"  says  Ariel 
Gilliam,  a  top  aide  to  afl-cio  Preside) 
John  J.  Sweeney.  "And  we  are  fort 
nate  that  she  does  have  the  ear  of  tj 
President." 

The  question  now  is  just  what  shel 
whisper  in  Bill  Clinton's  ear.  Both  sidl 
will  be  watching  to  see  whether  HeJ 
man  can  use  her  low-key  style  to 
come  a  high-powered  player  in  the  coil 
ing  clashes  between  business  and  lab<j 

By  Susan  B.  Garland  in  Waskingtl 
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ECUTIVE  SUITE 


NTEL'S  DREAMERS  MAKE  ROOM 
OR  A  DETAILS  MAN 

aig  Barrett  emerges  from 
i  shadow  of  the  founding 
iika  to  take  over  as  the 
mpany's  president 

ome  people  think  like  poets  or  de- 

.  signers.  But  Intel  Corp.'s  Craig 

m  R.  Barrett  thinks  like  a  manufac- 
turer. Back-country  camping  in 

itana  a  few  years  back  with  his  friend 

es  K.  Allred  and  their  wives,  Barrett 
treated  to  homemade  berry  wine 

the  caretaker  of  their  rustic  cabin. 

le  the  others  sipped  their  wine  and 

id  at  the  scenery,  Allred  recalls,  Bar- 
whipped  into  gear.  How  many 

ids  of  wild  berries  were  required  for 

i  quart  of  wine,  he  asked.  What  was 

annual  berry  harvest?  In  no  time, 

:omputed  the  daily  wine  production. 

hat  might  not  be  everyone's  idea  of 
but  for  57-year-old  Barrett,  such 

ination  with  detail  have  paid  off 

dsomely.  On  May  21,  he  steps  up 

i  chief  operating  officer  to  president 

'.ntel,  the  first  person  outside  the 

ipany's  famous  founding  troika  of 

don  E.  Moore,  Robert  N.  Noyce, 
Andrew  S.  Grove  to  hold  the  post. 

faces  an  immediate  challenge:  On 

r  13,  Digital  Equipment  Corp.  and 

ix  Corp.  filed  patent-infringement 

s  against  the  giant  ehipmaker.  In- 
called  dec's  charges  invalid  and  said 

ad  yet  to  review  the  Cyrix  suit. 

CTACULAR.  Barret's  new  job  puts 
first  in  line  to  succeed  Grove  when 
feisty  60-year-old  chief  executive 

res — though  there's  no  sign  that's 

linent.  A  23-year  Intel  veteran,  Bar- 
has  outlasted  or  outperformed  a 

-dozen  other  pretenders  to  the  ti- 

"He  went  about  it  the  old-fashioned 

r — he  earned  it,"  quips  Grove. 

iarrett  did  far  more  than  win  a  sim- 

promotion.  Since  becoming  head  of 

mfacturing  in  1985  and  coo  in  1993, 

ias  built  Intel  into  a  manufacturing 

rerhouse  that  leads  the  industry  in 

iuctivity  and  chipmaking  techniques. 

t  in  the  past  four  years,  Intel  has 

it  or  budgeted  more  than  $15  billion 


IN  OVERDRIVE 

BORN  1939,  San  Francisco 

EDUCATION  Stanford 
University,  BA,  MS,  PhD  in 
materials  science 

CAREER 

1964-74  Stanford  professor 
1974  Joined  Intel  as  technology 

manager 
1993  Named  COO 
1997  Assumes  presidency 

CLAIM  TO  FAME  Regarded  as 
the  brains  behind  Intel's  oper- 
ational excellence 

FAMILY  Two  adult  children. 
Second  wife,  Barbara,  sought 
the  GOP  nod  for  Arizona 
governorship  in  1994 

PERSONAL  Commutes  to 
ntel  in  Santa  Clara,  Calif., 
from  home  near  Phoenix. 
Owns  350-acre  ranch  in 
Montana.  Passionate 
fly  fisherman 
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TUNE  -  U 


WOULDN'T  IT  BE  NICE 


 — 


CAR  DIDN'T? 


Imagine  an  engine  so  finely  balanced, 

so  reliably  built,  so  carefully  assembled, 

it  doesn't  need  a  tune-up  for  100,000  miles* 

It  wasn't  easy  to  do.  But  GM  did  it. 

Leaving  the  owners  of  these  vehicles 

more  time  to  do  the  little  things 

that  keep  themselves  in  tune. 

Like  going  to  the  gym.  The  library. 

The  mall.  The  beach. 

You  can  count  on  GM  engines 

to  go  a  long  way  between  tune-ups. 

Humans? 

That's  another  story. 

*  This  period  may  vary  with  use  and  driving  conditions. 


GM  vehicles  with 

100,000  mile* 

tune-up  intervals 

include  all: 
Chevrolds 
Pontiacs 
Oldsmobiles 
Buicks 
Cadillacs 
GMCs 

www.gm.com 


General  Motors, 

CHEVROLET    PONTIAC    OLDSMOBILE    BUICK    CADILLAC  GMC 

PEOPLE  IN 


People 


on  plant  and  equipment  and  opened  6 
chip  factories,  for  a  total  of  11.  "Craig 
was  the  leader  in  turning  Intel  from  a 
50-pound  weakling  in  chip  manufacturing 
into  a  500-pound  gorilla,"  says  analyst 
Daniel  L.  Klesken  of  Robertson, 
Stephens  &  Co.  The  results  have  been 
spectacular.  Since  1993,  Intel's  revenues 
have  surged  from  $8.8  billion  to  $20.8 
billion,  and  its  share  of  the  micro- 
processor market  has  topped  90%.  Says 
Jack  C.  Carsten,  a  former  Intel  execu- 
tive who  runs  a  Silicon  Valley  venture- 
capital  fund:  "Barrett  has  put  together  a 
macliine  every  bit  as  magnificent  as  [Al- 
fred P.]  Sloan's  gm  in  its  day,  but  even 
more  dominant." 

Indeed,  manufacturing  prowess  is  In- 
tel's not-so-secret  weapon.  Although  the 
company  is  most  often  viewed  as  a  mas- 
ter marketer — thanks  to  its  knack  for 
creating  brand  identification  in  the  once 
esoteric  world  of  microprocessors — its 
success  has  hinged  on  the  ability  to  pro- 
duce hundreds  of  millions  of  complex 
chips  better  than  anyone  else.  "I  had 
the  operations  role  before  Craig  and 
thought  I  was  pretty  good  at  it,"  says 
Grove.  "But  I  hang  my  head  in  shame 
at  how  well  he's  done." 
"BIG  bite."  Surrounded  by  giants  such 
as  Moore  and  Grove,  Barrett  rose 
through  Intel's  ranks  mostly  out  of  the 
limelight.  He  admits  to  having  felt  in- 
timidated when  he  signed  on  in  1974  af- 
ter 11  years  as  a  professor  of  materials 
science  at  Stanford  University.  But  his 
cool,  patrician  bearing  notwithstanding, 
Barrett  is  "one  tough  cookie,"  says 
Jonathan  J.  Joseph,  an  analyst  with 
Montgomery  Securities.  Case  in  point: 
Bairett  used  to  carry  a  baseball  bat  into 
meetings — "to  direct  the  discussion  in  a 
productive  fashion,"  he  jokes.  In  his  an- 
nual 360-degree  performance  review,  he 
recalls  with  a  hint  of  pride,  a  subordi- 
nate said  that  "Andy  was  big  bark,  little 
bite,  and  I  was  little  bark,  big  bite." 

Barrett  and  Grove  have  starkly  dif- 
ferent personalities.  Grove  is  fiery  and 
voluble  while  Barrett  is  somber,  method- 
ical, and  analytical.  "Andy  has  a  great 
sense  of  the  market  and  a  vision  for 
where  things  are  going  but  not  a  great 
feel  for  how  to  get  there,"  says  Allred,  a 
former  Intel  manager  who  heads  Eskay 
Corp.,  a  maker  of  factory  automation 
gear.  Barrett,  by  contrast,  "is  the  guy 
who  took  Andy's  vision  and  got  Intel 
there."  Barrett  takes  a  similar  view. 

e  "focuses  on  bigger  strategic  is- 
siu  the  longer-range,  the  industry  vi- 
sionary stuff,"  he  says,  adding  with  a 
smile:  'I  got  stuck  with  all  the  opera- 
tional stuff." 

At  play  as  at  work,  Bairett  displays 


remarkable  vigor.  He  bicycled  575  miles 
from  Utah  to  Mexico  five  years  ago 
with  his  friend  Lattie  F.  Coor,  presi- 
dent of  Arizona  State  University,  duck- 
ing out  midtrip  for  two  days  of  Intel 
meetings.  Coor  also  recalls  a  memo- 
rable, if  brief,  vacation  the  two  men 
and  their  wives  took  in  northern  Ari- 
zona a  year  later.  Bairett  flew  in  late  at 
night  from  Osaka,  Japan,  rose  at  dawn 
and  trekked  22  miles  through  a  canyon, 
stayed  up  until  midnight  enjoying  a 
campfire  dinner,  then  flew  to  New  York 
the  next  morning.  Says  Coor:  "He  has 
an  extraordinary  sense  of  energy  in  his 
work  and  personal  life." 

That  energy  helps  him  survive  a  pun- 

"I  had  the 
operations  role 
before  Craig 
and  thought  I  was 

pretty  good 
at  it,"  Grove  says. 
"But  I  hang  my  head 
in  shame  at  how 
well  he's  done" 

ishing  schedule.  When  he's  not  traveling 
for  business,  which  is  half  the  time,  Bar- 
rett lives  in  Phoenix  and  commutes  once 
a  week  to  Intel's  Santa  Clara  (Calif.) 
headquarters.  "I'm  a  poster  boy  for  the 
mobile  electronic  office,"  he  says.  He 
and  his  wife,  Barbara,  escape  once  a 
month  to  their  350-acre  guest  ranch  in 
western  Montana.  There  they  hike,  ride, 
and  entertain  colleagues  and  family,  in- 
cluding Barrett's  two  grown  children 
from  his  first  marriage.  Visitors  relish  his 
dry  wit  and  sense  of  fun,  but  they  speak 
mostly  of  his  abiding  passion,  fly  fish- 
ing. Barrett  and  Gordon  Moore  once 
even  fished  the  water  hazards  in  a  golf 
course  near  Intel's  chip  plant  in  Ireland. 

Bairett  met  Barbara  on  a  110-degree 
evening  in  1980  atop  Phoenix'  Squaw 
Peak,  where  both  had  hiked.  They  mar- 
ried in  1985.  Now  46,  Barbara  worked  as 
an  attorney  for  Greyhound  Corp.  and 
was  named  to  the  Civil  Aeronautics 
Board  by  President  Ronald  Reagan  in 
1982.  In  1994,  she  spent  $1  million  of 


her  own  money  seeking  the  GOP  nominJ 
tion  for  Arizona  governor  but  got  ju 
32%  of  the  vote. 

Life  wasn't  always  so  sweet  for  Ba 
rett,  who  grew  up  south  of  San  Fra 
cisco,  one  of  three  kids  in  a  lower-mi 
die-class   family.   A  scholarship 
Stanford  in  metallurgy  led  to  a  Ph 
and  a  tenured  professorship,  but 
wanted  to  do  something  that  was  fast 
action,"  he  says.  After  taking  a  on 
year  leave  to  work  at  Intel  in  197 
Barrett  returned  to  Stanford,  but  soo 
quit  to  join  the  fledgling  chipmaker  fd 
good.  His  big  break  came  in  1985,  th 
year  Intel  decided  to  exit  the  memoin 
chip  business  and  focus  on  microprocea 
sors.  Named  head  of  manufacturing 
Barrett  set  out  to  double  output.  B| 
1988,  he  had  surpassed  that  goal.  B 
1996,  productivity  had  soared  sevenfold 

Barrett's  signature  innovation  is  Cop 
Exactly,  a  scheme  that  requires  all  Intfl 
plants  to  use  precisely  the  same  equid 
ment  and  procedures  to  reduce  variatio 
and  boost  quality.  "We're  pretty  extrem 
about  it — even  down  to  the  color  of  th 
paint,"  says  Gerhard  H.  Parker,  executra 
vice-president  of  technology  and  manu 
facturing.  The  plan  worked  so  well  tha 
Intel  was  able  to  convince  customer 
such  as  Dell  Computer  Corp.  that  the] 
didn't  need  alternative  sources  for  Inte 
designed  chips.  That  led  to  a  near-md 
nopoly  market  position — and  lush  profits 
HEIR  APPARENT.  Grove  isn't  talkin 
about  retiring,  but  he  did  battle  prostati 
cancer  last  year.  And  some  observed 
think  that,  having  ridden  Intel's  succed 
to  acclaim  in  the  last  decade,  he  may  b 
ready  to  consider  retirement.  The  onl 
question  about  Barrett's  leadership  i 
how  well  he'll  manage  without  Grov 
nearby  playing  the  dreamer.  Peopl 
worry  that  he  "doesn't  have  the  visio 
and  personality  that  it  takes,"  says  ord 
former  employee.  But  "Bairett  has  ken 
to  himself  to  minimize  any  appearand 
of  conflict  with  Grove,"  argues  Carsten 
"Now  he  will  show  he  has  much  morl 
vision  and  insight  than  people  expect.] 

What  Bairett  lacks  in  star  power,  h 
makes  up  for  in  credibility.  After  al 
he's  the  one  who  has  driven  Intel  t 
deliver  on  a  famous  "law"  articulate! 
by  founder  Moore:  that  the  number  d 
transistors  on  a  chip  will  double  ever! 
two  years.  "Bairett  made  Moore's  La\| 
come  true,"  says  G.  Carl  Everett  Jij 
who  retired  last  January  as  senior  vied 
president  of  the  desktop  products  groun 
With  a  legacy  like  that,  Bairett  is  fas] 
on  his  way  to  joining  the  pantheon  thai 
has  made  Intel  a  business  legend. 

By  Andy  Reinhara 
in  Santa  Clara,  Cali\ 
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THE  INTERNET  IS  SCREAMING 
TAKE  ME,  USE  ME,  EXPLOIT 
ME  *  OK,  YOU  CAPITALIST,  YOUR 
NEW  OFFICE  SUITE  HAS  ARRIVED 


INTRODUCING  SMARTSUITE®  97.  Here's  the  first  office  suite  specifically  designed 
to  milk  the  Web  for  all  it's  worth.  SmartSuite  97  isn't  just  about  creating  nifty  memos  and 
spreadsheets.  It's  about  being  able  to  tap  the  power  of  the  Internet  while  working  inside 

SMARTSUITE. 97 

1-2? 

your  familiar  applications.  And  it's  about  using  this  power  to  gain  a  real  business  advantage. 

STARTING  WITH  A  NEW  WEB-TUNED  LOTUS  1  •  2 - 3*  97.  With  1-2-3  97,  you  can 

spreadsheet 

use  the  Internet  to  do  some  serious  work.  Grab  the  most  current  exchange  rates  for  your 

WORD  PRO" 

expense  reports,  for  instance,  live  from  the  Internet.  Or  publish  your  latest  sales  forecasts 

word  processor 

directly  to  a  Lotus  Notes®  database  and  onto  the  company  intranet.  Being  so  closely  tied 

APPROACH 

to  the  Web,  Lotus  1-2-3  (like  all  SmartSuite  applications)  allows  you  to  work  hand-in-hand 

database 

with  people  whose  hands  are  literally  thousands  of  miles  away. 

FREELANCE  GRAPHICS 

And  SmartSuite  97  makes  it  easy  to  stay  organized  while  you're  staying  up-to-date.  The 

presentation  graphics 

Lotus  SmartCenter™  allows  you  to  customize  a  set  of  drawers  where  you  can  stash  all  your 

ORGANIZER 

sources  of  information,  applications  and  files.  You  can  use  the  SmartCenter  Internet  drawer 

time  management 

to  get  live  access  to  news,  weather,  stock  prices  and  more,  all  straight  off  the  Web. 

SCREENCAM 

multimedia  tool 

So  as  the  Internet  stands  before  you,  waving  its  opportunities  in  a  most  provocative  manner, 
don't  just  sit  there.  Put  it  to  work.  SmartSuite  is  now  included  with  IBM®  Aptiva™  ThinkPad™ 

and  PC  desktops,  as  well  as  select  Acer®  systems  and  AST®  Advantage  PCs.  To  receive  your 

free  SmartSuite 97  Trial  CD,  call  1-800-TRADE-UP,  ext.  C864,  or  visit  www.lotus.com. 

Working  Together' 

Versions  ol  SmarlSuiJe  are  available  for  Windows1 95,  Windows  3.1  and  OS/2."  In  Canada,  call  1  800  GO  LOTUS  ©1997  Lulus  Development  Corpuraiion.  55  Cambridge  Parkway.  Cambridge,  MA  02142.  All  rights  reserved.  Lotus,  lotus  SmartSuite.  1-2-3,  Lotus  Notes.  Word  Pro.  Approach. 
Freelance  Giaphics,  Organizer,  ScreenCam  and  Working  Together  are  registered  trademarks  and  SmarlCenler  and  Work  the  Web  are  trademarks  ol  Lotus  Development  Corp.  All  other  company  and  product  names  are  registered  trademarks  or  trademarks  ol  their  respective  companies 
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COMPUTERS 


CAN  GATEWAY 
ROUND  UP  THE  SUITS? 

Ted  Waitt's  mission:  Crack  the  corporate  market,  big  time 


Theodore  W.  Waitt,  CEO  of  Gate- 
way 2000  Inc.,  knows  no  obsta- 
cles. In  high  school,  he  longed  to 
buy  a  bright  yellow  1974  Jeep 
Cherokee,  so  he  took  a  job  washing 
dishes  in  a  South  Dakota  hospital  base- 
ment. His  mother,  Joan  Waitt,  still 
groans  over  how  he  would  come  home 
covered  in  grease.  "It  was  disgusting," 
she  says.  But  Waitt  came  up  with  half 
the  cash,  per  the  agreement  with  his 
parents,  and  bought  the  vehicle.  "When 


he  sets  his  mind  to  something,"  says 
his  mother,  "nothing  gets  in  his  way." 

That's  about  to  be  put  to  the  test. 
Waitt,  34,  is  readying  an  all-out  assault 
to  push  Gateway — known  as  the  "cow 
company,"  after  its  holstein  mascot — far 
beyond  its  8%  stronghold  in  the  $18  bil- 
lion U.  S.  home  computer  market.  The 
new  destination:  Corporate  America, 
which  spends  $38  billion  a  year  on  pes. 
Known  for  low-priced,  feature-rich  mod- 
els that  home  buyers  love,  Gateway  has 


WAITT:  The  CEO  has 

always  played  up  his 
Midwestern  roots 
and  folksy  charm — 
but  it  may  not  fly  in 
Corporate  America 

much  to  do  to  prove  it  has  th 
sales  and  service  bona  fides 
support  big  companies.  "It's  gc 
ing  to  take  some  time  for  ther 
to  build  up  credibility,"  say 
analyst  Christine  Chien, 
Zurich  Kemper  Investment 
Inc.,  one  of  Gateway's  larges 
shareholders. 

SILICON  COWBOY.  Ironicall; 
this  time  around,  Waitt  may  nc 
help  his  own  cause.  The  son 
a  fourth-generation  cattle  brc 
ker,  Waitt  has  long  had  an  in 
age  as  the  industry's  silico 
cowboy,  disdaining  the  suits  an 
ties  befitting  the  corporat 
world.  Instead,  the  lanky,  ponj 
tailed  Waitt  welcomes  corporat 
visitors  to  the  company's  Nort 
Sioux  City  (S.  D.)  headquarter 
as  is  his  custom:  in  a  denii 
jacket  and  snakeskin  boots — r 
doubt  smoking  one  of  Ms  tradt 
mark  Camels.  Clothes  don 
close  a  sale,  Waitt  says,  proc 
ucts  and  services  do.  "I  firml 
believe  that  the  company  wit 
the  most  satisfied  customer 
will  win  in  the  long  ran,"  he  says. 

We  shall  soon  see.  On  May  21,  Gat( 
way  will  announce  new  products 
beefed-up  service,  and  an  expande 
sales  force  all  aimed  at  big  business 
Today,  Gateway  holds  just  a  6%  share 
the  corporate  market,  after  a  four-yea 
drive  that  has  done  little  more  tha 
move  its  machines  into  small  and  mic 
size  companies.  "We're  going  to  be  muc 
more  aggressive  than  we  have  in  th 
past,"  vows  Waitt. 

And  more  focused.  In  March  and  eai 
ly  April,  Gateway's  senior  execs  wer 
distracted  when  Waitt  raised  the  idea 
selling  Gateway  to  Compaq  Compute 
Corp.  for  some  $7  billion.  The  talks 
however,  collapsed  in  mid- April.  Compa 
won't  comment,  but  Gateway  insider 
say  Waitt  worried  that  his  employee 
would  be  hurt  in  a  sale  and  that  ties  t 
his  native  Sioux  City  would  be  curtailec 
Waitt  won't  discuss  the  talks  bu 
pledges  he  will  keep  running  Gateway 
"I  talk  to  a  lot  of  companies  in  the  ir 
dustry,  and  there  are  a  lot  of  peopl 
who  would  love  to  have  our  busines 
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model,"  he  says.  "But  the  compa- 
ny's not  for  sale." 

Instead,  Waitt  is  refashioning 
Gateway  for  corporate  PC  buyers. 
That  means  a  slew  of  new  prod- 
ucts, including  the  industry's  first 
Netpc,  a  design  for  slimmed-down, 
cheaper  computers  aimed  at  big 
companies  (page  136).  Waitt  also 
will  ship  new  notebook  pes  that 
are  easy  for  companies  to  main- 
tain because  all  the  components 
are  interchangeable.  And  a  line 
of  pc  servers  will  follow  later  this 
year. 

Corporations  also  can  expect 
more  care  and  feeding  from  Gate- 
way than  in  the  past.  The  sales  SHEA: 
and  service  staff  dedicated  to  ma-  " 
jor  accounts  will  double,  to  240  people. 
And  Gateway's  sales  force  in  the  field — 
historically  weak — will  more  than  dou- 
ble, to  40.  While  that's  an  improvement, 
it's  still  a  far  ciy  from  the  200  sales- 
people Dell  Computer  Corp.  has  knock- 
ing on  corporate  doors.  "Gateway  has  to 
have  feet  on  the  street,"  says  James  P. 
McDonnell,  Hewlett-Packard  Co.'s 
worldwide  marketing  manager  for  PCs. 
"After  all,  Dell  doesn't  sell  over  the 
telephone  to  Procter  &  Gamble." 

Still,  Waitt  is  confident  Gateway  can 
make  headway.  "The  goal  is  to  get  our 
major  accounts  to  where  the  rest  of  our 
business  is,"  he  says.  Waitt  points  out 
that  Gateway's  share  of  the  home  mar- 
ket rose  to  10%  in  the  fourth  quarter.  If 
the  company  can  reach  that  level  in  the 
corporate  segment,  it  will  add  close  to 
$1.6  billion  a  year  in  additional 
revenues. 

That  could  prove  as  tough  as  it 
sounds.  Compaq,  IBM,  and  Dell  have 
been  cultivating  the  corporate  market 
for  years  and  have  built  loyal  follow- 
ings.  Gateway  can  undercut  larger  ven- 
dors on  price — on  average  10%  to 
15% — which  has  helped  it  in  the  con- 
sumer and  small-business  markets 
it  could  take  years  to  convince 
large  companies  that  Gateway  can 
be  counted  on  for  all  their  needs. 
"The  initial  success  is  coming  in 
the  small  and  medium  business- 
es," says  Vadim  Zlotnikov,  senior 
technology  analyst  at  Sanford  C. 
P>ernstein  &  Co.  "Beyond  that. 


by-account  fight." 

One  big  question:  Is  Gateway, 
the  consumer's  "friend  in  the  busi- 
ness," in  sync  with  Gateway,  the 
corporate  supplier?  Waitt  has  al- 
ways played  up  his  Midwestern 
roots  and  marketed  his  folksy 
charm.  The  first  Gateway  ad 


[Jilt 


former  iBMer  cut  delays  in  tech  support 


asked  "Computers  from  Iowa?"  in  mock 
disbelief  and  started  the  tradition  of  us- 
ing the  holstein  cow  as  the  symbol  for 
the  company,  which  was  then  located 
in  Iowa.  But  some  critics  say  that  won't 
fly  in  Coiporate  America.  "They'll  have 
to  lose  the  cow  motif,"  says  Hewlett- 
Packard's  McDonnell. 

Lose  the  cow?  Ever  since  Waitt 
started  selling  personal  computers  with 
his  friend,  Mike  Hammond,  in  1987,  his 
wry  cowboy  charm  has  worked  won- 
ders. After  averaging  growth  of  44%  in 
the  past  three  years,  Gateway  has  be- 
come the  nation's  sixth-largest  PC  mak- 
er, with  sales  of  $5  billion  in  1996,  and 
net  income  of  $251  million.  Its  stock  has 
doubled  since  last  July,  to  $62  a  share, 
making  Waitt's  46%  stake  worth  $2.2 
billion.  Last  year,  he  took  home  $81.3 
million  in  total  pay,  largely  by  exercising 
stock  options. 

But  as  consumers  warmed  to  Waitt's 
ads  and  bought  his  products,  one  group 
gave  it  a  chilly  response:  Corporate 
America,  especially  the  country's  largest 
companies.  They  have  been  leery  of  a 
company  whose  headquarters  is  painted 
in  the  whimsical  black-and-white  pat- 
tern of  a  cowhide,  where  the  mostly 


IN  HOME  PCs  GATEWAY 
IS  A  LEADER... 


.BUT  IN  BUSINESS 
IT  LAGS 


1996  HOME  PCs  MARKET: 
7.7.MILLI0N  UNITS 

1  1996  BUSINESS  PC  MARKET: 
I        14  MILLION  UNITS 

Packard  Bell 

2.1  million 

Compaq             2.2  million 

Compaq 

943,000 

Dell                 1.3  million 

IBM 

624,000 

IBM                  1.3  million 

Gateway 

604,000 

Hewlett-Packard  953,000 

Apple 

570,000 

Toshiba  869,000 

Acer 

466,000 

Gateway  800,000 

under-30  crowd  wears  jeans  anc 
T-shirts,  and  the  ceo  leads  a  pe\ 
rally  each  year  featuring  roel 
bands  and  execs  dressed  as  hoi 
steins.  At  last  year's  pep  rally 
Waitt  led  the  crowd  in  dancing 
the  macarena. 

As  for  Waitt,  he  comes  across 
more  as  a  high  school  prankstei 
than  as  the  hard-charging  chie 
of  a  $5  billion  corporation.  In  his 
office  with  his  boots  propped  uj 
on  the  desk,  the  rock  group  Gii 
Blossoms  blares  as  Waitt  chain 
smokes  and  gabs  on  his  eel 
phone.  The  father  of  four  is  mosi 
often  behind  the  wheel  of  his  sil- 
ver Chevrolet  Suburban,  althougl 
"  he  prefers  fast  cars  and  owns  i 
Porsche  that  can  reach  160  mph.  And  i: 
there's  a  good  blues  or  zydeco  banc 
playing  in  Sioux  City,  he's  likely  to  show 
up.  One  can't  help  but  wonder:  Can  this 
man  sell  big  business? 

Don't  bet  against  him.  In  12  years 
at  the  helm,  Waitt  has  proven  remark 
ably  adept  at  building  a  multibillion-dol 
lar  company  from  scratch.  His  strength 
is  anticipating  technology  changes:  Gate 
way  adopted  Intel  Corp.'s  Pentiun 
processor,  the  color  monitor,  and  stan 
dard  cd-rom  drive  before  other  PC  mak 
ers  did — and  reaped  huge  market  share 
gains. 

EARLY  START.  Waitt  can  be  innovative 
too.  One  day  when  he  was  huddlec 
around  a  pc  with  his  wife  and  kids,  be- 
thought it  would  be  much  easier  foi 
families  to  use  computers  together  i: 
they  were  looking  at  a  screen  the  size  o: 
a  large  TV.  The  result  was  the  $4,39J 
Destination,  a  combination  televisior 
and  personal  computer  that  Gatewaj 
introduced  last  year.  The  company  has 
sold  close  to  10,000  units,  and  such  com 
petitors  as  Toshiba  Corp.  and  Compac 
are  following  Gateway  into  the  market 
Waitt  honed  his  creative  skills  at  ar 
early  age.  As  a  teenager,  he  deliverec 
the  Siou.v  City  Journal  by  foot 
pulling  a  stack  of  papers  in  his 
red  wagon.  But  going  door  tc 
door  to  collect  payment  provec 
time  consuming  since  many  peo- 
ple weren't  home  or  they  didn'1 
have  the  money.  So,  Waitt  de 
vised  a  solution:  He  stuffed  self- 


DATA;  DATAQUEST  INC. 


cutting  the  time  it  took  for  col 
lections  substantially. 

Although  he's  a  two-time  col 
lege  dropout — the  University  ol 
Colorado  and  the  University  o) 
Iowa — Waitt  sometimes  has  the 
touch  of  an  mba.  In  1992,  Gate 
way  was  having  problems  wit! 
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Carpe  diem. 

Twice  as  fast. 


"Seize  the  day."  With  the  right  computer  it's  easy  to  do.  And  if  that  computer  is  using  the 
new  x2  Technology  56K  modem  from  U.S.  Robotics,  you  can  do  it  even  faster  than  before. 

The  fastest  modem  ever  created  for  regular  phone  lines,  x2  has  already  gained  the 
support  of  more  than  500  Internet  service  providers,  from  industry  giants  like 
America  Online,  Prodigy  and  NETCOM  to  smaller  regional  providers.  In  fact,  more  than  250 
of  them  are  live  right  now,  with  many  offering  local  access.  So  you  can  begin  downloading 
immediately  at  high  speeds  with  x2. 

What's  more,  x2  uses  DSP  Solutions  technology  from  Texas  Instruments, 
so  it's  software  upgradable  -  which  makes  it  easy  to  receive  future  enhance- 
ments. And  you  can  rest  assured  that  as  the  56K  standard  evolves,  U.S.  Robotics 
will  provide  you  with  an  easy  upgrade  path. 
For  more  information,  visit  www.usr.com/x2now,  or  call  1-800-525-USR1  to  find  a 
provider  near  you  that  supports  x2  today.  Now  download  nearly  twice 
as  fast  as  28.8  modems  with  the  company  that  connects  more 
people  to  the  Internet  than  any  other  Seize  x2.  Seize  the  day. 


miotics 


."Robotics 


TECHNOLOGY. 


roducts  are  capable  ot  56  Kbp^  downloads,  however;  due  to  FCC  rules  which  reslnct  power  Output  ot  service  providers'  modems,  current  download  speeds  are  limited  to  53  Kbps 
wds  may  vary  depending  on  Ime  conditions  Uploads  from  end  users  to  providers  travel  at  speeds  up  to  28  8  Kbps 

capable  modem,  an  x2-compatible  local  analog  phone  line  and  an  x2-capable  service  provider  are  required  for  these  high  speed  downloads  See  wwwusrcom/*2  for  details 


S  Robotics  All  nghts  reserved  US  Robotic;  and  the  USRobotics  logo  are  rej 
ication  purposes  only  and  may  be  trademarks  and/or  registered  trademarks  c 


and  x2  and  the  xl  logo  are  trademaik.5  ot  US  Robotics  All  othei  product  names  -are  used 
mpames.  Product  specifications  sub|ect  to  change  without  notice  5.0797  S24I4 
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the  quality  of  its  machines.  He  decided 
to  revamp  the  manufacturing  process 
so  that  machines  were  put  together 
with  teams  of  people,  each  responsible 
for  overall  quality.  Defects  plummeted, 
although  Waitt  is  not  sure  exactly  how 
much.  "We  didn't  use  a  whole  lot 
of  quantitative  measures,"  he  says. 
Waitt  now  uses  teams  for  everything 
from  product  development  to  strategic 
planning. 

Waitt  also  isn't  afraid  to  hire  people 
with  the  skills  he  lacks.  In  1991,  he  re- 
cruited Richard  D.  Snyder  away  from 
Coopers  &  Lybrand  to  bring  more 
strategic  planning  and  professional  man- 
agement to  Gateway.  Snyder  now  is 


president  and  chief  operating  officer. 
Two  years  later,  Waitt  tapped  William 
G.  Shea,  a  former  IBM  executive,  who  is 
now  Gateway's  vice-president  for  ma- 
jor accounts  in  charge  of  selling  to  the 
business,  government,  and  education 
markets. 

The  major  accounts  business  has 
come  a  long  way  since  then.  Shea,  in 
particular,  has  done  a  makeover  on 
Gateway's  service — the  wait  for  a  call 
to  a  technician  is  under  two  minutes 
most  of  the  time  vs.  10  minutes  two 
years  ago.  That  has  helped  boost  major 
accounts  sales  to  $1.5  billion.  Take  Mit- 
subishi Motor  Sales  of  America  Inc. 
The  company  bought  240  Gateway  lap- 


tops for  its  sales  force  last  year — wit 
some  trepidation.  Then  a  salesmt 
cracked  the  screen  on  his  laptop,  ar 
Gateway  fixed  the  problem  in  less  th; 
a  day.  "We're  so  happy,  we've  commi 
ted  to  switching  all  [the  company 
1,500  desktops]  to  Gateways,"  says  Gr 
gory  Stahl,  who  manages  computer  sy 
terns  for  Mitsubishi's  dealers  and  sale 
men. 

Even  if  Waitt  doesn't  don  a  suit  ar 
tie,  with  testimonials  like  that,  the  co 
company  may  mosey  its  way  into  Co 
porate  America. 

By  Peter  Elstrom  in  North  Sioi 
City,  S.  D.,  with  Peter  Burrows  in  Sa 
Francisco  and  bureau  reports 


A  BARE-BONES  BOX  FOR  BUSINESS 


For  most  of  his  company's  12-year 
history,  Chairman  and  ceo 
Theodore  W.  Waitt  has  kept 
Gateway  2000  Inc.  on  the  cutting 
edge.  In  1993,  when  leading  PC  mak- 
ers hedged  their  bets  by  designing- 
only  a  few  models  using  Intel 
Corp.'s  new  Pentium  chip,  Ted  Waitt 
went  whole  hog,  building  all  Gate- 
way computers  around  the 
speedy  new  chip.  The  next 
year,  Waitt  was  the  first  to 
make  cd-roms  standard  in  all 
his  computers.  And  in  1996,  the 
mail-order  company  pioneered 
a  pc/tv  combo  for  the  digitally 
inclined  couch  potato. 

Now,  Waitt  is  about  to  stick 
his  neck  out  again.  On  May  21, 
Gateway  will  unveil  the  comput- 
er industry's  first  NetPC.  This 
new  class  of  computer,  based  on 
a  design  by  Microsoft,  Intel, 
Dell,  and  Compaq,  is  a  bare-es- 
sentials machine  aimed  at  the 
price-sensitive  corporate  buyer. 
Gateway's  Model  E-1000,  code- 
named  Tomahawk,  costs  less 
than  $1,000,  without  a  monitor 
but  sporting  a  133-Mhz  Pentium 
chip,  16  MB  of  memory,  a  1-gi- 
gabyte  hard  disk,  and  a  fast 
network  connection.  "This  is  going  to 
be  great  for  the  corporate  market," 
crows  William  G.  Shea,  Gateway's 
vice-president  for  major  accounts. 
BARGAIN  basement.  It  had  better 
be.  Gateway  is  banking  on  being 
ahead  of  the  pack  to  boost  its  weak 
standing  in  major  corporations.  But 
the  company  will  not  be  alone  for 
long.  Later  this  year,  PC  makers 


such  as  Compaq,  IBM,  Dell,  and 
Hewlett-Packard  will  introduce  their 
own  NetPCs.  "We  see  this  as  a  nat- 
ural extension  of  our  PC  lines,"  says 
Rod  Adkins,  general  manager  of 
IBM's  commercial  PC  offerings. 

The  NetPC  sales  pitch:  They're 
cheaper  and  you  can  inn  Windows 
software  just  as  you  do  on  today's 


PCs.  That  sets  them  apart  from  rival 
"network  computers,"  or  ncs,  being 
pushed  by  Sun  Microsystems  Inc.  and 
Oracle  Corp.  ncs  also  run  Windows 
programs  and  boast  bargain-base- 
ment prices — some  as  low  as  $750 
without  a  monitor — but  most  do  not 
include  a  disk  drive,  relying  instead 
on  a  server  for  applications  and  files. 
John  Filiberti,  a  Merrill  Lynch  &  Co. 


vice-president  who  has  had  an  early 
peek  at  the  new  Gateway  machine,  is 
sold.  "With  such  low  prices,"  he  says, 
"that  would  allow  me  to  go  in  to  my 
managers  every  year  or  so  and  say  I 
need  new  machines." 

That's  just  what  Waitt  wants  to 
hear.  But  he  may  not  like  what  oth- 
ers are  saying — they're  still  too  cost- 
ly According  to  the  Gartner 
Group  Inc.,  major  companies 
spend  on  average  nearly  $10,000 
a  year  per  PC,  including  the  cost 
of  support  and  maintenance. 
That  can  be  cut  by  up  to  39% 
using  ncs,  but  only  26%  when 
NetPCs  are  the  computer  of 
choice,  says  Gartner.  "The  NetPC 
doesn't  offer  more  than  I've 
got,"  says  Glen  Salow,  chief  in- 
formation officer  at  Aetna  Re- 
tirement Services  Inc.,  in  Hart- 
ford. Salow  says  that  as  many  as 
1,200  of  the  PCs  in  his  opera- 
tion— over  half — will  be  replaced 
by  ncs  early  next  year. 

That's  why  Microsoft  is 
backpedaling.  After  ridiculing 
the  idea  of  ncs  for  months,  on 
May  12  the  software  giant  dis- 
closed a  licensing  agreement 
with  Citrix  Systems  Inc.  and 
France's  Prologue  for  technology 
similar  to  what  is  offered  by  the  nc 
crowd.  Says  Microsoft  Group  Vice- 
President  Paul  A.  Maritz:  "This  is 
not  a  black/white  thing." 

Not  when  you've  got  a  foot  in 
each  camp. 

By  Ira  Sager  in  New  York,  with 
Peter  Elstrom  in  North  Sioux  City, 
S.  D. 


What  They  Really  Cost 

New  classes  of  desktop  computers  are  aimed  at 
lowering  overall  costs  for  corporate  buyers 
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RAGING 
AT  THE 
SWISS 


Will  U.S.  anger  over 
Nazi  gold  lead  to 
damaging 
sanctions? 


Alan  G.  Hevesi  had  never  been  to 
Switzerland  before.  So  during  his 
May  1-8  visit  to  confer  with  bank- 
ing and  government  officials  about 
Swiss  handling  of  Nazi  gold  and  Holo- 
caust victims'  accounts,  the  New  York 
City  comptroller  took  in  the  sights  at 
Inteiiaken  in  the  Alps.  He  was  delight- 
ed at  the  scenery  and  much  taken  with 
the  "cordial  and  gracious"  Swiss. 

But  back  in  his  office  in  lower  Man- 
hattan, Hevesi  has  harsher  words.  A 
year  ago,  the  comptroller  sent  the  chief 
executives  of  Switzerland's  three  biggest 
banks  a  warning:  Unless  they  cooperated 
in  disclosing  and  settling  the  dormant 
accounts  of  Holocaust  survivors  and  vic- 
tims' heirs,  New  York  City's  pension 
funds  might  withdraw  the  $1  billion  they 
have  under  Swiss  management,  sell  their 
$47  million  worth  of  shares  in  Swiss 
banks,  and  pull  their  $150  million  in 
overnight  deposits.  Now,  along  with  city 
and  state  officials  all  over  the  U.  S.,  he  is 
stepping  up  pressure  on  the  banks.  "The 
Swiss  should  be  aware  that  there's  a  lot 
of  activity  in  America  to  respond  to  their 
historical  actions,"  says  Hevesi. 
GRASSROOTS.  The  publication  on  May  7 
of  a  report  by  Commerce  Under  Secre- 
tary Stuart  Eizenstat,  accusing  the  Swiss 
of  prolonging  the  war  by  buying  Ger- 
man gold  and  of  hiding  money  looted  by 
the  Nazis,  boosted  resolve  in  the  U.  S.  to 
hold  the  banks  and  others  accountable. 
Now,  a  grassroots  movement  toward  fi- 
nancial sanctions  against  the  banks  is 
building.  Taking  their  cues  from  Edgar 
Bronfman,  president  of  the  World  Jewish 
Congress,  politicians  want  the  Swiss 
banks  to  identify  every  doimant  account 
belonging  to  a  Holocaust  victim  and  re- 
turn all  assets  to  survivors  or  their  heirs. 
They  also  want  any  profits  the  Swiss 
made  from  looted  Nazi  gold  to  be  turned 
into  a  humanitarian  fund  to  aid  victims  of 
Naziism.  Estimates  of  the  sums  involved 
range  as  high  as  $7  billion. 

Activists  don't  think  the  Swiss  have 
been  quick  or  cooperative  enough  in 
meeting  these  demands.  Six  states  now 


Such  sanctions  could  deliver  a  blow  to 
Switzerland's  financial  services  sector, 
which  accounts  for  12%  of  its  economy. 
"If  the  bloom  were  off  that  rose,  it 
would  have  a  very  significant  impact 
for  commerce  in  Switzerland,"  says  Neil 
D.  Levin,  head  of  the  New  York  State 
Commission  on  the  Recovery  of  Holo- 
caust Victims'  Assets,  created  by  Gov- 
ernor George  E.  Pataki  on  May  8.  The 


management,  investment  banking,  comj 
mercial  lending,  project  finance,  and  prii 
vate  banking — the  Swiss  specialty.  Sincd 
the  Big  Three  are  estimated  to  manj 
age  more  than  $1  trillion  worth  of  assets 
worldwide,  large-scale  divestment  in  the 
U.  S.  would  not  devastate  them.  Yel 
they  are  taking  the  prospect  of  a  boy-l 
cott  seriously.  Says  Robin  Monro-Davies 
managing  director  of  London-based 


THREATENED  The  Big  Three  Swiss  banks  are  looking  to  growl 


have  bills  in  their  legislatures  calling  for 
divestment  of  state  funds  under  man- 
agement by  Swiss  banks.  Some  even  call 
for  a  boycott  of  companies  that  do  busi- 
ness with  the  Swiss.  Chicago's  city  coun- 
cil is  considering  legislation  to  bar  city 
money  from  any  institution  that  has  deal- 
ings with  Switzerland,  to  be  voted  on 
by  July.  City  officials  believe  that  un- 
less the  Swiss  move  fast  to  make  resti- 
tution, the  bill  is  likely  to  pass. 


Swiss  know  it,  too.  "So  far  we  haven't 
seen  any  hard  facts  to  make  us  uneasy 
about  loss  of  customers,  but,  of  course, 
it's  always  in  the  back  of  one's  head," 
says  Hans  Konrad  Zuest  of  Zurich's 
Cantrade  Private  Bank,  which  is  wholly 
owned  by  Union  Bank  of  Switzerland. 

Although  ubs.  Credit  Suisse,  and 
Swiss  Bank  Corp.  don't  break  out  how 
much  they  have  in  U.  S.-based  assets,  all 
three  do  brisk  business  in  U.  S.  fund 


credit-rating  agency  ibca  Ltd.:  "The! 
Swiss  banks  are  out  to  grow  in  tho 
States,  and  it  would  hurt  them  if  they 
were  to  become  pariahs  there." 

To  protect  their  franchise,  the  banks: 
U.S.  operations  are  bending  over  back-j 
wards  to  cooperate  with  investigators! 
Says  a  spokesman  for  the  Big  Three  ir 
New  York:  "They  are  very  mindful  o:l 
the  potential  negative  impact  that  all 
these  attacks  could  have  on  their  busil 


138  BUSINESS  WEEK  /  MAY  26,  1997 


."  Besides  testifying  at  legislative 
ings,  bank  officials  brief  employees 
clients  on  progress  at  each  bank  in 
.rthing  hidden  war  money, 
le  Swiss  banks  are  responding  at 
e,  too.  They  have  opened  their 
rds  to  an  international  commission 
led  by  Paul  A.  Volcker,  who  has 
in  teams  of  accountants  from 
mr  Andersen,  Deloitte  &  Touche, 


vivors  trying  to  collect  from  dormant 
funds,  he  caused  an  uproar  in  the  U.  S. 
Chastened,  UBS  now  is  eager  that  funds 
be  distributed  as  soon  as  possible. 

Nor  is  Credit  Suisse  dismissing  the 
boycott  threat  as  rhetoric.  "I  don't  think 
it's  just  politics,"  says  Bob  O'Brien,  man- 
aging director  and  head  of  corporate 
banking  for  the  U.  S.  The  bank  has  co- 
operated in  opening  its  books  and 


launched  investigations  of  J.  P. 
Morgan,  Bank  of  New  York, 
Bankers  Trust,  Chase  Manhat- 
tan, and  Citibank,  all  of  which 
had  correspondent  relationships 
with  Swiss  banks  during  those 
years.  Levin's  new  commission  is 
determined  to  follow  the  trail  of 
assets  through  New  York  to  see 
whether  any  U.  S.  banks  partici- 
pated in  handling  Holocaust  vic- 
tims' dormant  accounts.  All  the 
banks  are  cooperating  fully  with 
the  examination. 
WEAKENED.  In  addition,  the 
Eizenstat  report  underscored 
that  banks  in  many  other  neu- 
tral nations,  including  Sweden, 
Portugal,  and  Spain,  helped  fi- 
nance the  German  war  machine. 
Yet  it's  the  Swiss  banks  that  are 
taking  the  most  heat — and  are 
the  most  vulnerable.  Switzer- 
land's banking  secrecy  laws  have 
long  been  at  the  heart  of  the 
country's  financial  success.  With 
accountants  traipsing  through 
bank  warehouses  in  search  of 
documents,  those  laws  may  have 
been  weakened.  The  CEOs  of  the 
Big  Three  banks  have  agreed  to 
publish  the  names  of  holders  of 
any  dormant  accounts — not  only 
in  Switzerland  but  in  Israel,  the 
U.  S.,  and  elsewhere  in  Europe. 

The  prospect  that  Swiss  banks' 
vaunted  secrecy  might  be  cracked 
open  cuts  two  ways.  On  the  one 
hand,  the  Swiss  improved  their 
image  by  throwing  their  dealings 
with  unsavory  politicians  and 
chug-money  launderers  into  the  cold  light 
of  day.  So  would  opening  then-  war-era 
accounts  to  full  scrutiny.  But  it  could 
threaten  their  $2  trillion  private  bank- 
ing business,  most  of  which  is  legitimate. 

Ultimately,  the  Swiss  have  far  more  to 
gain  than  to  lose  by  cooperating  with  the 
investigations  into  their  involvement  with 
Nazi  gold.  The  resonance  of  the  issue  in 
the  U.S.  means  that  few  states  would 


J.S.,  so  any  further  blows  to  their  reputations  could  hurt 


Price  Waterhouse  to  look  for  Holo- 
t-era  documents.  And  they  will  con- 
lte  $69  million  toward  a  $184  million 
1  to  aid  Holocaust  survivors  and 
r  families,  the  rest  to  come  from 
jrnment  and  industry, 
ctivists  in  the  U.S.  take  credit  for 
i  progress.  When  ubs  ceo  Robert 
ler  initially  balked  at  the  restitu- 
fund,  suggesting  that  the  money 
ised  to  settle  class  actions  by  sur- 


records  to  investigators.  'We  support  a 
full  exploration  of  the  issues  and  are  pre- 
pared to  take  full  moral  and  financial  re- 
sponsibility for  our  actions,"  says  O'Brien. 

Ironically,  the  investigations  could 
boomerang  on  some  U.  S.  banks,  too.  Be- 
tween 1939  and  1941,  almost  all  Swiss 
bullion  was  stored  in  New  York  banks  as 
the  Swiss  grew  fearful  that  the  Nazis 
would  turn  on  them.  In  January,  Levin, 
then  New  York  bank  superintendent. 


stay  behind  after  one  passes  any  sanc- 
tions. "There  is  no  end  to  the  Holocaust," 
says  Republican  State  Senator  Robert 
W.  Singer  of  New  Jersey,  co-sponsor  of  a 
bill  that  includes  corporate  sanctions 
against  the  Swiss.  That  emotion  could 
shatter  the  reputation  of  Switzerland's 
banks — and  its  most  lucrative  industry. 

By  Joan  Warner  in  New  York,  with 
Tliane  Peterson  in  Bonn,  John  Parry  in 
Geneva,  and  bureau  reports 
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COMMENTARY 

By  Phillip  L.  Zweig 


ARE  ENERGY  LENDERS  ABOUT  TO  RE  BURNED-AGAIN? 


When  Mahan  Rowsey 
Inc.,  a  high-rolling 
Oklahoma  City  oil 
and  gas  concern,  went 
bust  in  1982  and  helped 
bring  down  the  infamous 
Penn  Square  Bank  along 
with  it,  few  would  have 
expected  that  W.  E.  "Bil- 
ly" Rowsey,  the  company's 
co-head,  would  ever  be 
welcome  in  a  bank  again. 
But  banks  are  seriously 
considering  making  him  a 
loan  now.  Rowsey,  ceo  of 
Araxas  Energy  Corp., 
with  $100  million  in  as- 
sets, says  he  has  rebuilt 
his  "credibility  and  over- 
come the  'Penn  Square' 
stigma." 

Not  since  the  early 
1980s  has  the  action  been 
so  frantic,  propelled  by  a 
robust  economy,  firm  prices,  and  an 
abundant  flow  of  oil  and  gas  financing. 
Commercial  and  investment  bankers, 
private  equity  investors,  and  even 
newly  created  finance  units  of  pipeline 
companies  are  tripping  over  each  oth- 
er to  undei-write  loans,  high-yield 
debt,  and  equity  for  oil-service  compa- 
nies and  independent  producers. 
"LOOSER."  But  the  zeal  to  deal  con- 
jures up  images  of  the  early-1980s 
energy-lending  debacle  that  decimat- 
ed scores  of  banks — carnage  that 
some  of  today's  players  seem  to  have 
forgotten.  While  oil  and  gas  compa- 
nies are  surely  healthier  and  better 
managed  now,  several  top  energy 
lenders  say  that  telltale  signs  of  irra- 
tional exuberance  are  cropping  up  in 
oil  patch  deals.  Says  Tom  Foncannon, 
head  of  the  energy  and  minerals  unit 
at  Norwest  Bank  Colorado:  "Things 
are  becoming  looser.  I  do  hope  that 
some  of  the  things  we're  stalling  to 
see  don't  result  in  a  lot  of  the  crazi- 
ness  that  happened  before." 

Banks  are  leery  of  talking  about 
specific  deals.  But  they  acknowledge 
that  some  financial  institutions  are  un- 
derwriting deals  on  chilling  rigs  and 
riskier  properties,  including  proven 
but  nonproducing  reserves,  and  bet- 
ting that  oil  prices  will  rise  3%  or  4% 
a  year,  to  as  much  as  $40  a  barrel 


PUMPED  UP 

As  in  the  '80s,  loans 
to  noninvestment- 
grade  companies 
are  surging 


from  the  current  $21 
level.  Loan  spreads  are 
shrinking,  suggesting 
that  lenders  aren't  al- 
ways being  compensat- 
ed for  these  risks. 
From  1994  to  1996, 
spreads  over  the  London  Interbank 
Offered  Rate  fell  19%,  to  122  basis 
points  on  loans  to  BB-rated  compa- 
nies, compared  with  a  drop  of  less 
than  16%  on  similar  commercial  and 
industrial  loans,  says  Loan  Pricing 
Corp.  Terms  are  being  stretched,  and 
covenants,  such  as  leverage  restric- 
tions, are  being  scrapped.  In  March, 
Chesapeake  Energy  Corp.,  a  highfly- 
ing Oklahoma  City  independent  whose 
shares  fell  more  than 
50%  since  November, 
to  16k;  on  May  14,  was 
able  to  increase  its  two 
private  debt  issues  by 
50%,  to  $300  million, 
on  favorable  terms. 

To  be  sure,  some  en- 
ergy experts  insist 
that  comparisons  with 
the  bad  old  days  are 
misplaced.  They  say 
many  companies  that 
survived  the  '80s  now 
eschew  unnecessary 
debt.  Recent  innova- 
tions, such  as  3-D  seis- 
mic imaging  and  direc- 
tional drilling,  have 
dramatically  boosted 
exploration  success  ra- 
tios and  lowered  find- 
ing costs.  They  add 


DANGER  SIGNS 

•Loan  spreads  are  falling 
as  new  lenders  compete 
with  veterans  for  deals 

•Lenders  and  investors 
are  underwriting  riskier 
properties  and  companies 

•Some  banks  are  basing 
loan  values  on  future  oil 
prices  of  $35  to  $40  a 
barrel,  far  above  today's 
levels 


•Terms  are  being 
stretched  and  lending 
covenants  waived  in  bid 
for  business 

DATA:  BUSINESS  WEEK 


that  the  industry  is  now 
driven  by  market  forces, 
rather  than  by  tax  shel- 
ters and  price  regulation. 

"Balance  sheets  have 
gotten  better.  The  memory 
[of  the  1980s  debacle]  is 
very  clear  in  survivors' 
minds,"  says  H.  Allen 
Turner,  vice-president  for 
corporate  development  of 
debt-free  Devon  Energy 
Corp.,  an  Oklahoma  City 
independent  producer. 

Nonetheless,  evidence  of 
aggressive  financing  and 
the  reasons  for  it  are  not 
hard  to  find.  For  one  thing,  fi- 
nanciers— from  veterans  to  Johnny- 
eome-latelies — are  lending  and  invest- 
ing more  money  than  they  have  in 
years.  Institutions  such  as  Bankers 
Trast  Corp.,  which  retreated  from  en- 
ergy lending  in  the  1980s,  are  coming 
back  strongly.  Foreign  institutions 
such  as  Bank  of  Montreal  and  Banque 
Paribas  are  competing  intensely  for 
deals  with  veterans  such  as  Chase 
Manhattan.  And  Japan's  Sanwa  Bank 
Ltd.  has  set  up  a  new  energy  unit. 

Adding  to  the  pressure  are  several 
big  production  and  pipeline  companies. 
Following  the  lead  of  Enron,  the 
Williams  Cos.,  and  a  Shell  Oil  joint 
venture,  for  example,  have  created 
production  finance 
units.  Almost  across 
the  board,  deal  volume 
was  up  sharply  in 
1996  and  continues  at 
a  brisk  pace.  Last  Oc- 
tober, Apache  Corp.,  a 
big  independent  pro- 
ducer, kicked  off  a 
party  by  issuing  a 
$150  million  100-year 
bond,  a  milestone  that 
triggered  a  rash  of 
similar  offerings.  But 
if  oil  patch  history  is 
any  guide,  the  party 
won't  last  forever. 


Zweig  covers  corpo- 
rate finance  for  busi- 
ness week.  Gary 
McWilliams  supplied 
reporting. 
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ake  charge  of  your  personal  success  with  candid,  eye- 
>ening  insights  from  today's  most  influential  executives, 
om  key  players  of  the  digital  world  to  innovators  who 
imbine  success  with  spirituality,  these  three  books  put  a 
ja  1th  of  knowledge  right  at  your  fingertips. 

the  Company  of  Giants 
ima  Dev  Jager  and  Rafael  Ortiz 

•llected  here  are  conversations  with  16 
the  digital  world's  most  sought-after 
ninaries,  including  Bill  Gates,  Steve  Jobs, 
Dtt  Cook,  and  Charles  Wang. 

iclaiming  Higher  Ground 
nee  H.  K.  Secretan 

this  "elixir  for  jaded  executives,"*  National 
ok  Award  nominee  Lance  Secretan  proves 
it  the  heart,  mind,  and  bottom-line  go 
id-in-hand. 

zel  Henderson,  author  of  Building  a  Win-Win  World 

he  Contrarian  Manager 
chard  H.Jenrette 

ned  as  the  Great  Contrarian,  Dick  Jenrette  shares  his  hard-won  lessons 
d  charts  his  unconventional  path  to  becoming  a  Wall  Street  legend. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity  to 
ask  questions  about  fea- 
tures from  the  magazine. 


i 


<-■ 


| 


Sunday 

Spotting  hot  growth 
companies  for  investment: 
Advice  from  a  top  fund 
manager  on  where  to  look  and 
what  to  buy  in  the  small-cap 
market.  May  18 
9  p.m.  EDT  in  the  Odeon 

Monday 

Find  out  how  a  small  busi- 
ness grows  fast  enough  to 
qualify  for  Business  Week's 
Hot  Growth  list,  from  one  of 
the  top  companies.  May  19 
8  p.m.  EDT  in  the 
BW  Enterprise  Chat  Room 


Maven 


Shopping  for  new  computer 
gear?  Explore  your  options 
in  BW's  Maven-Your  Personal 
Guide  to  Personal  Computing, 
at  keyword  Maven  on  AOL  or 
www.maven.businessweek.com. 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A  M  E  Ry^C  A 


BROKERS 


JUST  LOOKING, 
THANKS 


Inflated  prices  may  slow  the  rush  to  buy  brokerage  firms 

Another  day,  another  bro 
kerage-firm    rumor,  jj^f 
Lately,  Baltimore 
has  been  abuzz  with 
whispers  of  imminent 
takeovers.  It  is  home 
to  Alex.  Brown  &  Sons 
Inc.,  which  just  agreed 
to  be  sold  to  Bankers 
Trust  Co.  In  the  shops 
and    restaurants  at 
Harborplace  near  the 
small  financial  district 
of  this  old  Chesapeake 
Bay  city,  takeover  talk 
has  centered  on  Legg 
Mason  Inc.,  a  well-re- 
garded regional  broker- 
age firm.  "We've  been 
sold  about  12  times  in 
the  last  week,"  jokes 
Raymond  A.  "Chip" 
Mason,  Legg  Mason's 
chief  executive. 

Many    analysts,  indeed, 
foresee  a  wave  of  brokerage  takeovers 
by  large  financial  institutions  that  will 
fundamentally  reconfigure  Wall  Street. 
And  many  banks  are  raring  to  buy  bro- 
kers now  that  the  Federal  Reserve  has 
liberalized  its  guidelines.  But  despite 
this  seeming  foiward  momentum,  there 
may  be  fewer  brokerage  deals  than  the 
rumormongers  expect.  The  main  rea- 
son: price.  Brokerage 
stocks  are  trading  at 
record  levels,  and  stick- 
er shock  is  discourag- 
ing many  buyers.  "A 
number  of  people  are 
balking.  They're  having 
a  visceral,  negative  re- 
action,"    says  one 
banker. 

VOLATILE.  The  Alex. 
Brown  deal  was  a  clear 
tipoff  of  the  new  world 
of  valuations.  The  price  tag  was  $1.9 
billion,  including  $200  million  in  payouts 
to  keep  senior  executives.  That  is  three 
times  book  value — a  measure  of  the  val- 
ue of  the  assets  on  its  books — or  almost 
twice  what  Alex.  Brown  was  trading  at 
in  the  weeks  prior  to  the  deal,  says 


The  $1.9  billion 
deal  for  Alex. 
Brown  &  Sons 

was  three  times 
book  value 


Michael  Flanagan,  a  securities  industr 
analyst  at  Financial  Service  Analytic. 
Historically,  brokerage  stocks  have  tra- 
ed  at  1.1  to  1.2  times  book  value  wh(| 
they  are  out  of  favor  and  1.75  to  2  timi 
book  when  they  are  in  favor,  says  01 
penheimer  &  Co.'s  brokerage  analyj^ 
Steven  Eisman.  Indeed,  the  rule  I 
thumb  for  brokerage  stocks  is  to  bit 
them  when  they  al 
trading  at  one  tirnJ 
book  value  and  se| 
them  when  they  reacl 
two  times  book.  "The;: 
stocks  are  at  very  hM 
valuations,"  says  Sallj! 
L.  Krawcheck,  a  secuii 
ties  industry  analyst  k 
Sanford  C.  Bernstein  I 
Co.  (table,  page  144). 

The  issue  of  pricS 
has  been  causing  man 
would-be  suitors  to  focus  on  whetht 
book  value  is  really  the  most  appropr 
ate  way  to  price  brokerage  firms.  Mot 
businesses  are  usually  assessed  in  tern 
of  earnings.  But  Wall  Street  has  tradt 
tionally  favored  the  book  value  metho1 
of  valuing  brokerage  houses  since  thei 
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ANYTHING  IS  POSSIBLE. 


Remember  running  for  your  first  touchdown? 


capabilities  to  our  creative  problem-solving,  our  team 


nember  the  teamwork  that  enabled  you  to  break  free?       record  is  unmatched  in  the  industry.  In  fact,  nobody 


At  Cushman  &  Wakefield,  we  understand  the 
portance  of  teamwork  in  the  real  estate  game  today. 

Working  closely  with  clients,  our  first-string 
ount  teams  help  analyze  individual  needs,  redefine 
ectives,  create  strategies  and  implement  solutions. 

Putting  even  the  most  impossible  goals  within 
jr  grasp. 

From  our  experience,  knowledge  and  research 
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Yesterday. 

Today. 
Tomorrow. 


Famous  &  Historic  Trees 
Bring  History  Alivel 

Yesterday... 

In  1785,  George  Washington  planted 
a  tulip  poplar  at  Mount  Vernon.  Our 
first  president  kept  meticulous  journals 
about  his  estate  and  planted  many 
trees. 
Today... 

The  George  Washington  Tulip  Poplar 
is  now  over  200  years 
old  and  towers  over 
the  graceful  estate  on 
the  Potomac  River. 

The  seeds  from  the 
original  George 
Washington  Tulip  Poplar  have  been 
hand-picked  and  grown  into  small, 
direct-ottspring  trees.  Each  tree  in  a 
complete  planting  kit  is  accompanied 
hy  a  Certificate  of  Authenticity, 
attesting  to  its  historic  event. 
Tomorrow... 

You  or  your  business  can  sponsor 
Famous  &  Historic  Trees  for  planting 
at  schools  -  educational  resources  that 
will  be  used  for  generations.  You  will 
also  help  AMERICAN 

Forests  -  the  oldest 
national  nonprofit 
conservation  organiza- 
tion, founded  in  1875  - 
continue  our  work  to 
preserve  trees  and  forests,  far  into  the 
twenty-first  century. 
Call  1-904-765-0727  or  write  to: 

American  Forests 
Famous  &  Historic  Trees 

8555  Plummer  Road 
Jacksonville,  Florida  32219 

American 
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earnings  are  extremely  volatile  and  hard 
to  predict. 

Oppenheimer's  Eisman  is  recom- 
mending Lehman  Brothers  Inc.  and 
Bear,  Stearns  &  Co.  because  their  price- 
to-book  values  haven't  appreciated  near- 
ly as  much  as  the  other  stocks  in  the 
group.  And  Eisman  believes  Lehman 
and  Bear  Stearns  are  takeover  bait. 

Others  consider  earnings  a  bet- 
ter way  to  value  brokerage 
stocks.  "Some  firms  are  evolving 
to  have  less  volatility  inherent  in 
their  earnings.  Those  with  more 
stable  earnings  deserve  a  higher 
reward,"  says  Peter  Davis,  a 
Booz.  Allen  &  Hamilton  Inc.  con- 


Jr.,  vice-chairman  of  Morgan  Stanll 
Group  Europe.  "Strategic  fit  is  No| 
cultural  fit  and  the  ability  to  manage 
No.  2,  and  price  is  No.  3." 

In  some  cases,  special  circumstand 
militate  against  a  deal.  Not  only 
Paine  Webber  fully  valued;  the  firm  coJ 
be  tough  to  acquire.  PaineWebber 
tightly  controlled  by  its  chief  executi-j 

Getting  Pricey 

Many  brokerage  stocks  are  trading  above  their 
takeover  prices 


rill  Lynch  &  Co.,  the  firm  with 
the  highest  valuation  outside  of 
Charles  Schwab  &  Co.  It  is  cur- 
rently trading  at  2.6  times  book 
value  and  a  price-earnings  ratio 
of  13.5,  which  is  the  top  of  its 
own  historical  range  and  consid- 


kers.  This  is  because  Merrill's 
earnings  are  more  diversified  than 
its  competitors'. 

BIG  UPSIDE.  Even  using  earnings, 
though,  most  brokerage  stocks  are  fully 
valued.  For  example,  Krawcheck's  valu- 
ation analysis  of  PaineWebber  Inc.  is 
derived  by  assigning  different  p-e  ra- 
tios to  its  various  businesses.  She  cal- 
culates that  PaineWebber's  commission 
brokerage  business  has  a  p-e  multiple  of 


COMPANY 

POTENTIAL 
TAKEOVER 
PRICE 

CURRENT 
PRICE* 

PERCEN 
OVERVALUE 

LEGG  MASON 

35 

47 

34"J 

DEAN  WITTER 

30 

39 

30 

AG  EDWARDS 

35 

38 

9 

MERRILL  LYNCH 

91 

98 

8 

LEHMAN  BROTHERS  35 

38 

9 

PAINEWEBBER 

37 

36 

-3 

MORGAN  STANLEY 

66 

65 

-1 

DLJ 

53 

45 

-15 

SALOMON 

66 

53 

-20 

DATA  SANF0R0  C  BERNSTEIN  A  CO 

*May9,  199 

Other  factors  can  sour 
a  deal:  PaineWebber  is 
tightly  controlled,  DLJ 
has  sky-high  payouts 


12.6  and  that  its  asset  management  has 
a  p-e  of  15.5,  which  is  a  discount  to 
what  independent  asset  managers  trade 
at.  Weighing  those,  she  arrives  at  a  to- 
tal p-e  of  11.5,  or  a  share  price  of  37. 
This  compares  to  an  average  p-e  for 
PaineWebber  in  the  1990s  of  9.6  and  a 
current  p-e  of  10.9.  PaineWebber  stock 
traded  at  35  on  May  14,  and  Krawcheck 
believes  that  any  takeover  premium  is 
already  reflected  in  the  stock  price. 
Krawcheck  is  recommending  Morgan 
Stanley,  Dean  Witter  Discover  &  Co. 
because  the  combined  firm  has  the  most 
upside  earnings  potential. 

High  prices  aren't  the  only  impedi- 
ment to  deals.  "Price  is  the  least  im- 
portant factor,"  says  Donald  A.  Moore 


Donald  B.  Marron,  who  has  been  ct 
for  17  years.  Marron  has  said  he  war 
to  keep  the  firm  independent  and  pe 
haps  make  acquisitions.  Despite  col 
ventional  wisdom  that  PaineWebber  [ 
too  small  to  survive  on  its  own,  it  mj 
hold  out  longer  than  expected.  "D<i 
Marron's  got  board  support.  He  can 
it,"  says  one  banker. 

Donaldson,  Lufkin  &  Jenrette  Sec 
rities  Corp.  is  another  brokerage  thl 
banks  frequently  salivate  over  becaul 
of  the  attractiveness  of  its  equity  aj 
junk-bond  underwriting  business.  The 
retically,  di,j  would  be  a  good  fit  witf 
bank  such  as  Chase  Manhattan  or  evd 
J.  P.  Morgan,  given  their  investmej 
banking  ambitions.  Street  sources  sS 
DLJ  has  held  talks  with  NationsBarl 
Corp.  and  National  Westminster  Bar| 
PLC  in  the  past  year.  But  there  is  a 
jor  obstacle:  du's  compensation  agrel 
ments,  which  are  rich  even  by  Wa 
Street's  stellar  standards,  dlj  partne; 
participate  in  the  considerable  profii 
generated  by  the  firm's  large  leverage » 
buyout  funds.  This  payout  system  woul 
be  hard  for  any  bank  to  swallow.  "It's  L 
great  company,"  says  a  banker.  "Til 
stumbling  block  is  their  compensatk. 
system." 

Most  buyers,  thus,  may  wait  for 
major  slump  in  brokerage  stocks  befoi 
pursuing  purchases.  Until  then,  rumo;: 
will  vastly  outnumber  actual  deals. 

By  Leah  Nathans  Spiro  in  New  Yorl 
with  Roy  Furchgott  in  Baltimore 
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Introducing  SkyWord  Plus. 


When  you're  out  oj  paging  range,  SIcyTePis  the  only  nationwide  service  that  will 
store  your  messages  and  automatically  deliver  them  to  you  when  you  get  back.  With  other  companies,  youd 
never  even  know  you  were  paged.  That's  why  the  company  that  was  the  first  to  ojjer 
nationwide  text  paging  is  used  by  mole  Fortune  1000  companies  than  anyone.  Because 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

BON  VOYAGE 
ON  THE  P&O 
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'  NOV.  14, '96  MAY  14  '97 
A  DOLLARS 


What's  an  investment  manager  to 
do — once  he  has  snapped  up  the 
large-cap  stocks  that  have  skyrocketed 
along  with  the  Dow?  Robert  Lyon,  who 
heads  Institutional  Capital  in  Chicago, 
pursues  big-cap  stocks  that  are  still 
undervalued,  some  of  them  overseas. 

One  that  re- 
SMOOTHER  SAILING  cently  caught  his 
MAY  LIE  AHEAD  eye:  London's 
Peninsular  &  Ori- 
ental Steam  Nav- 
igation— p&o  for 
short.  The  stock 
is  little  known  on 
Wall  Street,  even 
though  its  Ameri- 
can depositary  re- 
ceipts (posny) 
trade  on  the  nas- 

STOCK  PRICE  I       DAQ.  P&O,  which 

provided  many 
Britons  their  pas- 
sage to  India  in 

DATA:  BLOOMBERG  FINANCIAL  MARKETS      ^g  hgy(Jay  0f  £he 

Raj,  embarked  last  year  on  a  huge  re- 
structuring plan.  Lyon  reckons  man- 
agement is  moving  in  the  right  direc- 
tion to  boost  P&o's  lackluster  stock. 

For  a  decade  ending  in  1995,  it  "was 
among  the  worst  performers  in  both 
Britain  and  the  U.  S.,"  notes  Lyon.  The 
stock  stalled  moving  up  in  mid-1996 — 
from  15  to  19 — when  restructuring 
started.  But  since  then,  p&o  has  been 
locked  in  a  tight  range,  around  20. 

The  company's  assets  are  worth  a 
lot  more  than  the  price,  says  Lyon, 
"p&o  is  really  an  undiscovered  value 
play,  at  just  10  times  estimated  1998 
earnings  of  $1.90  a  share,"  says  Lyon. 
He  figures  the  stock  is  worth  30. 

p&o's  cruise  business  alone,  which 
includes  Princess  Cruise  Lines,  is 
worth  half  p&o's  market  cap  of  $6  bil- 
lion, says  Lyon.  This  unit  had  operating 
profits  of  $250  million  last  year,  up 
from  the  previous  year's  $175  million. 
This  year,  it  should  earn  $300  million. 

Lyon  and  other  investors,  including 
Merrill  Lynch,  are  pressing  p&o  to  take 
its  cruise  unit  public  by  spinning  off 
part  of  it.  As  a  stand-alone  company 
with  assets  worth  $3  billion,  or  10  a 
share,  P&o's  cruises  could  command  a 
much  higher  price,  argues  Lyon,  p&o's 
cruise  fleet  is  one  of  the  three  largest 


in  the  world.  Princess  Cruise  Lines 
runs  nine  ships,  mainly  in  North  Amer- 
ica, while  P&o  Cruises  (U.  K.)  has  three. 

Lyon  is  cheered  by  p&o's  recent  sell-  • 
offs  to  reduce  its  $3  billion  in  debt, 
p&o  has  more  than  300  subsidiaries  in 
some  50  countries.  Among  assets  put 
on  the  block:  a  big  chunk  of  its  invest- 
ment properties,  including  construction 
unit  Bovis  Home.  (The  investment- 
property  business  includes  management 
of  offices,  stores,  and  shopping  cen- 
ters.) p&o's  container-shipping  business 
is  a  world  leader,  p&o  European  Fer- 
ries, the  biggest  operator  across  the 
English  Channel,  has  been  hurt  by  the 
Eurotunnel,  so  it's  merging  its  Channel 
services  with  Stena  Line. 


PUTTING  EGGHEAD 
TOGETHER  AGAIN 


M 


ost  investors  would  shun  Egghead 
I  (eggs),  a  retailer  of  software  and 
accessories  through  its  86  stores  na- 
tionwide: Sales  and  earnings  have  been 
way  down.  And  its  stock,  which  rose  to 
13  last  year,  has  skidded  to  around  4. 
But  it's  the  sort  of  stock  that  a  money 
man  such  as  Vince  Carrino,  who  heads 
Brookhaven  Capital  Management  in 
Menlo  Park,  Calif.,  just  loves.  He  has 
been  loading  up. 

"We  try  to  find  companies  that  are 
value  plays,  with  some  catalyst  that 
will  unlock  their  intrinsic  worth,"  says 
Carrino,  who  has  achieved  a  30%  an- 
nual return  for  the  past  10  years. 

What's  the  catalyst  at  Egghead, 
which  lost  $11.1  million,  or  64?  a  share, 
in  the  year  ended  Mar.  31,  1996?  It's 
restructuring — getting  rid  of  half  its 
stores,  slashing  44%  of  its  staff,  and 
selling  real  estate.  From  asset  sales 
alone,  the  company  has  cash  of  $83 
million.  Carrino 


IT  HAD 
A  GREAT  FALL 
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figures  that  could 
rise  to  $100  mil- 
lion by  the  end  of 
fiscal  1998. 

Through  cost- 
cutting  and  sell- 
offs,  Carrino  sees 
Egghead  breaking 
even  in  fiscal 
1997.  By  next 
year,  the  compa- 
ny may  look  very 
different,  he  adds. 
Egghead  could 
well  sell  its  retail 
operation,  which 
he  estimates  is 


worth  $50  million.  It  could  then  focif 
on  the  business  it  recently  agreed  l] 
buy  for  $27  million  in  stock:  Surplij 
Software,  a  reseller  of  out-of-date  coni 
puter  products  through  direct-mail  ca  £ 
alogs  and  a  Web  site  on  the  Internes 
It  posted  sales  of  $48  million  last  yeal 
If  Egghead  succeeds  in  its  retail  r<| 
vamp,  the  stock  could  hit  8,  Carrim 
thinks.  Based  on  assets — including  th| 
Internet  business  of  Surplus  Soff 
ware — the  stock  is  worth  15,  he  saysf 

NICE  DOVETAIL  FOR 
CARTER-WALLACE? 

For  an  outfit  in  play,  Carter- Wallad 
(car)  isn't  behaving  like  a  takeovd 
target.  Despite  the  persistence  of  ii| 
vestor  Marvin  Davis  in  trying  to  bu  < 
the  personal-products  maker,  its  share! 
have  stayed  put — between  13  and  15-1 
even  though  Davis  sweetened  his  bi? 
last  December  from  18  to  20. 

All  that  may  soon  change:  Whisper? 
are  that  a  cash-rich  British  maker  M 
packaged  goods,  foods,  and  detergent 
will  bid  24  a  share  for  Carter- Wallact| 
At  that  price,  Carter-Wallace's  bi: 
stakeholder,  cpi  Development,  cor' 
trolled  by  Carter-Wallace  ceo  Henri 
Hoyt  Jr.,  is  expected  to  embrace  th$ 


NOT  ACTING  LIKE 
A  QUARRY-SO  FAR 


offer,  says  one 
New  York  invest- 
ment banker,  cpi, 
which  owns  95% 
of  Carter- Wallace 
Class  B  shares, 
representing  10 
votes  apiece,  op- 
poses Davis'  push. 

"The    fit  be- 
tween this  new 
suitor  and  Carter- 
Wallace  makes 
perfect  business 
sense,"  says  this 
pro.  Carter-Wal- 
lace products  in- 
clude proprietary 
drugs,  cold  and  cough  remedies,  a 
tiperspirants,  and  pregnancy  test  kits, 
well  as  toothpaste,  condoms,  laxative 
muscle  relaxants,  and  pet  products. 

Those  products  mesh  with  the  bu 
er's  lineup,  argues  the  banker.  This  con 
pany  is  a  maker  and  world  markete 
of  tea,  ice  cream,  soap,  detergent,  an 
cosmetics.  In  the  U.S.  alone,  its  sale 
exceeded  $10  billion.  "Price  won't  b 
an  issue  with  this  suitor,"  he  adds. 

Carter- Wallace  couldn't  be  reache 
for  comment. 
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Where  do  today's  leading-edge  retailers  discover  new  opportunities  for  growth?  We  guided  REI,  a  well-known  outdoor  outfitter, 
IBM  RS/6000?  Using  proven  e-commerce  solutions,  we  showed  REI  how  an  RS/6000  can  use  the  power  of  the  Internet  to 
new  customers.  We  easily  integrated  it  into  their  existing  systems.  And,  because  RS/6000  solutions  are  remarkably  scalable, 
iedn't  worry  about  turning  away  business.  How  can  the  RS/6000  supply  your  business  with  a  powerful  e-commerce  tool?  For  the 
in  that  fits  your  needs,  drop  by  www.rs6000.ibm.com/solutions  or  call  1  800  IBM-2468,  ext.  FA056. 


JOOare  registered  trademarks  and  Solutions  lor  a  small  planet  is  a  trademark  ol  IBM  Corp  All  other  company 
I  names  are  trademarks  or  registered  trademarks  ol  their  respective  companies  ©1997  IBM  Corp 
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SATELLITE  TV 


PIE  IN 

THE  SKY? 


Rupert  Murdoch's  botched 
deal  with  EchoStar 
suddenly  throws  his  global 
strategy  into  question 

Call  him  the  mogul  who  fell  to 
earth.  Just  weeks  ago,  News 
Corp.  executives  were  calling 
Chaimian  Rupert  Murdoch's  fleet 
of  satellites  a  "cosmic  armada."  The  mil- 
itary allusion  declared  Murdoch's  intent: 
This  was  a  campaign  to  control  televi- 
sion across  four  continents.  When  Mur- 
doch kick-started  his  invasion  of  the 
U.  S.  direct-broadcast  satellite  (dbs) 
market  in  late  February  with  an  an- 
nounced $1  billion  acquisition  of  49%  of 
EchoStar  Communications  Corp.,  he 
adopted  the  stance  of  an  invincible  con- 
queror surveying  a  new  colony.  Mur- 
doch's top  satellite  executive,  Preston 
Padden,  joked  that  Sky,  their  dbs  ser- 
vice, would  leave  U.  S.  cable  companies 
suicidal  and  "calling  for  Dr.  Kevorkian." 

Since  then,  much  has  gone  wrong.  So 
much,  in  fact,  that  Murdoch  may  end 
up  grabbing  little  more  than  a  token 
presence  in  the  crucial  U.  S.  dbs  market. 
Sky's  goal  to  be  up  and  beaming  local 
signals  by  early  1998  appears  doomed. 
News  Corp.'s  stock  is  trading  nearly 
20%  below  where  it  was  six  months 
ago,  as  investors  signal  that  his  grand 
satellite  scheme  is  too  risky.  A  quick 
regulatory  fix  that  Murdoch  needed  to 
get  his  500-channel  Sky  operating  didn't 
materialize.  Broadcasters,  whose  local 
signals  Murdoch  had  counted  on  get- 
ting for  free,  were  unexpectedly  cool  to 
his  plan.  Padden  abruptly  quit.  Although 
News  Corp.  stubbornly  maintained  it 
would  cost  only  $3  billion  to  bankroll 
Sky — "Paying  for  it  is  easy,"  said  Chief 
Financial  Officer  David  DeVoe — others 
in  the  industry  suggested  a  likely  figure 
was  more  than  $7  billion. 

EchoStar  Chief  Executive  Charles 
Ergen  balked,  too,  convinced  that  Mur- 


doch wouldn't  keep  a  promise  to  let  him 
run  Sky.  It's  possible  that  Murdoch  en- 
gineered the  blowup,  as  it  became  clear 
that  clouds  were  gathering  over  Sky's 
prospects.  Indeed,  Murdoch  has  long 
had  a  reputation  as  a  difficult  partner. 
"We  were  naive,"  declares  Ergen. 
"EchoStar  was  a  pawn  in  a  much  larger 
game."  Although  Ergen  is  suing  News 
Corp.  and  may  have  reason  to  question 
Murdoch's  resolve,  he  maintains  that  his 
erstwhile  partner  "just  decided  the  fight 
against  cable  wasn't  worth  it  [and]  lost 
his  enthusiasm  for  dbs."  Murdoch  de- 
clined to  comment. 

"HUGE  GAMBLE."  News  Corp.'s  relation- 
ship with  EchoStar  had  apparently  dis- 
integrated beyond  repair  by  May  9, 
when  Ergen  slapped  News  Corp.  with  a 
$5  billion  suit  for  breach  of  contract. 
Ergen  is  now  looking  for  another  part- 
ner. Meanwhile,  industry  sources  say, 
Murdoch  has  tried  to  strike  a  deal  with 
Primestar  Partners,  a  dbs  concern 
owned  by  U.  S.  cable  companies,  but 
archenemy  Time  Warner  Inc.  may  nev- 
er let  him  join.  "He  took  a  huge  gam- 
ble," says  C.  Michael  Armstrong,  ceo  of 
Hughes  Electronics  Corp.,  whose 
DirecTV  Inc.  is  the  largest  U.S.  dbs 
company.  "He  made  the  investment  be- 
fore any  of  the  questions  were  an- 
swered. That  sort  of  uncertainty  is  in- 
imical to  good  investing." 

Is  Murdoch  permanently  grounded  in 
the  U.  S.?  Clearly,  losing  EchoStar  is  a 
huge  blow,  and  not  having  satellites 
over  the  U.S.  leaves  a  gaping  hole  in 
his  half-constructed  global  satellite  net- 
work. But  Murdoch  could  use  his  Amer- 
ican Sky  Broadcasting  satellite  slot  to 
eventually  launch  a  service  similar  to 
DirecTV.  Alone,  that  would  be  hugely 
expensive,  and  ASkyB  would  be  per- 
haps fatally  late  to  market.  "We  are  at  a 
point  where  we  have  to  make  some  de- 
cisions about  how  we  intend  to  pro- 
ceed," says  News  Corp.  co-Chief  Oper- 
ating Officer  Chase  Carey.  But  the  U.  S. 
"is  a  market  with  great  potential,  and 
we  intend  to  be  a  part  of  it."  Though 


Murdoch  may  be  scrambling  to  fint 
new  strategy  in  the  U.S.,  no  one  is  vt 
ing  to  conclude  that  the  wily  mogu 
out  of  the  game.  "I  would  simply 
count  Murdoch  out  of  anything,  pri 
facie,"  notes  Lazard  Freres  &  Co.  me 
investment  banker  Steve  Rattner. 

How  could  Murdoch's  plan  to  est 
lish  himself  as  the  titan  of  the  Inf 
mation  Age,  ruling  atop  a  seamb 
satellite  network  that  would  beam 
content  around  the  globe,  disintegrate 
quickly?  Murdoch  had  used  bravado  i 
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STAR  WARS 

How  News  Corp.  stacks  up 
against  its  global  competition 

U.S.  Loss  of  the  EchoStar 
alliance  cripples  News  Corp.'s 
strategy,  but  it  could  still  link  up 
with  rival  Primestar  or  launch, 
very  late,  on  its  own. 

JAPAN  After  a  delay,  JSkyB  plans 
a  launch  in  July.  But  rival 
PerfecTV  is  already  up  and 
running.  JSkyB  will  also  soon  face 
even  more  competition  from  a 
venture  backed  by  DirecTV  that 
offers  far  more  channels. 

ASIA  Star  TV  faces  competition 
from  cable  and  old-style 
providers  of  large-satellite 
services.  To  placate  Beijing, 
Star  signed  a  joint  venture  with 
local  partners.  A  floundering 
Indonesian  venture  is  being 
revamped.  In  India,  News  Corp. 
battles  a  hostile  government. 

LATIN  AMERICA  News  Corp.'s 
Sky  Latin  America  is  in  a  dogfight 
with  DirecTV-led  Galaxy  Latin 
America.  But  the  Sky  venture  has 
lined  up  a  Brazilian  soccer  champi- 
onship and  pay-per-view  rights 
to  boxing. 

BRITAIN  With  6.1  million 
subscribers,  News  Corp.'s 
40%-owned  British  Sky  Broad- 
casting controls  1  of  every  4  TV 
households.  A  new  $1.1  billion 
interactive-TV  venture  with 
British  Telecom  raises  the  stakes.       sh0w  just  how  eager 


get  a  complicated  re- 
working of  U.  S.  copy- 
right law  tacked  on 
to  an  appropriations 
bill  that  would  have 
let  his  system  carry 
local  broadcasts.  But 
the  changes  were  so 
controversial  that  the 
copyright  law  now 
won't  be  changed 
without  lengthy  hear- 
ings. Also,  ASkyB 
partner  mci's  pending 
acquisition  by  British 
Telecommunications 
PLC  stirred  up  mo- 
mentum in  Washing- 
ton to  restrict  foreign 
ownership  of  U.  S. 
satellites. 

Murdoch  was  also 
frustrated  by  his  in- 
ability to  lure  a  local 
phone  company  to  be 
a  partner  in  Sky. 
Without  a  local  part- 
ner in  place,  Sky 
lacked  even  the  bare 
beginnings  of  a  sales 
force  or  back-office 
operation.  Murdoch 
was  offering  around 
15%  to  20%  of  Sky's 
revenues,  industry 
sources  say,  but  no 
phone  company  took 
the  bait.  News  Corp. 
declines  to  comment, 
but  clearly  Murdoch 
wasn't  leaving  him- 
self much  financial 
maneuvering  room. 
Such  sweet  terms 


CONTINENTAL  EUROPE  News 
Corp.  has  been  largely  blocked 
from  France,  Germany,  and  Italy 
after  a  series  of  deals  soured.  An 
alliance  between  CanalPlus  and 
Time  Warner  for  satellite  service 
puts  News  Corp.  even  farther 
behind. 

DATA:  BUSINESS  WEEK 


,er  in  the  U.  S.  to  give 
an  aura  of  inevitability, 
he  apparently  counted  on  his 
d-be  enemies  not  mounting  an  ef- 
ve  counterattack. 

it  Murdoch's  Sky  wasn't  done  in 
.  lone  enemy.  It  suffered  easily  a 
n  serious  blows  from  disparate 
ters.  To  win  widespread  consumer 
ptance  for  Sky,  particularly  among 
itisfied  cable  customers,  Murdoch 
tied  to  use  spot-beam  technology  to 
rer  500  channels  and  critically  im- 


portant local  stations  to  subscribers. 
To  do  so,  Sky  needed  the  capacity  of 
the  satellites  controlled  by  EchoStar 
plus  the  satellite  slot  Murdoch  still  con- 
trols through  his  ASkyB  partnership 
with  mci  Communications  Corp.  But  a 
federal  court  ruled  in  late  April  that  no 
one  company  should  control  so  many 
satellites. 

And  though  he  is  often  credited  with 
adroit  manipulation  of  politicians  from 
Tel  Aviv  to  Albany,  Murdoch  misread 
Capitol  Hill  this  time.  He  had  hoped  to 


Murdoch  was  to  get 
Sky  off  the  ground  in 
the  U.  S.  and  com- 
plete his  global  satel- 
lite network.  It 
would  have  given 
News  Corp.,  primari- 
ly a  content  compa- 
ny, the  power  to  dis- 
tribute its  programs 
wherever  it  liked. 
For  years,  Murdoch  has  been  frustrated 
by  an  inability  to  get  carnage  for  his 
programming  on  other  companies'  dis- 
tribution systems,  especially  on  cable 
systems  in  the  U.  S. 
A  GEM.  Murdoch's  love  of  satellites 
springs  from  British  Sky  Broadcasting 
Ltd.,  the  world's  largest  DBS  service, 
with  6.1  million  customers.  Although 
BSkyB  nearly  bankrupted  News  Corp. 
several  years  ago,  it's  now  a  gem  of  a 
business.  Murdoch's  40%  stake  of  sepa- 
rately traded  BSkyB  has  a  market  val- 
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When  you  can  count 
on  a  telecom  company 
to  improve  business, 
that's  news. 


With  Sprint  on  your  side,  you'll  get  professionals  who 
not  only  understand  your  small  business,  but  come 
up  with  new  ideas  to  help  it  perform  even  better.  The 
Sprint  Business  Solutions  Center  offers  a  Specialist 
who  knows  you,  and  stays  in  touch  with  your 
business  to  put  enhanced  communications  to  work  for 
you.  They'll  even  stay  ahead  of  your  needs  and  respond  to 
your  challenges  w  ith  custom  solutions.  In  today's  world, 
that's  news     www.sprint.com     1-888  SPRINT  BIZ 


Sprint 


We  help  your  business  do  more  business 


edia 


'  more  than  $6  billion,  which  is 
than  40%  of  the  market  value  of 
News  Corp.  Indeed,  the  market  is 
Y  undervaluing  News  Corp.'s  other 
5  (table,  page  153).  "BSkyB  is  one 
i  best  businesses  I've  ever  seen," 
State  Street  Research  portfolio 
ger  Larry  Haverty.  It  is  a  model 
och  hopes  to  replicate, 
at  may  be  impossible.  The  condi- 


April  launch  of  ISkyB,  the  government 
abruptly  decreed  it  illegal  for  anyone  to 
own  a  DBS  satellite  dish  without  getting  a 
government  license.  The  government  has 
not  yet  said  where  consumers  might  ac- 
quire such  a  license,  and  Indian  customs 
impounded  all  the  decoder  boxes,  any- 
way. "The  government  can  delay  until 
doomsday,  and  everyone  will  be  in  a  state 
of  limbo,"  says  Indian  media  consultant 


vision,  which  will  likely  provide  badly 
needed  local  content. 

But  Murdoch  is  late  to  market. 
Japanese-owned  Perfecrv,  with  70  chan- 
nels, has  attracted  235,000  subscribers 
since  it  was  launched  last  October.  Di- 
recTV Japan  plans  to  open  this  fall  with 
100  channels.  JSkyB  was  to  start  oper- 
ations in  April  with  just  nine  digital 
channels,  including  Fox  News,  Star 


Y'S  WORLDWIDE  FOOTPRINT 

lock's  satellites  cover  much  of  the 
d,  but  the  U.S.  is  now  in  doubt. 


JSkyB  April  launch  was 
delayed  until  July;  Sony 
and  Fuji  as  partners 
help  its  prospects. 


It  hit  a  snag 
he  Indian  govern- 
ffectively  banned 
prepared  to  launch 
I. 


IND0VISI0N 

Started  in  1994  and  run  by  a  *%«v 
local  partner,  it  flopped  because  of 
poor  programming.  It's  relaunching 
with  more  channels  this  year. 


STAR  TV 

Claiming  64  million 
viewers,  Star  is 
losing  at  least  $100 
million  a  year  and 
has  troubles  in 
China,  a  key  market. 


ASkyB 

Without  EchoStar, 
Murdoch's  satellite  slot 
still  allows  him  to  cover 
the  U.S.,  but  not  with 
hundreds  of  local  stations. 
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that  made  BSkyB  such  a  prize — 
loch's  cozy  relationship  with 
dn's  political  Establishment,  cou- 
with  BSkyB's  monopoly  position  in 
iderserved  market — may  be  unique, 
sd,  in  every  market  except  Britain, 
hallenges  he  faces  to  get  his  satel- 
up  and  profitable  are  breathtak- 
difficult. 

ren  before  the  EchoStar  fiasco, 
loch  had  been  struggling  with  a 
g  of  setbacks  in  almost  every  cor- 
if  his  far-flung  satellite  empire.  Con- 
Murdoch's  plight  in  India,  where 
spending  $3.4  billion  on  India  Sky 
dcasting.  Gary  Davey,  ceo  of  Star 
>ays  ISkyB,  with  40  channels,  is 
most  important  development  in  the 
ry  of  Indian  broadcasting." 
/ell,  maybe  it  will  be — once  Indians 
vatch  it.  Shortly  before  the  planned 


Iqbal  Malhotra,  who  once  advised  Mur- 
doch. "This  is  his  Waterloo." 

In  Japan,  a  potentially  huge  market 
with  42  million  TV  households,  Murdoch 
and  partner  Softbank  Corp.  stumbled 
badly  when  they  tried  to  barge  into  the 
closed,  elite  world  of  Japanese  media. 

Last  June,  as  they  formed  JSkyB, 
Murdoch  and  Softbank  Chairman 
Masayoshi  Son  announced  they  had  also 
acquired  21.4%  of  TV  Asahi,  a  Japanese 
network.  The  move  was  seen  as  a  hos- 
tile attempt  to  get  a  lock  on  TV  Asahi's 
programming  for  JSkyB.  It  generated  a 
terrible  backlash,  and  it  became  clear 
Asahi  wouldn't  cooperate  with  JSkyB. 
Murdoch  and  Son  eventually  sold  back 
their  Asahi  stake.  Then,  in  an  appar- 
ent effort  to  mend  fences,  JSkyB 
brought  in  Sony  Corp.  as  an  equal  part- 
ner. It  also  signed  up  Japan's  Fuji  Tele- 


SKY  LATIN 
,  AMERICA 

'.Launched 
;in  Brazil  in 
■  December 
and  Mexico  in 
October,  it  aims 
in  time  to  cover 
all  of  Latin 
America,  the 
Caribbean, 
and  Spanish- 
speaking  areas 
of  the  U.S. 


movies,  and  Sky  Sports,  but  even  that 
limited  offering  was  delayed  until  July. 
NO  TAKERS.  Then  there's  Murdoch's 
plight  in  Continental  Europe.  He  has 
failed  to  strike  deals  in  France,  Germany, 
and  Italy.  A  recent  deal  with  Germany's 
Kirch  Group  recently  dissolved — also 
over  control  issues.  In  Latin  America, 
Murdoch  has  strong  local  partners,  but 
trailed  DirecTV  to  market  there  as  well. 

Perhaps  Murdoch's  most  surprising 
trouble  has  been  in  Indonesia.  Indovi- 
sion  seemed  to  have  a  lot  going  for  it 
when  it  was  launched  in  1994  as  a  state- 
sanctioned  monopoly.  Initially,  it  was 
managed  not  directly  by  News  Corp. 
but  by  a  well-connected  local  partner. 
But  Indovision  flopped.  At  the  end  of 
1996,  it  had  only  20,000  subscribers,  far 
short  of  expectations. 

The  problem?  Pick  one.  "The  pro- 
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www.amd.com 
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www.aimfunds.com 

The  American  Institute 
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Cisco  Systems 
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www.honda.com 
Hyatt  Hotels  Corporation 
www.hyatt.com 
Hyperion  Software 

www.hysoft.com 
IBM 

www.ibm.com 
[■nation 
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Informix 

www.  in  fo  rmix.com 
Intel 

www.intel.com/ 
International  Institute  for 
Management  Development 

www.imd.ch/ 
ITT  Hartford 
www.itthartford.com 
JBA  International 
www.jbaintl.com 
Kingston  Technology 
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bw.htm 

Kinko's  Corporate 

www.kinkos.com 
Lawson  Software 

www.Lawson.com 
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Microsoft 
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www.novcll.coni 
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Open  Market 
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OPEL 

www.opel.com 

Oracle  Corporation 

www.oracle.com 

Palm  Computing 

A  division  of  U.S.  Robotics 

www.usr.com/palm 

PeopleSoft 

www.peoplesoft.com 

Platinum 
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www.schwab.com 
Sharp 
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Guess  which  company 
can  take  you  where 
you  want  to  go 

on  the 
Internet? 


Sun  Microsystems.  With  15  years  of  Internet  experience,  we  have  the  expertise 
eSS*  ■.    -  riot  to  mention  the  industry's  most  comprehensive  array  of  products  -  to 

Java  ■"'■^ ■  >  '  ■  <  ' 

help  you  develop,  deploy,  and  manage  an  Internet 
solution  that  meets  your  business  objectives.  For  details,  visit         4S^P  \^ J'PJ 
us  at  www.sun.com  THE  NETWORK  IS  THE  COMPUTER™  ™  microsystems 


Survival 

of  the  quickest 


Today's  business  needs  information  systems  that  enable 
rapid  change  -  systems  that  can  adapt  as  fast  as  your 
markets,  customers  and  competitors. 

"In  the  Old  World  the  big  ate  the  small,  in  the 
New  World  the  fast  will  eat  the  slow" 

The  Survival  of  the  Quickest  Briefcase  Guide  examines 
this  new  generation  of  Agile  Information  Systems  and 
how  your  business  can  exploit  their  advantages. 


Sponsored  by  JBA  and  IBM 


JBA  is  a  world  leader  in  integrated 
enterprise-wide  financial,  manufacturing 
and  logistics  software. 


For  your  FREE  briefcase  guide,  call  (800)  441-4768  or  fax  the  coupon  to: 

(847)  590-0394.  Or  visit  www.jbaintl.com 


were  relatively  painful"  to  watch, 
e  service  offered  only  five  chan- 
idmits  David  Dennis,  a  News 
executive  who  took  over  as  ceo  of 
sion  in  1995.  On  Mai-.  1,  Indovision 
i  broadcasting  19  more  digital 
>ls  and  plans  40  when  it  gets  a 
itellite.  But  a  reputation  for  bad 
5,  high  prices,  few  channels,  and 
ation  problems  has  left  Indone- 
eery,  says  a  Jakarta  advertising 
ive.  "People  have  been  pissed  off," 
s.  "[Many]  had  dishes  that  didn't 

MURDOCH'S  MATH 
PROBLEM 

EWSGORP.  S  BALANCE  SHEET 
IS  IN  GOOD  SHAPE... 

NDED  JUNE  30, 1 996  BILLIONS  OF  DOLLARS 
IUES  $9.9,  up  10% 

FLOW  1.4,  up  1% 


DEBT 


S 


6.7,  up  13% 
24.2,  up  16% 


BUT  ITS  DEPRESSED  STOCK 
OESN'T  REFLECT  HIS  ASSETS 


CORP.  STOCK  PRICE 
J  HOLDING** 


PER-SHARE  VALUE 

$15* 
7.67 


ESTIMATED  PER-SHARE  VALUE 
IETW0RK  STATIONS  $8.67 


TUDIO 
ER  COLLINS 


3.61 
0.90 


IIDE  AND  COUPON  UNIT  3.31 

PAPERS  6.63 
May  13,  for  nonvoting  shares  traded  in  the  U.S.  as 
ary  receipts  "Separately  traded  British  Sky 
asting  is  40%  owned  by  News  Corp. 

DMPANY  REPORTS,  MONTGOMERY  SECURITIES,  STATE  STREET 
CH  ESTIMATES 

Now,  [Indovision  wants]  every- 
)  buy  new  digital  equipment." 
rdoch's  biggest  headache  has  been 
:v.  Four  years  after  Murdoch  took 
ol,  Star  has  little  revenue  from 
,,  a  key  market.  Until  Star  is  fully 
3d  by  the  Chinese  government, 
och  can't  charge  subscriber  fees 
remium  service.  And  since  there 
reliable  way  of  measuring  how 
people  in  China  are  watching  Sky, 
och's  ability  to  attract  advertising 
iue  is  limited. 

irdoch  is  still  making  amends  for 
rks  critical  of  totalitarian  regimes 
he  made  in  a  London  speech  in 
After  the  speech,  Beijing  essen- 
declared  China  closed  to  Star.  Giv- 
iese  difficulties  and  the  increased 
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A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


Average  Annual  Total  Returns 

as  of  3/31/97* 

■  Blue  Chip  Growth  Fund 

■  Upper  Growth  Funds  Average 

22.18% 

18.89% 

□  15.99% 

1 11.75% 


20.83% 


T.  Howe  Price  Blue  Chip 
Growth  Fund  invests  in  today's 
leading  growth  companies  as 
well  as  those  with  the  ability 
to  become  tomorrow's  industry 
leaders.  These  blue  chip  com- 
panies offer  the  potential  for 
sustained  growth  while  providing 
reduced  volatility  compared  with 
small-  and  mid-cap  companies. 

The  fund's  strategy  has  proven 
effective.  As  the  chart  indicates, 

the  fund  has  consistently  outperformed  its  Lipper  Category  Average.  Past 
performance  cannot  guarantee  future  results.  Minimum  investment  is 
$2,500  ($1,000  for  IRAs).  No  sales  charges. 

Call  24  hours  for  a  free  information  kit  including  a  prospectus 

1-800-541-5862 


1  year 


3  years 


Since  inception 


Invest  With  Confidence 

T.RoweRice 


♦Source:  Lipper  Analytical  Services,  Inc.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  dis- 
tributions Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  al  redemption  than  at  original 
purchase.  Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc..  Distributor.  BCG036032 


Want  to  Attract 
Customers  to  Your 
Web  Site? 


Advertise  in  BizNet: 

Business  Week  s  guide  to  business  web  sites. 
Issue  Dates  Artwork  &  insertion  Orders  Due 


July  7 

September  1 
October  6 
November  3 
December  1 

Make  sure  your  best 
prospects  visit  your 
site! 

CALL  TOLL-FREE 
%  -884-21 9-2754 


May  26 
July  21 
August  25 
September  23 
October  20 
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programming  costs  as  it  develops  m 
local  programs  across  the  region,  Sta: 
spending  some  $250  million  a  year,  si 
News  Corp.'s  DeVoe,  and  is  taking 
only  $150  million  in  revenues,  mo: 
from  advertising. 

To  gain  access  to  China,  Murdoch 
spent  years  courting  Beijing.  He  pul 
the  bbc  off  Star,  perhaps  because 
Chinese  government  sees  it  as  hos 
and  pro-British.  In  March,  1996,  M 
doch  took  a  45%  stake  in  Phoenix  Sai 
lite  Television  Co.,  teaming  up  with  t 
Hong  Kong  companies  that  have 
to  mainland  China.  Phoenix  is  am 
such  government-friendly  fare  as  a 
cent  12-hour  Deng  Xiaoping  biograp 
One  sign  of  the  improving  relations  i 
planned  three-day  joint  broadcast 
Phoenix  and  Chinese  state  television 
Hong  Kong's  transfer  to  Chinese  c< 
trol.  Says  Star  ceo  Davey:  "We've  bt 
able  to  reestablish  very  positive  re 
tionships  in  China  through  Phoenix.' 
TENACITY.  Murdoch's  willingness  to  s 
through  years  of  losses  and  sL 
progress  in  these  markets  makes  it  hi 
to  dismiss  him,  even  in  the  U.S.  Ne 
Corp.  executives  insist  they  are  prepai 
to  suffer  through  many  such  setbacks 
they  cany  out  Murdoch's  long-term 
sion  of  a  global  satellite  network.  "Th( 
markets  have  to  be  developed,"  sa 
Carey.  "To  say  that  there  are  not  goi 
to  be  bumps  in  the  road  would  be  naiv 

In  the  U.S.  Murdoch  could  try 
forge  ahead  with  ASkyB,  which  coi 
launch  a  service  similar  to  the  one 
fered  by  DirecTV.  But  even  the  ASk 
relationship  may  not  be  stable,  mci  pi 
$682  million  to  buy  a  coveted  orbi 
slot  for  ASkyB  and  invested  $1.3  1 
lion  in  News  Corp.  On  the  other  hai 
News  Coip.  has  invested  less  than  $2 
million  to  date  in  the  venture.  Now  tl 
it  is  being  acquired  by  British  Teleco 
mci  is  negotiating  to  reduce  its  sta 
in  ASkyB  from  50%  to  about  20%,  a 
it  may  be  unwilling  to  sink  more  capii 
in  a  stand-alone  ASkyB. 

But  Murdoch  has  more  at  stake  th 
just  peddling  satellite  dishes.  The  ch 
piupose  of  his  satellites  has  always  be 
to  guarantee  that  he  has  an  outlet  for  1 
programming.  Through  his  Twentie 
Century  Fox  Film  Corp.,  his  Fox  TV  m 
work,  and  such  cable  networks  as  F 
News,  Fox  Sports,  and  fX,  Murdoch 
committed  to  snaring  as  many  viewers 
possible  for  his  programs.  With  his  o\ 
distribution  network,  Murdoch  has 
ability  to  spread  the  cost  of  his  own  pi 
gramming  across  potentially  hundreds 
millions  of  customers. 

Even  the  turmoil  in  his  satellite  ei 
pire  isn't  slowing  Murdoch  down  els 
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Remember  when  you  built  it,  you  always  had  a  clear  sense  of  direction?  We  do. 


tworks  from  Cabletron.  A  simpler  way  to  work. 


Ever  feel  like  you're  spinning  your  wheels  trying  to 
keep  up  with  the  newest  technology  racing  onto  the 
networking  scene?  Many  vendors  continue  to  hype 
their  products  as  the  next  best  thing,  only  to  discontinue 
them  a  year  or  two  later.  Meanwhile,  you  may  have  to 
rip  out  your  entire  infrastructure  just  to  replace  these 
obsolete  products. 

Envisioning  networks  as  more  reliable,  faster  and  less 
expensive  to  own,  operate  and  maintain,  Cabletron 
developed  the  blueprint  lor  next-generation  networking. 
Cabletron's  Synthesis  strategy  combines  packet  and 
cell  switching,  network  and  systems  management,  and 
the  industry's  largest  service  organization  to  bring  a 
new  level  of  perlormance,  security  and  flexibility 
to  networking.  Proof  that  this  strategy  protects 
investments  comes  from  the  fact  that  our  MMAC, 
MMAC-Plus  and  SmartSwitching  platforms  have  all 
adapted  to  support  newer  technologies  like  ATM,  Fast 
Ethernet  and  Gigabit  Ethernet. 

Times  change.  Your  network  shouldn't  have  to. 
And  it  won't  with  Cabletron's  infrastructures  that 
can  easily  migrate  to  the  technologies  of  tomorrow. 
Simplify  your  network  without  going  back  to  the 
drawing  board.  Call  (603)  337-0930  for  more 
information,  or  visit  us  on  the  Web  at 
www.cabletron.com. 

caaeTRon 


SYsrems 


New  York  Stock  Exchange — Listed  (CS) 


The  Complete  Networking  Solution1 


Media 


where  in  News  Corp.  He's  still  making- 
acquisitions,  recently  paying  $1.7  billion 
for  supermarket-coupon  outfit  Heritage 
Media  Corp.  and  pondering  a  $1.4  billion 
deal  to  buy  the  Family  Channel.  He's 

"WE  WERE  NAIVE" 

EchoStar's  Ergen 
is  suing  Murdoch 
for  $5  billion 

also  negotiating  to  buy 
the  Los  Angeles 
Dodgers  baseball  fran- 
chise for  about  $350 
million,  and  he  will  very 
likely  pay  $1  billion  for 
the  '  50%  of  the  Fox 
Sports  cable  network 
that  he  doesn't  already 
own.  "Some  people  feel 
there  are  too  many 
things  being  chased," 
says  Montgomery  Securities  media  ana- 
lyst John  Tinker.  "When  is  enough 
enough?" 

For  Murdoch,  never.  The  number  of 
major  battles  he  is  willing  to  fight  as  he 
expands  his  media  empire  may  be  un- 
limited. Ever  the  chameleon,  Murdoch 
shifts  his  corporate  and  financial  structure 


and  trades  in  his  partner-ships — seeming- 
ly without  a  second  thought — until  he 
hits  upon  a  combination  that  he  thinks 
gets  him  closer  to  his  goal. 

Murdoch's  plan  to  gird  the  globe  with 


his  satellites  was  a  compelling  and  bril- 
liant gambit  that  seemed  to  flout  all  ex- 
isting laws  of  commerce — regulatory 
hurdles,  political  barriers,  financial  con- 
straints. Even  now,  departed  satellite 
chief  Preston  Padden  says  it  would  have 
worked  if  the  relationship  with  Ergen 
hadn't  disintegrated:  "There's  no  doubt 


in  my  mind  that  if  the  business  ■ 
[had  held],  the  power  of  the  idea  wjl 
ultimately  have  prevailed." 

Up  in  orbit,  22,300  miles  above! 
messy  heave  of  the  business  wcl 

CALLING  KEVORKIJ!) 

Sky's  Padden  oncl 
boasted  that  rival 
would  be  suicidal  J 

Murdoch's  satelli 
would  have  escaped! 
pull  of  gravity.  g 
Murdoch's  overccl 
dence  in  his  plans! 
Sky  blinded  him  tol 
forces  that  eventul 
brought  it  crashj 
down.  Perhaps  his  <| 
executives  doomed  I 
early  on,  when  t| 
called  the  fleet  of  si 
lites  Murdoch's  "cosmic  armada."  ' 
Spanish  Armada  was  a  fearsome  fo 
to  be  sure.  But  it  sank. 

By  Elizabeth  Lesly  in  New  Yt 
Ronald  Grover  and  Eric  Schine  in 
Angeles,  and  Amy  Barrett  in  Wash- 
ton,  with  Bruce  Einhorn  in  Hang  K( 
and  bureau  reports 


THUNDERBIRD:  KEY  TO  THE  WORLD 


"As  Citibank  continues  to  build  its  presence  globally.  Thunderbird  graduates  continue  to  be  a  part  of  that  expansion, 
just  as  they  have  for  each  of  the  past  50  years."  -  David  Roberts,  Vice  President,  Citibank,  N.A.,  Thunderbird  Class  of  1973 


More  than  an  M.B.A.. 
the  M.I.M.  unlocks 
the  door  to  exciting 
and  rewarding  busi- 
ness opportunities  at 
home  or  anywhere  in 
the  world. 


50  Years  of 

Global 
Leadership 


THUNDERBIRD 

graduates  use  these 
keys  for  success: 

•  The  Master  of  Internation; 
Management  degree  - 
M.I.M. 

•  The  Executive  Master  of 
International  Management 
Program  -  E.M.I.M. 

•  The  Post-M.B.A.  degree 

AACSB  Accredited 


THUNDERBIRD 

Thf  Ami  rican  Graduate  Schooi 
of  in  i  erna  i  [onai  managemen  i 


Office  of  Admissions  •  15249  North  59th  Avenue  •  Glendale.  Arizona  85306-6003 
Tel.  U.S.  1-800-457-6940  •  Fax  602-439-5432  •  Tel.  Int'l  602-978-7100  •  http://www.t-bird.edu 
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attire 


means  having  exactly  what  the 
occasion  demands. 


To  make  the  right  impression  you  need  the 

proper  information.  The  new  PalmPilot" 
connected  organizer  is  how  you  keep  it  close 

at  hand.  PalmPilot  takes  contacts,  e-mail," 
schedules,  everything  you  thought  was  stuck 

on  your  PC,  and  puts  them  neatly  in  your 
palm.  And  HotSync  technology  lets  you 

synchronize  that  data  and  all  its  changes 
with  your  PC.  The  new  PalmPilot  is  how  you 

know  you're  always  dressed  for  success. 

Use  the  personal  information  management 
software  included  or  choose  one  of  the 
optional  links  to  Schedule+,  Lotus  Organizer, 
Symantec  ACT!,  ECCO,  Sidekick.  Goldmine, 
Now  Up-to-Date,  Day-Timer  Organizer, 
and  others  (sold  separately)".' 

Call  1-800-881-7256  ext.  50  or  visit 
our  web  site  at  www.usr.com/palm  for 
the  PalmPilot  retailer  nearest  you. 


Palm  Pilot 


PalmPilot  Personal  $299* 

Instantly  syncs 
data  with  your  PC 


Backlit  display  for 
low-light  viewing 

Easy  expense  tracking 

Stores  thousands  of  entries 

User  upgradeable 

to  Professional  Edition 

PalmPilot  Professional  $399* 

All  PalmPilot  Personal 
features  plus: 

E-mail  connectivity 

Internet  ready 
(TCP/IP  support) 

Twice  the  memory 


'The  average  U  S  streel  price  lor  PalmPilot  Personal  Edttioo  ri  S?99  The  average  U  S  sueel  price  lor  PalmPilot  Professional  Edition  is  S394  PotmPllot  MacPsc.  Ii  I 

Macintosh  connectivity  is  sold  sepaiately  al  an  aveiage  tl  o  slieel  phce  ol  SI 4  9o  "Expense  and  Marl  lealnies  and  some  links  to  desktop  loflwsfe  not  supported  on  Mai  intosh 

Mail  tealole  supported  On  Professional  edition  only  <ci  1997  U  S  Robotics  All  lights  leserved  U  $  Robotics  and  the  IJ  S  Rotmin  s  logo  .<i  gr.ii-ied  ii.nli-itioik--  am)  Hi  d'.yin  Cilmlsl 

and  Ihe  PalmPilot  logo  ate  ttademarks  ol  U  S  Robotics  and  its  sobsidianes  All  othei  biandi  and  piodnct  names  aie  tiadematks  01  legisteied  tr.  dein.nk .  ol  tl        .p.s  live  hnliin  . 


It'sthi 


Whether  it's  wending  its  way  through  a  hairpin 
turn  or  sitting  at  a  stop  light,  the  new  Dodge  Intrepid 
Sport  is  always  thinking.  Its  39  data  sensors  are 
constantly  gathering 
information  about 
various  systems. 
And  as  many  as 

seven  onboard  computers  use  that  data  to  make 
calculations  which  can  enhance  Intrepid's 
performance,  safety  and  passenger  comfort. 

In  fact,  Intrepid's  sophisticated  computer 
network  can  process  over  24  million  bits 
of  information  per  second.  Which  means  it 
can  choose  shift  points  for  optimum  fuel 
economy,  turn  off  interior  lights  if  a  door 
is  left  ajar,  or  check  the  status  of  the 
available  anti-lock  brakes. ..all  without 
you  giving  those  things  a  second  thought. 

For  still  more  information,  call 
1-800-4-A-DODGE  or  visit  our 
Web  site  at  http://www.4adodge.com 


Always  w  ear  your  seal  heir. 


Workplace 


UNIONS 


WIRELESS  WORKERS 
GET  CONNECTED 

Labor  is  targeting  telecom's  growth  businesses 


Ever  since  AT&T  broke  up  in  1984, 
the  Communications  Workers  of 
America  (cwa)  has  been  slowly  los- 
ing its  grip  on  the  telecommunications 
industry.  The  union  made  few  inroads 
among  workers  at  long-distance  rivals 
MCl  Communications  Corp.  and  Sprint 
Corp.  And  it  failed  to  organize  new 
workers  as  at&t  and  the  Baby  Bells 
expanded  into  wireless  and  Internet  ser- 
vices, which  are  expected  to  double  in 
size  over  the  next  five  years.  It  looked 
like  the  Information  Superhighway 
would  be  strictly  nonunion. 

Now,  the  union's  fortunes  may  be 
changing.  In  March,  after  a  seven-year 
campaign,  sbc  Communications  Inc.'s 
Southwestern  Bell  Co.  agreed  to  give 
the  cwa  a  free  hand  to  sign  up  3,000 
wireless  and  Internet  workers  in  Texas 
and  four  nearby  states.  In  April,  the 
union  penned  a  similar  deal  for  2,000 
employees  at  SBC's  newly  acquired  Pa- 
cific Telesis  Group.  Because  sbc  has 
agreed  to  forgo  what  may  be  con- 
tentious union  elections,  the  cwa  is  like- 
ly to  enlist  most  of  the  5,000  workers, 
giving  it  a  key  foothold  in  the  nation's 
S4,000-strong  mobile-phone  workforce 
(table).  The  cwa  is  cranking  up  similar 
drives  at  other  wireless  employers,  in- 
cluding at&t  and  Air- 
Touch  Communications 
Inc.  sbc  declined  to  com- 
ment on  its  move. 
profits.  Unionization 


"Wireless  requires  a  lot  of  capital  in- 
vestment, and  there's  also  pressure  to 
lower  prices,"  says  Mark  Lowenstein, 
the  head  of  wireless  research  at  Yan- 
kee Group  Inc.,  a  Boston  consulting  firm. 
"Unionization  would  eat  into  profits." 

It  took  the  cwa  years  of  pressure  to 
make  its  breakthrough  at  - 
sbc.  The  union  mounted 
five  mobile-phone  elections 
in  Missouri  and  Texas  in 


REVERSAL  OF  FORTUNE 

After  a  seven-year  cam 
paign,  a  key  foothold 


mobile  workers  and  discussed  their 
er  pay  rates,  picketed  company  Id 
tions,  and  demanded  sbc's  neutrality 
virtually  every  meeting  with  mans 
ment.  Union  members  also  picketed 
cal  stores  that  sell  mobile-phone 
vice  on  Southwestern  Bell's  bel 
telling  customers  about  the  compail 
hard-nosed  opposition  to  their  deman 
And  members  started  digging  il 
Southwestern  Bell's  mobile-phone  brd 
cast  towers  to  see  if  they  violated  sti 
gent  federal  safety  codes.  "We  did 
file  complaints,  but  we  would  hav\ 
sbc  hadn't  gone  along  with  our 
mands,"  says  Danny  Fetonte,  a  cwa| 
ganizer  in  Texas. 

The  union  also  tried  to  show  sbc 
it  could  be  a  powerful  ally.  When  Tel 
-  and  Missouri  legislatul 
were  weighing  votes  on  tl 
com  deregulation  laws  t| 
pitted  the  regional  Bell  cq 


Southt»»stem  Bell  Mubilr  SMtrtm 


ATE 


the  mid-1990s.  But  it 
lost  two  after  company 
officials  did  everything 
from  holding  individ- 
ual meetings  with 
could  trigger  big  changes    AT&T  10,000     workers  to  turn  them 


Mobile-Phone  Workers: 
Unionizing? 


COMPANY 


NO.  OF  MOBILE  WORKERS 


AIRTOUCH 
BELLSOUTH 
SBC 

BELL  ATLANTIC/NYNEX 

GTE 


in  the  telecom  industry 
Many  wireless  and  Inter- 
net technicians  and  ser- 
vice workers  earn  30%  to 
509?  less  than  the  $25,000 
to  $45,000  a  year  made  by 
unionized  phone  workers 
doing  similar  jobs,  cwa  of- 
ficials say.  They  vow  to 
close  the  gap  at  sbc  and 
other  companies  they  or- 
ganize, which  would  jack  up  industry 
costs.  Unionizing  telecom's  growth  ar- 
eas also  would  block  AT&T  and  other 
phone  companies  from  demanding  that 
traditional  phone  workers  match  mobile- 
phone  workers'  lower  wage  scales. 


8,000 
7,500 
7,000 
7,000 
6,000 
4,000 


TOTAL  INDUSTRY 


against  the  union  to 
catering  spaghetti 
lunches  before  elec- 
tions. The  heated  cam- 
paign led  the  cwa  to 
adopt  a  strategy  that's 
being  used  increasing- 
ly by  unions:  Pressure 
companies  to  remain 
neutral  in  union  dri- 
ves. The  cwa  also  in- 
agree.  to  skip  elections 
and  recognize  the  union  when  a  majori- 
ty of  workers  sign  up. 

The  cwa  mobilized  hundreds  of  tra- 
ditional phone  workers  at  Southwest- 
ern Bell  to  press  its  case.  They  visited 


DATA  COMMUNICATIONS  WORKERS  OF  AMERICA 
CELLULAR  TELEPHONE  INDUSTRY  ASSN 


sisted  the  SBC 


panies  against  long-distance  carriers  s 
cable  operators,  the  union  swung  i 
action  on  behalf  of  sbc.  It  turned 
5,000  members  for  demonstrations 
Austin  and  used  its  considerable  lobl 
ing  clout  in  Texas,  where  it  has  50, 
members,  including  10,000  state  e 
ployees,  to  swing  legislators  toward 
Baby  Bell. 

The  cwa  still  faces  plenty  of  re 
tance  at  other  wireless  companies. 
1995,  at&t  agreed  not  to  fight  unionL 
tion  at  its  new  subsidiaries.  But  ai 
union  managers  at  its  wireless  unit,  t 
former  McCaw  Cellular  Communicate 
Inc.,  kicked  up  such  a  fuss  that  at 
excluded  it  from  the  agreement.  T 
cwa  will  try  again  when  its  at&t  o 
tract  expires  in  1998.  "We're  expecti 
another  battle,"  says  an  AT&T  official 
the  union  can  repeat  its  sbc  victory, 
may  yet  play  a  role  in  telecom's  futui 
By  Aaron  Bernstein  in  Washingt 
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it  today's  complex  economic 
nvironment,  and  with  political 
mcertiinty  in  many  parts  of 
he  world. ..making  intelligent 
nvestment  decisions  is  not  easy, 
lothing  tells  a  company's  'story' 
tetter  than  their  annual  report, 
he  following  companies  in  this 
BUSINESS  WEEK  Annual  Report 
directory  are  leaders  in  their  j 
espective  industries.  Each  has 
in  exciting  story  to  tell  potential 
nvestors. 

BUSINESS  WEEK'S  reader  service 
ard  in  the  Directory  enables  you 
o  choose  which  annual  reports  , 
rou  would  like  to  receive.  Simply 
ircle  the  corresponding  numbers 
in  the  reply  card  and  mail  or  fax 
t  back.  You  will  receive  the  annu- 
il  reports  selected—free  of 
harge!  •  < 


1  Central  and  South  West  Corporation 

(N YSE:CSR)  A  new  Central  and  South  West 
Corporation  is  emerging  to  meet  the  opportunities 
of  a  more  competitive  electric  power  industry. 
CSW  is  becoming  global  in  reach... is  expanding 
its  broad  capabilities  in  energy... is  developing 
new  telecommunications  and  energy-management 
services. .  .and  is  redefining  itself  as  a  customer- 
focused,  market-oriented  business  designed  not 
just  to  compete,  but  to  win.  In  December  1996, 
Electric  Light  &  Power  magazine  nan  ed  CSW  the 
Utility  of  the  Year. 

i  

Triton  Energy  Limited  ' , ' 

HWBffIiiH:iM  ni 

(NYSE:  OIL)  Triton  Energy  is  an  international  oil 
and  gas  exploration  company  focused  on  high- 
potential  prospects  worldwide.  Triton  is  on  the 
verge  of  tremendous  growth,  with  major  oil  pro- 
duction coming  onstieam  in  Q  jmbia's  Cusiana 
and  Cupiagua  fields  and  the  aiscovery  of  four 
maj  ( natural-gas  fields  in  the  Gulf  of  Thailand. 

Fannie  Mae  , 

s 

NYSE 

m*wm* 

FNM 

Fannie  Mae  is  the  nation's  largest  corporation  with 
$351  billion  in  assets  and  the  largest  source  of 
funds  for  home  mortgages.  The  company  purchas- 
es residential  mortgages  from  lenders  throughout 
the  country  who  in  turn  replenish  their  funds  to 
lend  to  more  home  buyers  at  affordable  rates. 

In  1 996,  Fannie  Mae  marked  its  tenth  consecutive 
year  of  double-digit  growth  in  operating  earnings. 
Contact  1-800-501-4150 
(http://www.fonniemae.com) 

■a-  "A  1 

TriMas  Corporation            '  ,,. 

TriMas  Corporation,  a  leading  diversified  manufac- 
turer of  proprietary  products  for  commercial, 
industriol  and  consumer  niche  markets,  recorded 
Another  Record  Year  in  1996.  During  the  year, 
TriMas  continued  the  successful  execution  of  its 
proven  strategies  for  growth  and  achieved  record 
sales,  operating  earnings,  cash  flow  and  earnings 
per  share. 

Send  for  our  1996  Annual  Report  to  learn  why 
we  believe  TriMas  is  "Engineered  for  Growth". 

Special  Advertising  Section 


Sears,  Roebuck  and  Co. 


Sears  1996  revenues  increased  9.3  percent  to 
$38.2  billion,  including  the  company's  first  ever 
back-to-back  billion-dollar  sales  weeks.  Earnings 
rose  24  percent  to  $1.27  billion,  and  the  compa- 
ny delivered  a  total  return  to  shareholders  of  20 
percent  on  top  of  a  70  percent  return  in  1  995. 
Through  its  network  of  821  full-line  stores  and 
more  than  2,500  off-the-mall  stores,  Sears  pro- 
vides apparel,  home  and  automotive  products  and 
related  services  for  families  throughout  America, 
serving  more  than  50  million  households. 


Agouron  Pharmaceuticals 


Agouron  Pharmaceuticals,  Inc.  (NASDAQ  NM:  AGf| 
the  industry  pioneer  and  leader  in  technologies  1 
atom-by-atom  design  of  novel  synthetic  drugs 
upon  the  molecular  structures  of  target  proteins 1 
play  key  roles  in  human  disease.  VI RACEPT 
navir  mesylate)  for  treatment  of  HIV  infection 
approved  by  the  U.S.  Food  and  Drug  Administratil 
March  14,  1997  for  marketing  and  distribution  i| 
United  States.  Agouron's  THYAA1TAQ'"  (AG337 
treatment  of  solid  malignant  tumors  is  currenl 
phase  ll/lll  clinical  trials.  For  more  details,! 
Agouron's  web  site  at  http://www.agouron.com. 


Freeport-McMoRan  Copper  &  Gold 


Freeport-McMoRan 


Freeport-McMoRan  Copper  &  Gold  (FCX)  is 
engaged  in  mineral  exploration  and  develop- 
ment, mining  and  milling  of  copper,  gold  and  sil- 
ver in  Indonesia  and  the  smelting  and  refining  of 
copper  concentrates  in  Spain.  FCX  is  also 
involved  in  a  joint  venture  to  construct  and  oper- 
ate a  smelter/refinery  in  Indonesia.  FCX  is  one 
of  the  world's  largest  and  lowest  cost  producers, 
and  further  expansion  activities  have  begun. 


Callaway  Golf  Company 


GOLF 


HP 


Callaway  Golf  Company,  through  the  use 
of  technology,  designs  and  manufactures 
premium,  innovative  golf  clubs  that  are 
demonstrably  superior  to,  and  pleasingly 
different  from,  its  competition. 

The  Company's  golf  clubs  are  sold  at 
premium  prices  to  both  average  and 
skilled  golfers  on  the  basis  of  perfor- 
mance, ease  of  use  and  appearance. 


Freeport-McMoRan  Inc.  (FTX),  through  its  1 
percent-owned  affiliate  Freeport-McMoi 
Resource  Partners,  Limited  Partnership  (FRPj 
one  of  the  world's  leading  integrated  phospl 
fertilizer  producers.  FTX,  through  FRP,  is  a  J 
venture  partner  in  IMC-Agrico  Company,! 
world's  largest  and  one  of  the  world's  lowest! 
producers,  marketers  and  distributors  of  p| 
phate  fertilizers. 


t 


Norfolk  Southern  Corporation 


i.'.'lj'lMB 


Norfolk  Southern  Corporation  is  a  Virginia-based 
ing  company  that  owns  all  the  common  stock  of 
controls  a  freight  railroad,  Norfolk  Southern  Rai 
Company;  a  motor  carrier,  North  American  Van  L 
and  a  natural  resources  company,  Pocahontas 
Corporation.  Norfolk  Southern's  vision  is  to  "be 
safest,  most  customer-focused  and  successful  t 
portation  company  in  the  world."  In  1996,  I 
Southern  had  another  record-breaking  year,  witl 
ings  per  share  up  1 2%,  net  income  up  8%,  incl 
from  rail  operations  up  10%,  and  dividends  up 
The  operating  ratio  was  71 .6%,  and  the  return  on  ] 
overage  stockholders'  equity  was  1 5.7%. 


Alliance  Capital  Management  LP. 


s  chemical  business  is  one  of  North 
America's  largest  producers  of  ethylene,  polyeth- 
ylene and  polystyrene,  and  is  the  low-cost  leader 
in  ethylene  and  polyethylene.  We  operate  one 
of  the  world's  most  technologically  advanced  and 
cost-efficient  natural  gas  transmission  systems. 
Internationally,  we  pursue  gas  services  consulting 
and  project  development  opportunities. 


i  owns  approximately  26%  of  NGC 
Corporation  and  25%  of  Methanex  Corporation. 


With  $183  billion  in  assets  under  mcnageml 
Alliance  Capital  is  a  key  factor  in  helping  cliA 
and  investors  reach  their  retirement  goals.  I 
firm  manages  retirement  funds  for  some  of  I 
largest  public  and  private  employee  benl 
plans.  In  addition,  Alliance  offers  a  family! 
over  135  mutual  fund  portfolios  which  in  tl 
have  nearly  three  million  individual  investors.  I 


^  Special  Advertising  Section 
ndian  National  Railway  Company  Ceridian 


Canadian  National's  first  year  as  an  investor- 
owned,  market-driven  company  was  the  best  in 
its  77-year  history.  CN  met  or  exceeded  every 
goal  it  set  for  1996.  CN's  1997  business  plan 
sets  new  and  even  more  aggressive  goals  to 
grow  business,  improve  customer  service,  and 
operate  more  efficiently  and  safely. 


R  International  Inc. 


UCAR  International  Inc.  is  the  largest  manufactur- 
er of  graphite  and  carbon  electrodes  in  the  world, 
with  sales  in  more  than  70  countries  and  manu- 
facturing facilities  on  four  continents.  Graphite 
electrodes,  the  Company's  principal  product,  are 
consumed  primarily  in  the  production  of  steel  in 
electric  arc  furnaces,  the  steel  making  technology 
used  by  all  "mini-mills,"  and  for  refining  steel  in 
ladle  furnaces. 


Ceridiun  is  the  information  services  company 
that  is  catching  the  big  waves  like  outsourcing, 
electronic  funds  transfer  and  the  electronic 
media  as  it  serves  the  human  resources,  media, 
transportation,  gaming  and  government  mar- 
kets. Ceridian  is  focused  on  continued  strong  rev- 
enue and  earnings  growth,  rapid  utilization  of  its 
large  N 0 L  and  additional  acquisitions. 
(http://www.ceridian.com) 


Computer  Associates 

Computer  Associates  International,  Inc.  (NYSE:CA), 
is  the  world  leader  in  mission-critical  business  soft- 
ware. The  company  develops,  licenses  and  supports 
integrated  software  solutions  that  include  systems 
and  database  management,  application  develop- 
ment, manufacturing  and  financial  applications.  CA 
has  9,000  people  in  160  offices  in  40  countries 
and  revenue  of  $3.9  billion  in  calendar  year  1996. 
CA  can  be  reached  by  visiting  it's  homepage  on  the 
worldwide  web  (http://www.cai.com).  Investor 
relations  can  be  reached  at  516-342-5601. 

(aOMPUTER® 

/Associates 

Software  superior  by  design. 

CA 

NYSE 

MascoTech  is  a  leading  manufacturer  of  metal- 
worked  components  for  the  global  transportation 
industry,  complemented  by  a  select  group  of  com- 
panies serving  the  worldwide  automotive  after- 
market.  We  are  committed  to  creating  value  for 
our  shareholders,  customers  and  employees  by 
being  the  premier  supplier  in  all  markets  that  we 
serve. 


nes  Group  Inc. 


trite 


1  INC.  (NYSE:B)  is  a  $600-million 
worldwide  leader  in  producing  complex  metal 
components  and  precision  springs  for  industrial 
and  transportation  markets,  and  major  distributor 
of  parts  and  supplies  for  the  MR0  market.  It  had 
record  earnings  in  1996.  Based  in  Bristol,  CT,  it 
has  three  businesses — Associated  Spring, 
Bowman  Distribution  and  Barnes  Aerospace. 
Contact:  John  F.  Sand,  Jr.,  (860)  583-7070. 


Brilliance  China  Automotive 


Brilliance  China  Automotive 
Holdings  Ltd.  (the  "Company") 
(NYSE:  CBA)  was  established  in 
1992  to  own  a  51%  interest  in 
Shenyang  Jinbei  Passenger 
Vehicle  Manufacturing  Co.,  Ltd. 
("Shenyang  Automotive"),  a 
leading  manufacturer  and  dis- 
tributor in  the  growing  minibus 
market  in  China.  The  Company  was  the  first  with  operations 
solely  in  China  to  list  directly  on  the  New  York  Stock 
Exchange.  Shenyang  Automotive's  main  products  are  the 
low-priced  Standard  Minibus  and  the  luxury  Deluxe  Minibus. 
It  has  dominated  the  luxury  minibus  market  in  China,  and  in 
1996  successfully  launched  mid-priced  models  aimed  at  the 
fast  growing  minibus  market.  Shenyang  Automotive's  prod- 
ucts have  been  consistently  ranked  as  the  most  technologi- 
cally advanced  in  China. 


VEBA 


Special  Advertising  Section 


Southern  Company 


The  Challenge  of  Internationalization 
VEBA,  the  world's  largest  utility-based  conglomerate, 
is  active  in  the  fields  of  Electricity,  Chemicals,  Oil, 
Trading/lransportation/Services  and  Telecommuni- 
cations. Our  decentralized  management  structure  is 
designed  to  allow  for  fast  an1  flexible  response  to 
global  market  opportunities.  In  1 996,  approximate- 
ly 122,000  employees  worldwide  achieved  record 
DVFA/S6  earnings  of  DM  2.5  billion  (1995:  DM 
2.1  billion);  earnings  per  share  rose  from  DM  4.33 
to  DM  5.04,  and  the  dividend  was  increased  from 
DM  1.70  to  DM  1.90. 


Southern  Company  is  America's  largest  gener 
of  low-cost  electricity  with  experience  read 
from  the  southeastern  U.S.  to  the  Un 
Kingdom,  Asia  and  around  the  world.  Our : 
financial  strength  and  competitive  experie 
help  to  position  Southern  Company  for  succe: 
a  chonging  marketplace.  Southern  Compi 
Energy  to  Serve  Your  World. 
NYSE:  SO 

http://www.soufhernco.com/ 


Central  Louisiana  Electric  Company,  Inc. 

Central  Louisiana  Electric  Company,  Inc.  (CLECO) 
provides  electic  services  to  approximately 
225,000  customers  in  about  one-third  of  the 
state's  counties. 

All  generating  units  meet  federal  environmental 
guidelines,  and  no  new  generating  capacity 
should  be  needed  until  after  the  year  2001.  In 
1996,  CLECO  earned  $2.23  per  share  and  paid 
dividends  of  $1.53.  The  Company's  electricity 
prices  are  competitive  nationally  and  are  among 
the  lowest  in  the  state  and  region.  (NYSE,  PSE, 
CNL)  For  inquires  call  1-800-253-2652. 

Credit  Suisse  Group 


CREDIT 
SUISSE 


CREDIT  SUISSE  GROUP  is  on{ 

»  d  r\  i  i  d  ^e  m^'s  'ea^'n9  finQnciol 
vices  groups,  operating  on 
continents  and  in  all  the  woi 
major  financial  centres 
Group  comprises  four  business  units,  CREDIT  SUISSE,  CREDIT  SUISSE  Pf 
BANKING,  CREDIT  SUISSE  FIRST  BOSTON  and  CREDIT  SUISSE  ASSET  MAN/ 
MENT,  each  geared  to  the  requirements  of  specific  customer  groups  and  r 
kets.  The  shares  of  CREDIT  SUISSE  GROUP  are  traded  on  the  stock  exchan 
of  Zurich,  Frankfurt,  Tokyo,  London  (SEAQ),  Paris  (OTC)  and  New  York  0 
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velopments  to  Watch 


D  BY  OTIS  PORT 


,0  IT  RIGHT  THERE,  OR  I'LL  SNARE  YOU! 

YORK  CITY  COPS  ARE 

3  borrow  a  page  from 
?r-Man  comic  books, 
month,  a  couple  dozen 
;rs  will  each  carry  a  fat 
1  that  can  bring  down 
ig  suspects  without 
harming  them.  It  fires 
a  shell  con- 


taining a  net — make  that 
net,  for  nonlethal  entangle- 
ment technology.  "If  the 
New  York  police  like  it — 
and  I'm  sure  they'll  have 
some  suggestions  for 
changes — this  could  be  a 
hot  item  for  police  depart- 
ments," says  Amis  Man- 
golds, net  project 
manager  at  Foster- 
Miller  Inc.  in 
Waltham,  Mass. 

Foster-Miller 
developed  the 
concept  for  the 
Defense  Advanced 
Research  Projects 
Agency,  darpa  want- 


ed a  weapon  to  stop  enemy 
vehicles  with  something, 
perhaps  a  supersticky  film. 
"Once  we  had  the  basics 
down,"  says  Mangolds, 
"imaginations  could  run 
wild."  Lots  of  other  applica- 
tions were  dreamed  up.  One 
was  instant  deployment  of 
camouflage  nets.  That  trig- 
gered the  net  idea,  which 
will  now  get  its  first  test  in 
the  field. 

An  even  more  potent 
electrified  net  is  in  the 
works.  It  snares  people  and 
stuns  them  with  jolts  of 
electricity.  But  stun  guns 
are  illegal  in  many  states, 
so  the  stun  net  will  be  a 
military  item.  □ 


CKING  CANCER 
SING  ONE  OF  ITS 
NGTHS  

RCHERS    HAVE  LONG 

to  kill  cancer  cells  by 
;ring  them — depriving 
of  the  oxygen  they 
,o  survive  and  grow, 
mor  cells  are  remark- 
Dlerant  of  low-oxygen 
ons,  thanks  to  genes 
iwitch  on  when  the 
:ells  are  threatened  by 
i  starvation.  Now,  a 
)f  British  researchers 


has  devised  a  way  to  fight 
fire  with  fire. 

The  idea  is  to  deliver  an 
anticancer  substance  via  a 
virus  that  has  been  modified 
by  adding  the  same  genetic 
"switch"  that  enables  tumor 
cells  to  resist  being  smoth- 
ered. Thus,  the  virus  lives 
long  enough  to  release  lethal 
amounts  of  its  toxin,  even 
when  a  rapidly-growing  can- 
cer is  consuming  almost  all 
of  the  available  oxygen.  Ac- 
cording to  a  report  in  the 
May  1  issue  of  the  journal 
Nature  Medicine,  the  tech- 
nique is  proving  to  be  effec- 


tive in  mice,  shrinking  or 
killing  cancers  in  a  significant 
percentage  of  the  tumors. 

The  low-oxygen  survival 
gene  was  identified  by  a  team 
headed  by  Adrian  L.  Hams 
at  the  Molecular  Medicine  In- 
stitute at  Oxford  University. 
This  so-called  hypoxia-re- 
sponsive  element,  or  hre,  has 
been  licensed  to  Oxford  Bio- 
Medica  PLC,  a  1995  spinout 
from  the  university.  Clinical 
trials  with  breast  cancer  pa- 
tients could  start  as  early  as 
late  next  year,  according  to 
Oxford  BioMedica.  Heidi 
Dawley 


STAID  FOR  FLAWED  FUSELAGES 


THIN  skins  of  airlin- 
ake  a  beating.  Vibra- 
i,  bumpy  landings,  and 
1  temperature  changes 
i  zooming  from  ground- 
warmth  to  the  frigid 
;  five  miles  up  all  cause 
is.  Eventually,  hairline 
<s  appear  in  the  alu- 
im.  The  cracks  are  cur- 
ly patched  with  metal 
is.  But  this  requires 
;s  that  puncture  the 
e's  skin — and  the  holes 


can  lead  to  more 
problems.  The 
patching  process 
can  also  ground  the 
plane  for  a  day,  which 
means  $80,000  or  more  in 
lost  revenues. 

Now,  the  Federal  Avia- 
tion Administration  has  giv- 
en thumbs-up  to  a  new  rem- 
edy: a  high-tech  Band- Aid. 
It  consists  of  thin  layers  of 
boron-fiber-reinforced  epoxy 
film.  Bonded  to  the  alu- 


INNOVATIONS 


■  Efforts  to  control  ah-  pollu- 
tion have  always  focused  on 
urban  areas.  Soon,  though, 
the  countryside  could  also  be- 
come a  target  if  tough  new 
standards  proposed  by  the 
Environmental  Protection 
Agency  are  adopted.  The  EPA 
is  concerned  about  new  med- 
ical data  showing  that 
ground-level  ozone  can  neg- 
atively affect  human  health 
in  lower  concentrations  than 
was  previously  assumed.  In 
monitoring  air  quality  at  85 
rural  sites  in  the  eastern 
U.  S.,  scientists  found  that 
barely  half  cleared  the  new 
standards. 

a  Patients  who  require  trans- 
fusions lose  critical  minutes 
while  doctors  scramble  to 
identify  and  match  their 
blood.  Now  researchers  at  Al- 
bany Medical  College  in  New 
York  have  come  a  step  closer 
to  developing  a  universal 
blood  type.  The  secret  is 
camouflaging  the  transfused 
red  blood  cells  so  that  the  re- 
cipient's immune  system 
doesn't  spot  and  attack  anti- 
gens on  the  cells'  surfaces. 
The  cells  are  coated  with  a 
biocompatible  polymer  in  or- 
der to  disguise  them.  In  mice, 
this  coating  hides  the  donor's 
antigens  but  doesn't  prevent 
the  cells  from  transporting 
oxygen. 


minum  and 
cured  with  heat, 
this  polymer  compos- 
ite is  up  to  three  times 
stronger  than  aluminum. 
And  the  patching  can  be 
done  overnight,  so  the  plane 
is  ready  to  fly  again 
in  the  morning. 


Developing  this 
first-aid  treatment 
took  three  years. 
The  project  involved 
composites-supplier  Tex- 
tron, Lockheed  Martin, 
Delta  Air  Lines,  and  the 
faa  and  was  led  by  Sandia 
National  Laboratories.  The 
next  goal,  according  to  San- 
dia researcher  Dennis  P. 
Roach,  is  winning  faa  ap- 
proval for  using  the  tech- 
nique on  bigger  projects, 
including  the  repair  of  fuse- 
lage joints.  □ 
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RESEARCH 


WHAT  PRICE 
SCIENCE? 


Federal  dollars  for  R&D 
are  shrinking,  and 
doomsayers  are  worried. 


But  industry  is  hndmg 
that  the  real  key 
is  to  spend  smart 


This  year,  the  leaders  of  nearly  two 
dozen  scientific  societies  and  key 
members  of  Congress  are  issuing 
an  urgent  call  to  arms.  Federal 
funding  for  research,  at  $75  billion,  has 
dropped  more  than  3%  in  real  dollars 
since  1994.  And  in  President  Clinton's 
proposed  budget,  the  next  five  years 
look  even  glimmer,  with  a  14%  decline 
scheduled.  What's  more,  science  lumi- 
naries charge,  industry  has  cut  back  on 
long-range  fundamental  research.  The 


implication:  America  is  failing  to  lay  the 
research  groundwork  for  tomorrow's 
new  products  and  industries.  Without 
increases  for  basic  science,  warns  Sena- 
tor Phil  Gramm  (R-Tex.),  "it  will  be  im- 
possible to  maintain  the  U.  S.'s  position 
as  the  technological  leader  of  the  world." 

Strong  words.  But  are  they  true? 
Many  economic  studies  point  to  big  pay- 
offs from  science.  But  a  careful  analysis 
reveals  that  things  aren't  quite  so  sim- 
ple. When  it  comes  to  today's  critical 


policy  question — will  science  fund 
cutbacks  threaten  America's  future 
the  economic  studies  shed  no  light.  1 
only  honest  answer:  No  one  knows 
sure.  The  U.  S.  is  "running  a  giant, 
controlled  experiment,"  says  Brookii 
Institution  economist  Kenneth  Flan 
"If  there  are  effects,  we  won't  see  th 
until  the  next  century." 

But  there  are  clues  that  the  doc 
sayers  are  wrong.  How  research  doll 
are  spent  is  clearly  as  important  as  i 
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levels  of  funding — and  recent 
re  encouraging.  In  industry,  com- 
rom  B.  F.  Goodrich  Co.  to  Xerox 
ave  figured  out  how  to  increase 
off  from  their  own  research  and 
ment.  And  after  several  years  of 
on,  industry  support  for  R&D  is 
i  to  rise  6%  to  a  record  $120  bil- 
1997,  according  to  a  survey  by 
:  Memorial  Institute  and  R&D 
w  (box,  page  170). 
over,  government-funded  acad- 
re  forging  new  links  with  other 
ders  and  with  industry,  speed- 
)vation.  "I  don't  have  any  sym- 
ar  the  people  crying  wolf  about 

levels,"  says  David  J.  Roess- 
fessor  of  public  policy  at  Georgia 
e  of  Technology.  "These  new  in- 
ns may  be  making  up  for  de- 
l  federal  funding." 

controversially,  new  studies  sug- 
at  the  role  of  fundamental  sci- 
•esearch  that 


BELL  LABS  TRANSISTO 


the  boundaries 
lowledge — has 
1.  Conventional 
has  it  that  sci- 
working  in  the 
nake  break- 
is  which  are 
d  in  new  prod- 
;ut  studies  by 
Kash,  profes- 
)ublic  policy  at 
Mason  Univer- 
iow  that  com- 
ivices  such  as 
2d  chips  spring 
m  new  discov- 
ut  from  better 
iring  and  new 
ations  of  tech- 

s.  When  Kash  ^ 
companies  like 
id  ge  for  exam-  Wz 
how  fundamental  breakthroughs 
f  in  chips  and  jet  engines,  they 
p  blank.  His  conclusion:  "Basic 
has  nothing  to  do  with  what  is 
iry  for  technological  success." 
experts  are  as  heretical  as  Kash. 
ise  new  trends  in  implementing 
:h  do  have  radical  implications 
cy.  For  example,  the  U.  S.  might 
)t  more  bang  for  its  r&d  buck  if 
nore  to  encourage  companies  to 
^search  alliances  and  consortiums, 
's  not  to  say  that  boosting  feder- 
spending  is  a  bad  idea.  After  all, 
J.  S.  execs  agree  with  Microsoft 
eo  William  H.  Gates  III  when  he 
There  is  a  systematic  underin- 
nt  in  research"  in  both  industry 
vernment.  But  an  increase  just 
»t  be  possible.  Today's  fiscal  real- 


TANGLED  THREADS 

Science  graybeards 
wony  that  America  is 
no  longer  supporting 
enough  of  the  funda- 
mental research  that 
led  to  breakthroughs 
like  the  transistor  (left) 
or  Coming's  glass  for 
LCD  screens  (above). 
But  newer  innovations, 
such  as  Bolt  Beranek 
&  Newman's  Internet 
setup  (below),  suggest 
the  feds  and  companies 
can  focus  their 
efforts  more  sharply 
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ities  require  tough  choices  among  the 
many  programs  vying  for  taxpayer  sup- 
port. Do  we  spend  on  Headstart  or  new 
particle  accelerators?  For  decades,  sci- 
ence won  these  trade-offs  because  it 
was  thought  vital  to  beating  back  the 
Evil  Empire.  With  the  end  of  the  cold 
war,  scientists  now  argue  that  continued 
support  is  just  as  vital  to  our  economic 
future  as  it  once  was  to  our  security. 
CREDIBILITY  GAP.  As  evidence, 
scientists  point  to  four  decades 
of  economic  studies  that  try  to 
measure  the  role  and  payoff  of 
research.  But  the  studies  fail  to 
make  a  compelling  case  that  cut 


that  budgetary  pressures  can  act  on 
R&D  operations  like  Darwinian  natural 
selection  to  improve  the  breed.  Consid- 
er the  profound  changes  in  industrial 
R&D.  "Ten  or  15  years  ago,  the  idea  was: 
Get  the  best  scientists  you  can,  turn 
them  loose,  and  good  things  will  come," 
says  Joe  A.  Miller,  senior  vice-president 
and  chief  technology  officer  at  DuPont 
Co.  It  worked  for  products  such  as  ny- 

MORE  BANG  FOR  THE  BUCK 

Here  are  ways  to  get  more  science  from 
the  same  dollar: 


munications  Corp.  takes  this  stratem 
its  logical  extreme.  The  company  hm 
central  research  facility.  Instead,  1 
12,000  scientists  and  engineers  worl 
developing  new  networking  technoliil 
procured  from  the  world's  best  I 
"Why  rely  on  one  central  r&d  orgal 
tion?"  asks  Chief  Engineering  Ofl 
Fred  M.  Briggs.  "We  have  a  newl 
faster  market-driven  model  of  r&d.S 
PATHBREAKING.  To  many  ini, 
ence,  this  is  a  worrisome  tiT 
"With  corporate  labs  becoil 
users  rather  than  creators  of  | 
frontiers,  where  will  the 
frontiers  come  from?"  wol 


►  Downsize  the  massive  weapons  labs 

backs  would  be  disastrous.  In  one    California  Institute  of  Techn 

type  of  study,  economists  add  up  ►Stash Jhe  time  researchers  wast_e_chasmg  grants_    physicist  Michael  L.  Rouke; 

►  Fund  riskier,  higher  potential  payoff  products 

►Cut  "big  science"  projects  that  have  little  to  do 
with  actual  science,  such  as  the  space  station 


by  these  inputs  "~.!:""'_^,.^".^_-"^^   deny  they're  neglecting  th 

new  knowledge.    ►Foster  more  partnerships  and  consortiums  ture.  "The  perception  that 

►  End  "boom  or  bust"  funding  cycles:  Maintain 
stable  funding,  even  at  lower  levels 


all  the  usual  inputs  to  the  econo 
my,  such  as  labor  and  capital,  and 
then  assume  that  growth  unac- 
counted for 
comes  from 

Some  studies  have  suggested  that 
science  accounts  for  more  than 
half  of  all  growth.  Trouble  is, 
economists  admit,  the  economy  is  so 
complicated  that  these  results  simply 
aren't  believable. 

In  another  approach,  economists  look 
backward  to  calculate  the  payoffs  from 
individual  research  efforts.  A  new  Com- 
merce Dept.  study  concludes  that  a 
$431,000  project  to  produce  error-cor- 
recting software  for  factory  tools 
brought  a  $98  million  gain  in  manufac- 
turing efficiency. 

Companies  that  have  put  their  own 
r&d  efforts  to  the  test  have  gotten  sim- 
ilar results.  Xerox  readily  ad- 
mits that  it  failed  to  capitalize 
on  legendary  advances  in  com- 
puting made  at  its  Palo  Alto 
Research  Center  (parc).  Yet, 
"parc  has  in  fact  paid  off  many 
times  for  Xerox,"  argues  Har- 
vard business  school  professor 
Richard  S.  Rosenbloom,  be- 
cause studies  show  that  in- 
vestments in  lasers,  software, 
and  new  materials  made  it  pos- 
sible for  Xerox  to  remain  a 
leader  in  high-speed  printers. 

Yet  such  studies  and  anec- 
dotes of  research  have  two 
flaws.  First,  they  can't  tell  us  I ' 

what  the  benefit  is  from  the  nation's 
entire  r&d  investment.  And  they  can't 
answer  the  crucial  policy  question  of 
whether  cutting  or  adding  a  few  billion 
dollars  in  funding  would  have  much  of 
an  impact.  For  basic  science,  "the  mar- 
ginal rate  of  return  is  unknown — and 
may  be  unknowable,"  says  Congressional 
Budget  Office  Director  June  O'Neill. 

However,  there  is  growing  evidence 


deed,  Briggs  admits  that  MCil 
never  invent  the  next  transil 
But  company  execs  vigorc 


Ion  and  Kevlar.  But  research  chieftains 
point  out  that  today's  complex  tech- 
nologies, intense  competition,  and  infor- 
mation overload  have  required  new  ap- 
proaches. At  B.  F.  Goodrich,  for  instance, 
research  managers  have  not  only  linked 
r&d  more  closely  to  business  units,  they 
also  have  put  in  place  a  rigorous  mea- 
surement system  that  balances  risk  and 
potential  payoff  in  long-term  projects 
such  as  new  optical  and  electronic  ma- 
terials. With  decreases  in  r&d  funding, 
"better  decisions  are  being  made  about 


what  to  spend  the  money  on,"  says  Vic- 
toria Haynes,  Goodrich's  vice-president 
for  R&D. 

Other  companies  have  discovered  that 
then-  once  vaunted  central  research  labs 
were  dinosaurs — too  slow,  too  insulated, 
and  too  expensive.  So  instead  of  tiying 
to  do  all  the  research  in-house,  many 
are  using  their  labs  as  windows  to  the 
larger  world  of  new  research,  mci  Com- 


port of  fundamental  scien 
waning  is  really  a  misun 

  standing,"  says  Melvin  I.  Co 

vice-president  for  research  effective 
at  Lucent  Technologies  Inc.'s  Bell  '. 
oratories.  Instead,  he  says,  the  ep: 
ters  of  basic  research  have  shifted  : 
the  physical  sciences  to  pathbrea 
work  in  software  and  networking. 

Industry's  r&d  transformation  o: 
hope  that  federally  funded  science  c 
also  do  better.  Some  steps  could  be 
popular:  Shutting  down  some  of  the 
federal  labs  (total  budget  more 
$10  billion)  whose  research  is  no  lo: 
top-notch,  for  example.  A  bit  of 

A  BETTER  LIGHTBULB 

Industrial  R&D  has 
changed  dramatical!} 
since  Edison's  day.  Nc 
companies  use  new 
management  tools  to 
measure  payoffs 

getary  pain,  it  seems,  c 
provide  the  incentive  to 
weed  out  wasteful  scit 
spending  and  dev 
sounder  policies. 
Hints  of  what  those 
cies  should  be  come  from  recent  stu 
on  the  role  of  federal  funding  in  pas 
novations.  A  research  team  led  by  G 
gia  Tech's  Roessner  found  that  in  ti 
cases — reaction  injection  molding  (i 
in  plastics  manufacture),  magnetic  r 
nance  imaging  (mri),  and  the  Intern 
new  technology  did  not  flow  dire 
from  breakthroughs  in  basic  science 
developing  the  Internet,  for  insta 
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ance  with  us. 

Either  way,  when  it  comes  to 
ce,  you'll  be  covered,  the; 
'ou'll  be  covered  with  claim 
igement  that  helps  control  costs, 
dition,  our  turnaround  time  is 
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Science  &  Technology 


the  National  Science  Foundation  played 
the  role  of  matchmaker,  putting  togeth- 
er diverse  collections  of  people  and  tech- 
nologies without  spending  much  on  ac- 
tual research. 

These  case  studies  offer  important 
lessons  for  federal  policy.  One  of  Amer- 
ica's great  strengths  is  the  ease  with 
which  scientists  and  innovators  can 
forge  links  with,  and  move  among,  acad- 
emia,  industry,  and  government.  Science 
and  technology  agencies  should  use 
more  of  their  budgets  to  foster  cooper- 
ation, some  policy  experts  argue.  "For 
20  years,  I  thought  that  the  most  im- 
portant thing  government  could  do  was 
fund  r&d,"  says  George  Mason's  Kash. 
"But  now  I  think  it's  getting  companies 
to  collude." 


Another  U.  S.  asset  is  a  university 
system  that  lures  and  trains  the  best 
scientists  and  students  from  around  the 
world.  Better  policies  would  make  sure 
this  training  continues,  instead  of  focus- 
ing only  on  dollar  figures  for  research 
and  development. 

CRUCIAL  time.  There  is  also  a  clear  need 
for  funding  stability.  Because  research 
may  take  decades  to  flower,  lower  but 
constant  funding  is  more  productive 
than  a  roller-coaster  budget  that  might 
average  far  more,  says  Alvin  W.  Trivel- 
piece,  director  of  the  Oak  Ridge  Na- 
tional Laboratory. 

This  is  a  crucial  time  for  science  and 
technology  in  America.  The  major  jus- 
tifications for  spending  billions  in  tax- 
payer dollars  have  crumbled  with  the 


Berlin  Wall.  Claims  by  the  mandarii  c 
science  that  funding  cutbacks  thre* 
the  nation's  economic  future  aren't  ip 
ported  by  the  evidence.  These  a»i 
ments  also  neglect  the  fact  that  M 
areas  of  science — like  exploring  dim 
galaxies  and  deciphering  the  origifl 
life — deserve  support  even  if  they  m 
have  an  obvious  practical  value. 

Congress  and  the  scientific  corm 
nity  should  spend  less  time  fighB 
about  levels  of  r&d  spending  and  rja 
time  devising  new  policies  for  mal 
better  use  of  the  money  they  havl 
both  sides  get  smarter  about  our  I 
dollars,  America's  remarkable  flowefj 
of  science  and  technology  will  bloonfc 
into  the  next  century. 

By  John  Carey  in  Washinm 


THE  NEW  KINGS  OF  THE  LAB 


Brian  M.  Kincaid  has  had  a  ring- 
side seat  for  the  changing  of  the 
guard  in  industrial  research.  In 
decades  past,  at&t  and  IBM  spent  mil- 
lions of  dollars  supporting  basic  sci- 
ence at  massive  X-ray  sources,  or 
synchrotrons,  like  the  one  Kincaid  op- 
erates at  Lawrence  Berkeley  National 
Laboratory.  But  those  patrons  are 
gone.  Now,  companies  such  as  chip- 
maker  Intel  Corp.  are  knocking  on  his 
door.  "The  dinosaui-s  are  dead, 
and  the  rats  and  rodents  are 
taking  over,"  says  Kincaid. 

Many  economists  theorize 
that  only  companies  with  dom- 
inant positions  can  afford  the 
kind  of  Big  Think  science  that 
leads  to  new  technologies  and 
industries.  So  it's  no  surprise 
that  Intel  and  Microsoft  Corp. 
are  emerging  as  leaders.  Six 
years  ago,  the  software  giant 
set  up  an  effort  that's  now  200 
researchers  strong.  Microsoft's 
total  R&D  outlay  is  over  $2  billion  per 
year,  more  than  20<7r  of  revenues. 
NEAR-TERM  PAYOFFS.  Meanwhile,  In- 
tel announced  in  September  that  it 
was  forming  a  new  lab,  headed  by 
computer  software  expert  Richard  B. 
Wirt,  to  move  beyond  the  next  gen- 
erations of  its  microprocessors. 
"We've  gone  from  being  a  small  com- 
pany to  one  of  the  largest,"  explains 
ceo  Andrew  S.  Grove.  "We  have  to 
step  up  to  doing  basic  research." 

Neither  effort  rivals  the  scope  of 
the  great  industrial  labs  of  the  past. 
Microsoft,  for  instance,  focuses  only 


on  software.  And  much  of  the  two 
companies'  research  aims  for  near- 
term  payoffs.  But  there's  enough  vi- 
sionary thinking  to  keep  r&d  experts 
hopeful  that  long-term  research  will 
persist.  "Research  is  the  best  invest- 
ment we  can  make,"  says  Microsoft 
ceo  William  H.  Gates  III. 

One  of  Microsoft's  goals  is  a  truly 
user-friendly  personal  computer — one 
that  will  understand  ordinary  speech, 


BEYOND  PENTIUM 

Under  Richard 
Wirt,  Intel's  R&D 
group  is  probing 
such  areas  as 
realistic  digital 
animation 


facial  expressions,  and  gestures.  Get- 
ting there  requires  a  host  of  ad- 
vances, from  better  speech-  and 
grammar-recognition  algorithms  to 
faster  image  processing. 

Executives  at  both  Microsoft  and 
Intel  vow  to  avoid  the  problem  that 
has  plagued  research  leaders  from 
ibm  to  Xerox  Corp. — failing  to  turn 
major  lab  advances  into  products  and 
profits.  "The  research  part  of  the  or- 
ganization and  the  product  part  of 
the  organization  rub  shoulders,"  says 
Albert  Y.  C.  Yu,  Intel  senior  vice- 
president  of  microprocessors. 


For  Intel,  cashing  in  on  research 
is  particularly  important  because  of 
its  dependence  on  ever  faster  micro 
processors.  Intel  is  collaborating  wit 
other  companies  to  develop  the  lithe 
graphic  tools  needed  to  use  high-en- 
ergy X-rays,  from  sources  such  as 
synchrotrons,  to  make  chips.  The 
shorter  wavelengths  of  X-rays  woul 
make  it  possible  to  put  more  circuit: 
on  chips — yielding  far  more  powerft 
microprocessors  than  today's 
Pentium. 

Wirt's  R&D  group  is  also 
probing  photorealistic  comput 
er  animation  and  chips  that 
hold  both  processors  and 
memory.  Areas  of  particular 
focus  include  3-D  images  and 
parallelism,  a  technique  that 
lets  chips  tackle  multiple 
problems  simultaneously.  In 
addition  to  the  roughly  $10 
million-a-year  basic  research 
effort,  Intel  funds  work  at 
universities  and  national  laboratorie; 

These  efforts  probably  aren't  go- 
ing to  stem  today's  nostalgia  for  the 
heyday  of  Bell  Labs.  And  given  the 
cutthroat  global  competition,  no  one 
expects  a  particular  company  to  kee 
its  dominant  position,  and  its  lavish 
basic  research  efforts,  forever.  But 
during  their  reign,  these  powerhous 
es  may  do  enough  fundamental  re- 
search to  pave  the  road  to  tomor- 
row's technologies. 

By  John  Carey  in  Washington, 
with  Andy  Reinhardt  in  San 
Francisco 
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with  a  competitive 
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change.  Hire  us! 
We're  good  for 
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Jennifer  Sheehy 

MBA  Candidate 
Georgetown  University 
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he  National  Organi- 
zation on  Disability 
(N.O.D.)  established 
the  CEO  Council  to 
ize  America's  business  lead- 
their  support  of  people  with 
ities  in  the  workforce.  These 
,  and  their  companies  be-lieve 
)erson's  ability,  not  disability, 
t  counts  in  doing  a  job. 
hrough  their  annual  member- 
mtributions,  CEO  Council 
;rs  support  N.O.Ds  innova- 
brts  to  enable  people  with 
ities  to  participate  more  fully 
r  community  and  in  all 
>  of  life. 
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MOVIES  Be  Happy. 
Film  Freaks 


I had  watched  the 
scene  on  television  so 
many  times  before: 
the  Wicked  Witch  of 
the  West  disintegrat- 
ing after  Dorothy  splashed 
water  on  her.  But  now  my 
experience  was  altered.  Kor 
rather  than  hearing 
Margaret  Hamilton's 
familiar  voice  ("I'm 
melting!"),  the 
witch  was  squealing 
in  dubbed  Spanish 
("Me  derritto!").  A 
moment  later,  I  pressed  a 
remote  control,  and  re- 
played the  scene  in  French 
("Je  fonds!").  Finally,  I 
pressed  the  remote  again, 
and  returned  to  Hamilton, 
and  the  original  motion  pic- 
ture soundtrack  in  English. 

Such  are  the  possibilities 
when  viewing  The  Wizard  oj 
Oz,  or  other  flicks,  on  DVD, 
the  latest  high-tech  goodie 
for  film  fanatics.  Indeed, 
dvd  (digital  video  disk  or 
digital  versatile  disk  packs  a 
wallop  on  a  shiny  5-inch 
platter  that  is  a  dead  ringer 
for  an  ordinary  compact 
disk.  But  dvds  encompass 
much  more:  multiple  dia- 
logue tracks  and  screen  for- 
mats, and  best  of  all,  smash- 
ing sound  and  video. 

After  lengthy  delays 
tagged  to  a  variety  of  copy- 
right, legal,  and  technical 


hurdles,  $500  to  $1,000  dvd 
players  from  Denon,  Pana- 
sonic, Philips  Magnavox,  Pi- 
oneer, rca  (Thomson)  Sony, 
and  Toshiba  have  only  re- 
cently made  their  way  into 
electronics  stores.  Others 
will  show  up  soon. 

A  few  dozen  movie  titles 
have  appeared,  or 
will  soon  debut,  in 
the  new  format. 
There's  a  wide  range 
of  offerings,  most 
costing  $20  to  $25:  Co- 
lumbia Tri-Star  titles  in- 
clude In  the  Line  of  Fire 
and  Jumanji;  MGM/UA  offers 
Golden  Eye  and  Rain  Man; 
Warner  has  Space  Jam  and 
A  Streetcar  Named  Desire; 
New  Line  has  come  out 
with  The  Mask;  and  Poly- 
Gram  plans  to  offer  Fargo. 
But  some  major  studios,  no- 
tably Disney,  Fox,  Para- 
mount, and  Universal  are 
dvd  holdouts. 

As  a  movie  buff,  I  sure 
took  to  the  new  format.  The 
first  reason  is  dvd's  remark- 
able picture  quality,  especial- 
ly when  you  compare  it  to 
vhs  tapes.  In  technical  jar- 
gon, dvds  boast  more  than 
500  lines  of  picture  resolu- 
tion, better  than  double  the 
image  capabilities  of  vhs, 
and  superior  to  12-inch  laser 
disks,  and  satellite  TV.  Of 
course,  the  picture  quality 


you  get  will  only  match  the 
capabilities  of  your  television 
set,  but  most  TVs  built  this 
decade  should  display  dvd  at 
its  finest.  But  "as  good  as 
dvd  is,  it  still  falls  short  of 
the  picture  quality  con- 
sumers will  get  with  true 
high-definition  television," 
says  Marty  Levine,  editor  of 
the  Digital  Technology  Re- 
port newsletter. 

dvds  also  deliver  dramatic 
sound,  especially  when  con- 
nected to  an  elaborate  home 
theater  system,  with  state- 
of-the-art  Dolby  Digital  sur- 
round-sound gear  and  speak- 
ers. After  years  of  seeing 
dvd  at  trade  shows,  I  was 
eager  to  see  how  it  would 
measure  up  on  my  own  TV.  I 
hooked  up  two  new  models, 
the  Toshiba  sd-3006  and  rca 
RC5500P,  to  a  20-in.  stereo 
RCA  TV  monitor,  and  came 
away  impressed.  The  pristine 
picture  was  far  better  than 
anything  delivered  over  ca- 
ble, and  the  sound  was 
equally  stunning.  You  can 
also  play  audio  CDs. 

As  with  audio  CDs,  dvds 
let  you  rapidly  access  any 
portion  of  the  disk,  without 
the  need  to  fast-forward  or 
rewind.  You  can  stop  a 
movie  at  any  point  and  ad- 
mire a  perfectly  clean  im- 
age, without  the  distortion 
that  comes  through  when 


pausing  on  a  vhs  casse 
You  can  also  move  forv  | 
or  backward  in  supers! 
motion,  without  any  dr 
in  quality. 

What's  more,  just  as 
musical  selection  on  a  ( 
divvied  up  into  track  n 
bers,  dvd  scenes  are  ce 
up  into  chapters  (Over 
Rainbow,  Dorothy  Mee 
the  Lion,  There's  No  P 
Like  Home).  By  using 
remote  to  call  up  an  on 
screen  menu,  or  by  pur 
ing  in  the  eorrespondin 
chapter  number,  you  ca 
jump  to  a  particular  pa 
in  the  film.  It  didn't  tal 


•  DVDs  resemble  CDs, 
but  can  store  more  than 
seven  times  as  much 
information  on  a  single 
layer  of  a  single  side. 
That's  enough  to  hold 
most  full-length  Holly- 
wood movies. 


•  The  disks  provide 
far  superior  sound 
and  picture  quality 
over  a  standard  VHS 
tape.  And,  unlike 
movie  tapes,  DVDs 
shouldn't  deteriorate 
over  time. 


•  Consumers  can 
rapidly  access  any  part 
of  the  disk,  without 
having  to  fast-forward 
or  rewind.  There's  no 
picture  distortion 
either,  when  you  watch 
in  slow  motion. 


•  A  single  DVD  ca 
ry  up  to  eight  audi 
tracks  and  32  sub 
or  karaoke  tracks, 
with  multiple  cam< 
angles  or  different 
sions  of  the  same 
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ut  away  to  some  of 
ite  screen  mo- 
iarrison  Ford  in 
itive  escaping  a 
train,  a  bovine  get- 
m  away  by  a 
the  Copa  scene  in 
is,  and  Gene  Kelly 
n  the  Rain. 
se  of  dvd's  ample 
:apabilities — a  sin- 
single-layer  DVD 
e  4.7  gigabytes  of 
more  than  the  ca- 
'  seven  audio  CDs — a 
;ains  more  than  two 
video.  That's 
o  hold  about  95%  of 
ilm  releases.  Some, 


such  as  Woodstock,  include 
data  on  both  sides  of  the 
disk,  so  like  an  old  LP,  I  had 
to  flip  the  platter  over  to 
watch  Jimi  Hendrix  and  Ja- 
nis  Joplin.  The  vast  storage 
on  dvds  lets  studios  add  the 
movie  trailer,  an  actor's 
filmography,  or  special  direc- 
tor's cuts. 

SUBTITLES.  The  studios  can 
also  load  up  to  eight  audio 
language  and  32  subtitle 
tracks  on  a  single  dvd, 
though  most  early  titles 
only  include  English,  Span- 
ish, and  French.  The  players 
include  "angle"  buttons  that 
will  let  you  enjoy  films,  or 


•  Don't  throw  your 
VCR  away  anytime 
soon-.  DVD  players 
cannot  record. 

•  There  are  cur- 
rently only  a  few 
dozen  movie  titles 


out  on  DVD,  far 
fewer  than  on  VHS. 
Plus,  rentals  are 
scarce.  Meanwhile, 
major  studios  such 
as  Disney  have  yet 
to  embrace  the  new 
format. 


SPACE  JAM  :  DOZENS 
OF  FILM  TITLES  HAVE 
ALREADY  APPEARED 

concerts,  shot  from 
myriad  points  of  view, 
though  the  early  titles 
don't  take  advantage  of 
this  yet  either. 

A  single  disk  may 
also  contain  numerous 
versions  of  the  identical 
film:  a  PG-13  cut  for 
the  kids,  and  a  pass- 
word-protected R  ver- 
sion for  mom  and  dad. 
Several  disks  already 
give  viewers  the  option 
to  watch  a  movie  in  the 
"pan-scan"  format  (the 
picture  is  cropped  to  fill 
your  TV  screen,  thus 
possibly  cutting  sides  of 
the  picture),  or  the 
"letterbox"  format 
(masking  bars  appear 
above  and  below  the 
theatrical  image). 


available,  VideoScan  Inc., 
which  tracks  sales  at  14,000 
retailers,  reports  that  67,000 
dvds  have  been  sold.  The 
top  sellers  to  date  are 
Twister  and  Eraser.  Mean- 
while, the  Best  Buy  elec- 
tronics chain  says  that  in  its 
launch  markets,  consumers 
are  gobbling  up  nine  disks 
on  average  for  every  dvd 
player  that  has  been  sold. 

But  most  folks  will  want 
to  be  able  to  rent  titles  at 
their  neighborhood  video 
stores.  For  now,  Block- 
buster rents  and  sells  titles 
in  only  100  test  outlets  in 
six  markets.  In  June,  Philips 
Magnavox  and  PolyGram 
will  initiate  a  program  with 
video  stores  nationwide  in 
which  consumers  can  rent 
both  a  dvd  player  and  two 
software  titles,  at  a  likely 
cost  of  $20  for  two  nights. 

For  all  its  value  as  a 


The  5-in.  digital  video  disk 
supplies  spectacular  pictures 
and  sound,  and  enough  storage 
for  all  but  the  longest  films 


Despite  these  enhance- 
ments, don't  discard  your 
VCR  just  yet.  For  one  thing, 
consumers  won't  be  able  to 
record  on  dvd  machines  un- 
til the  next  century.  More- 
over, with  Disney  and  other 
major  studios  staying  on  the 
sidelines,  only  50  or  so  dvd 
film  titles  are  currently  out, 
reaching  perhaps  250  by 
yearend.  That  pales  next  to 
the  many  thousands  of  flicks 
available  on  both  vhs  and 
laser  disk.  (For  laser  enthu- 
siasts who've  already  invest- 
ed in  a  library  of  disks,  Pio- 
neer sells  combi-players  that 
can  handle  laser  and  dvd, 
starting  at  around  $1,000.) 

dvds  are  cheaper  than 
laser  disks  were  when  they 
first  appeared — and  CD-sized 
disks  are  easy  to  store.  And, 
unlike  tapes,  dvds  won't  de- 
teriorate over  time.  Early 
sales  are  somewhat  encour- 
aging. Through  the  first  five 
weeks  that  titles  have  been 


video  playback  machine, 
dvd's  destiny  may  lie  in  per- 
sonal computers,  dvd-rom 
drives,  which  are  starting  to 
turn  up  in  PCs  and  upgrade 
kits,  may  eventually  replace 

CD-ROMS.  A  DVD-ROM  disk 

not  only  takes  advantage  of 
the  technology's  massive 
storage  capabilities,  but  is 
much  faster  than  most  cur- 
rent cd-rom  drives.  No  need 
to  fret,  however:  dvd-rom 
machines  will  be  able  to 
read  conventional  cd-rom 
software.  Several  software 
companies  are  working  on 
dvd-rom  offerings,  and  with 
additional  hardware,  you'll 
be  able  to  watch  movies  on 
your  computer. 

Ultimately,  dvd  films 
might  come  with  Web 
browsers.  Just  stop  the  flick, 
fire  up  the  browser,  and  get 
the  dirt  on  your  favorite 
star.  Who  knows:  dvd  may 
even  carry  you  over  the 
rainbow.  Edward  Baig 


BUSINESS  WEEK  /  MAY  26,  1997  173 


Personal  Business 


MODEMS  Greased 
Lightning  for  PCs 


A running  joke  among 
Net  surfers  is  that 
the  World  Wide 
Web  should  have 
been  named  the  World  Wide 
Wait.  For  it  still  takes 
most  consumers  far 
too  long  to  move 
from  one  Web  page 
to  another,  to  watch 
graphics  materialize  on 
the  screen,  and  to  download 
audio  and  video  files.  Indeed, 
for  many  people,  the  mo- 
dems that  carry  data  across 
phone  lines  at  speeds  of  28.8 
or  33.6  kilobits  per  second 
(kbps)  just  don't  cut  it. 
That's  why  many  heavy 
computer  users  are  thrilled 
by  the  arrival  of  a  new  class 
of  zippy  56K  modems  that 
promise  to  perform  at  rough- 
ly twice  the  transmission 
speeds  of  their  predecessors. 

The  new  56K  modems 
cost  $159  to  $219,  about 
twice  what  you  would  pay 
for  a  28.8,  but  are  reason- 
ably affordable  nonetheless. 
Some  companies  offer  trade- 
in  deals.  For  example,  pro- 
vided they  act  by  the  end  of 
June,  consumers  who  swap 
in  any  old  modem  from  any 
manufacturer — even  a  pre- 
historic 1  200-bps  model — can 
purchase  a  new  56K  modem 
from  Hayes  Microcomputer 
Products  for  just  $99.  Trade 
in  one  of  Hayes's  old  models, 
and  the  cost  drops  to  $89. 
ANOTHER  DUEL.  However, 
some  cautious  users  may  be 
reluctant  to  plunge  into  the 
market  because  of  a  stan- 
dards battle  reminiscent  of 
the  Beta-vs.-VHS  struggle. 
Market  leader  U.  S.  Robotics 
is  pushing  a  56K  technology 
called  x2.  Meanwhile,  Lucent 
Technologies  and  Rockwell 
International,  whose  chips 
are  used  in  modems  sold  by 
Hayes,  Motorola,  Xircom, 
and  Zoom  Telephonies,  as 


well  as  in  PCs  from  Compaq, 
Hewlett-Packard,  and  Toshi- 
ba, are  behind  an  alliance  of 
companies  known  as  the 
Open  56K  Forum  whose 
would-be  standard  is  called 
K56flex.  Technical  is- 
^  sues  complicate  the 
debate,  but  the  bot- 
tom line  for  ordinary 
|  w  users  is  simple:  x2 
modems  cannot  talk  to 
K56flex  modems.  So  if  your 
Internet  service  provider 
(ISP)  supports  one  standard 
and  your  modem  conforms 
to  the  other,  you're  back  to 
being  a  33.6  slowpoke. 

But  standards  shouldn't 
stop  buyers  from  entering 


the  fast  lane,  says  Andy 
Bose,  ceo  of  Access  Media 
International,  a  New  York 
consulting  firm. .  That's  be- 
cause once  the  inevitable 
compromise  is  carved  out,  the 
two  camps  have  agreed  to 
provide  consumers  with  free 
software  upgrades  to  that 
standard.  Even  if  a  compro- 
mise takes  time  to  emerge, 
isps  will  likely  begin  offering 
both  kinds  of  connections  to 
prevent  customers  from  bolt- 
ing. U.  S.  Robotics  has  lined 
up  more  than  600  isps  for  x2, 
including  America  Online, 
which  now  offers  x2  service 
in  a  half-dozen  trial  cities. 
The  Open  56K  camp  claims 
support  from  about  the  same 
number  of  isps,  including  aol. 
Trials  begin  this  summer. 

Of  course,  there  are  ef- 
forts under  way  to  zip  folks 
along  the  I-way  at  an  even 

A  U.S.  ROBOTICS  MODEM: 
REALLY  HIT  56,000  BPS 


THE  LOWDOWN  ON 
HIGH-SPEED  MODEMS 

CHEAPER  AND  EASIER      RIVAL  STANDARDS 


While  not  as  speedy  as 
isdn,  new  56K  modems 
are  a  lot  less  expensive 
and  easier  to  install. 
These  modems  let  con- 
sumers transmit  data  over 
ordinary  phone  lines  at 
roughly  twice  the  speed  of 
their  predecessors. 


Products  adhere  to  two 
incompatible  formats: 
U.S.  Robotics'  x2  stan- 
dard and  Lucent-Rock- 
well's K56flex.  So  your 
zippy  modem  may  not  be 
in  sync  with  your  Internet 
service  provider.  Ask  your 
ISP  before  buying. 
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more  sizzling  pace  tl 
these  souped-up  56K  un 
Cable  companies  are  roll: 
out  superswift  modem: 
they  offer  connections 
speeds  of  10  million  mega! 
per  second,  or  about 
times  faster  than  a  28.8  r 
dem — in  a  handful  of  ti 
markets.  But  cable  mode 
will  remain  beyond  the  res 
of  most  consumers  for 
least  a  couple  of  years. 

Then  there's  ISDN.  C( 
sumers  can  attain  di 
speeds  of  up  to  128  ke 
when  they  opt  for  isdn  ( 
tegrated  service  digital  n 
work)  service.  But  isdn 
quires  a  special  telepho 
line,  and  installation  can 
a  nightmare.  You'll  have 
install  connection  gear  tl 
meshes  with  the  type 
service  provided  by  yo 
phone  company.  Moreov 
ISDN  can  be  costly.  Yo 
equipment  and  one-time  s 
up  fee  will  run  a  few  hv 
dred  dollars,  plus  you'll 
saddled  with  higher  mon 
ly  phone  rates. 
SPEED  LIMIT.  For  those  w 
don't  want  the  hassle  or  e 
pense,  "56K  is  the  cheap* 
solution,"  says  Bose.  Acce 
Media  predicts  that  of  t 
15.7  million  consumer  rr 
dems  shipped  in  1997,  or 
about  1.2  million  will  be  5(|': 
versions.  By  next  year,  t 
number  should  reach  4.4  n 
lion,  and  it  will  rise  to  neai 
17  million  by  1999. 

Unfortunately,  there's 
caveat  that  modem  make 
aren't  talking  about  muc 
Higher  speeds  only  kick 
on  traffic  from  the  Net 
your  PC  and  not  the  oth 
way  around.  Moreover,  t 
Federal  Communicatio 
Commission  regulates  the  t 
speed  at  53.3  kbps,  and  ind 
pendent  tests  indicate  th 
you  are  more  likely  to  crui 
along  in  the  40s.  Noisy  pho: 
lines  are  the  chief  culpr 
Then  again,  you  probab 
didn't  rev  along  at  m 
speeds  on  your  old  model 
either.  In  any  case,  on  the  I 
temet,  where  faster  is  alwa; 
better,  every  bit  of  improv 
ment  helps.      Edward  Ba 
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mama 


/■"inisy  stems,  in 
/I  which  a  en  play- 
I  er,  radio,  and 
_■_  sometimes  even  a 
)layer  come  in  a  neat 
setup,  have  always  oc- 
I  the  bottom  rung  on 
;ereo  ladder.  High  on 
lience,  they  have  been 
on  style  and  sound, 
longer.  Makers  know 
.stes  and  needs  of  lis- 
i  are  changing.  Con- 
's want  personal  sys- 
for  offices  and  homes, 
those  who  already  own 
theaters  may  want  a 
stylish  unit  for  the 
om,  den,  or  vacation 
So  makers  are  intro- 
y  "lifestyle"  products 
lace  form  on  ihe  same 
£  as  function.  Luckily, 
technology  has  bred 
stellar  sound  into  these 
lorses. 

>Y.  Not  that  these  sys- 
come  cheap.  The 
rstems  of  yore  could  be 
in  superstores  for  $300 
00,  but  the  upscale 
are  often  sold  through 
y  retailers  such  as 
stone  Co.  or  tony  pa 
-mail  catalogs  at  Jf  *"*< 
82,000.  ,//HOME 


SOUND  Little  Guys 
Big  Punch 


;  for  that  kind 
loney    you  get 

and  style  aplen- 
ost  feature  multiple- 
:d  changers  as  well  as 
[uality  fm  tuners.  Some 
equipped  with  auto-re- 
tape  decks  or  even  the 
isk — which  is  a  smaller 
>n  of  the  CD  that  can 
sed  for  high-quality 
iings.  With  their  im- 
d  power  and  compo- 
,  these  upscale  minis 
le  maximum  sound, 
st  distinctively,  though, 
systems  just  plain  look 

You  won't  have  to 
'  about  a  cheap-looking 
c  box  sitting  atop  your 
shelves.  Marantz'  Arch 

>  the  twin  speakers  at 
ite  ends  of  an  arching 
il  unit.  The  CD  changer 
den  behind  a  darkened 
panel.  All  that  is  visi- 

>  a  digital  clock  high- 
d  by  two  recessed,  in- 
'scent  lights.  The  Arch 


comes  in  finishes  as  exotic 
as  cherry-hued  "California 
walnut,"  or  faux  black  mar- 
ble. "The  thinking  was  to 
move  beyond  the  traditional 
black-box    approach  to 
stereo,"  says  Marantz  USA 
General  Manager 
John  McCready. 
The  unusual 
Jt  shape  yielded  acoustic 
™  benefits.  Because  of 
the  unit's  slender  design, 


placing  an  amplifier  inside 
was  impossible.  So  amps 
were  placed  within  each 
speaker.  The  result?  Dynam- 
ic sound  that  uses  its  60- 
watts  per  channel  to  deliver 
rich  bass  and  clean,  crisp 
treble. 


Bose  Audio,  a  pioneer  of 
audio  technology,  takes  a  dif- 
ferent tack.  Its  all-in-one 
Acoustic  Wave  system  fea- 
tures a  unique  internal  air 
chamber  in  which  seven  feet 
of  ductwork  are  folded,  al- 
lowing sound  to  interact 
acoustically  with  the  interior 
surfaces  of  the  unit.  The 
lightweight  unit  can  be  car- 
ried easily  from  room  to 
room.  The  Wave,  available 
by  mail  from  Bose  (800  444- 
2673),  sports  a  CD  player  and 
a  sensitive  am/fm  radio. 

If  recording  ability  is  a 
concern,  consider  the  Sony 
MJ-L1  or  the  Denon  D-Cl. 
The  Sony  has  the  requisite 
CD  player  and  am/fm  tuner, 


THE  BOSE  ACOUSTIC  WAVE 
CAN  BE  CARRIED  EASILY 
FROM  ROOM  TO  ROOM 

and  Sony's  minidisk  sys- 
tem— the  latest  in  recording 
technology.  More  than  an 
hour  of  music  can  be  cap- 
tured on  one  minidisk  about 
the  size  of  a  computer 
diskette.  The  minidisk,  pop- 
ular in  Europe  and  Japan, 
lets  you  record  while  the  CD 
player  offers  just  playback. 
And  the  Sony's  slim,  fiat 
styling  is  more  typical  of 
higher-end  audio  equipment 
than  traditional  minisystems. 
HIGH  PRAISE.  Denon,  a 
leader  in  quality  CD  and 
radio  players,  offers  the 
most  conventional  product. 
Its  D-Cl  is  a  handsome  up- 
date of  traditional  black-box 
minisystems.  But  Denon 
uses  larger  speakers  than 
those  found  on  inexpensive 
minis.  "There  is  always  go- 
ing to  be  some  tradeoff  in 
sound  quality  if  the  boxes 
get  too  physically  small," 
says  Steven  Baker,  Denon's 
vice-president  for  sales  and 
marketing.  The  D-Cl  fea- 
tures a  6-disk  CD  changer  as 
well  as  an  auto-reverse  cas- 
sette tape.  With  the  minimal 
power  of  15-watts  per  chan- 
nel, Denon  manages  to  pro- 
ject a  robust  sound  that  has 
won  accolades  from  Euro- 
pean hi-fi  magazines. 

When  it  comes  to  minisys- 
tems, audio  and  aesthetics 
are  no  longer  mutually  ex- 
clusive. You  will  pay  more, 
but  these  units  are  as  easy 
on  the  eyes  as  they  are  on 


the  ears. 


Tim  Smart 


MINISYSTEMS  WITH  MAXIMUM  SOUND 


SYSTEM 

BOSE  ACOUSTIC 
WAVE 

DENON  D-C1 


MARANTZ  ARCH 


SONY  MJ-L1 


COMMENTS  PRICE 

Unique  technology  guides  air  through  an  internal  chamber.  Looks  i$l  079 
like  a  bread  box  but  has  pure  tonality  and  extremely  sensitive  FM  radio.! 

Compact  minisystem  offering  large-scale  sound.  Includes  a  6-disk  499 
CD  changer  and  auto-reverse  cassette  tape  player. 

Stylish  all-in-one  system  that  resembles  the  St.  Louis  Arch. 
Individually  amped  speakers  produce  a  punchy,  dynamic  sound. 

Powerful  30-watts  per  channel  system  that  features  a  minidisk 
player,  which  allows  for  high-quality  recording. 
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The  7th  Annual  Business  Week 
Asia  Leadership  Forum 
June  11-13,1997 
Hong  Kong 


leading 
change 


What  has  proven  to  be  th 


e  most 


effective 


means  to 


success  today?  The  ability  to  drive  change  forward, 


not  just 


react  to  it.  Now,  Business  Week  is  honored  tQ  hosf  ^  ^ 


Asia's  top  business  elite  and  some  of  the  world 


s  most  creative  strategic  thinkers 


for  forward-focused  dialog  on  affecting  change. 

This  premier  event  will  take  place  two  weeks  before  the  histori 


one  return  of 


Hong  Kong  to  the  Peoples  Republic  of  China-a  dramatic  framework  for 


our 


discussion  of  proactive  leadership  in  Asia  and  the  changing  global 


economy. 


Don't  miss  the  chance  to  be  a  part  of  this  dyn 


amic 


.the  rule  of 

revitalization 


EGISTRATION  INFORMATION  ON  THE  JTH  ANNUAL  BUSINESS  WEEK  ASIA  LEADERSHIP  FORUM 

e  call  Julie  Terranova,  +1.212.512.2184  or  fax  +1.212.512.6281 


ured  speakers 
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XA 

rman  and  CEO 


MASAAKI  IMAI 

Author  of 

"Gemba  Kaizen"  and 
"Kaizen" 


JOHN  KAO 

Author  of  "Jamming: 
The  Art  and  Discipline  of 
Corporate  Creativity" 


JACK  TROUT 

Author  of  "The  New 
Positioning"  and 
"Positioning" 


GEORGE  YIP 

Author  of  "Asian  Advantage: 
Successful  Global  Strategies 
in  the  Pacific  Region" 


CAM  MAN 

'ector 

te  Hong  Kong: 
997-  The  Effect 
ange  of  Sovereignty 
isiness  Community 
Kong" 


RONNIE  CHAN 

Chairman, 

Hang  Lung  Development 
Ltd.;  founding  member, 
Better  Hong  Kong 
Foundation 


MIGUEL  KO 

President 

Pepsi-Cola  Asia  Pacific 


MARTIN  CM.  LEE,  Q.C. 

Chairman 
Democratic  Party 
Hong  Kong 


SCOTT  SHUSTER 

Conference  Moderator 
Business  Week 
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Attendance  is  limited  to  Chairmen,  CEOs,  Presidents  and  Managing 
Directors  of  leading  Asian  and  worldwide  companies. 

To  register,  please  contact: 

Julie  Terranova,  Business  Week  Executive  Programs 

1221  Avenue  of  the  Americas,  New  York,  NY  10020-1095  U.S.A. 

Phone:  +1(212)  512-2184;  Fax:  +1(212)  512-6281; 

E-mail:  jterranova  @businessweek.com. 

FEE:  U.S.  $1,500  (Spouse,  no  additional  charge.) 

□  Bill  me         □  Check  enclosed  {Payable  to  Business  Week  Executive  Programs  ) 

Bill  my:  □  American  Express           □  MasterCard           □  Visa 
Account  Number   Expiration  Date  
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Name . 


(please  circle  surname) 
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iuction  index  dipped  during  the  week  ended  May  3.  Before  calculation 
Dur-week  moving  average,  the  index  fell  by  a  steeper  0.5%,  to  121.8 
2.4.  In  the  latest  week,  the  seasonal  ad|usted  output  levels  of  autos 
ks  were  down  sharply  because  of  the  strike  at  Chrysler  Corp.  Steel 
I  production  were  up  strongly  and  rail-freight  traffic  also  increased, 
month  of  April,  the  index  rose  to  122.4,  up  from  122.2  in  March. 
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iING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

PRICES  (5/9)  S&P  500 

824  78 

812.97 

26.5 

SATE  BOND  YIELD.  Aaa  (5/9) 

7.56% 

7.64% 

-2.1 

RIAL  MATERIALS  PRICES  (5/9) 

105.8 

104.7 

-4.4 

SS  FAILURES  (5/2) 

NA 

NA 

NA 

STATE  LOANS  (4/30)  billions 

N  A 

NA 

NA 

SUPPLY,  M2  (4/28)  billions 

$3,906.0  $3,916.4r 

5.1 

CLAIMS,  UNEMPLOYMENT  (5/3)  thous. 

347 

347 

1.2 

:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (inde 
eet  (failures  of  large  companies),  Federal  Reserve,  Labor 

x:  1990=100),  Dun 
Dept. 

REST  RATES 

L  FUNDS  (5/13) 

LATEST 
WEEK 

5.42% 

WEEK 
AGO 

5.50% 

YEAR 
AGO 

5.25% 

RCIAL  PAPER  (5/14)  3-month 

5.69 

5.70 

5.38 

IGATES  OF  DEPOSIT  (5/14)  3  month 

5.70 

5  71 

c>  35 

rlORTGAGE  (5/9)  30-year 

8.08 

8.20 

8.44 

ABLE  MORTGAGE  (5/9)  one  year 

6.04 

6.10 

5.92 

5/9) 

8  50 

8.50 

Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


STEEL  (5/10)  thous.  of  net  tons 

LATEST 
WEEK 

2,094 

WEEK 
AGO 

2,11 2# 

YEARLY 
%  CHG 

6  0 

AUTOS  (5/10)  units 

127,097 

129,782r# 

-12.4 

TRUCKS  (5/10)  units 

1 13,644 

1 13,726r# 

-10.5 

ELECTRIC  POWER  (5/10)  millions  of  kilowatt-hrs. 

56,659 

56,0 16# 

4  () 

CRUDE-OIL  REFINING  (5/10)  thous.  of  bbl./day 

14,743 

14,409# 

5.0 

COAL  (5/3)  thous.  of  net  tons 

21,110# 

20,481 

3.1 

LUMBER  (5/3)  millions  of  ft. 

498  4« 

5 1  b  3 

10.5 

RAIL  FREIGHT  (5/3)  billions  of  ton-miles 

26  2tt 

26.4 

-1.9 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2,  Association  of 
American  Railroads 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%CHG 

GOLD  (5/14)  $/troy  oz. 

349.100 

341.100 

-11.0 

STEEL  SCRAP  (5/13)  #1  heavy,  $/ton 

138.50 

133.50 

2  8 

COPPER  (5/9)  (2/lb 

113.1 

114.5 

-14.1 

ALUMINUM  (5/9)  e/ib. 

78  8 

78  5 

2.3 

COTTON  (5/10)  strict  low  middling  1-1/16  in., 

e/lb.  68.82 

69.54 

-19.3 

OIL  (5/13)  $/bbl. 

20.92 

19.35 

-1.4 

CRB  FOODSTUFFS  (5/13)  1967=100 

239.30 

235.90 

9  9 

CRB  RAW  INDUSTRIALS  (5/13)  1967=100 

338.41 

332.97 

-0.2 

Sources:  London  Wednesday  final  setting,  Chicago 

market,  Metals 

Week,  Memphis 

market,  NYMEX,  Commodity  Research  Bureau 

FOREIGN  EXCHANGE 

LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

JAPANESE  YEN  (5/14) 

118.45 

124.97 

106.74 

GERMAN  MARK  (5/14) 

1.70 

1.72 

1.53 

BRITISH  POUND  (5/14) 

1.64 

1.64 

,  51 

FRENCH  FRANC  (5/14) 

5.72 

5.81 

5.19 

ITALIAN  LIRA  (5/14) 

1674.0 

1703.0 

1554.0 

CANADIAN  DOLLAR  (5/14) 

1.39 

1  iS 

1.37 

MEXICAN  PESO  (5/14)' 

7.892 

7.921 

7.425 

TRADE-WEIGHTED  DOLLAR  INDEX  1 

103.9 

106  0 

97.3 

Sources:  Maior  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J  P  Morgan 


PRICES 


in  the  production  indicators  are  seasonally  adiusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


IEETIMG 

',  May  20  ►  The  Federal  Reserve 
Federal  Open  Market  Committee  will 
set  monetary  policy  for  the  next  six 
According  to  a  survey  by  mms  Interna- 
ne  of  The  McGraw-Hill  Companies, 
economists  polled  expect  a  quarter- 
<e  in  the  federal  funds  rate,  current- 
i%.  The  mms  report  said  that  many 

believe  that  "Tight  labor  market 
ns  and  the  underlying  momentum  of 
lomy. . .  will  keep  the  Fed  on  its  pre- 

course."  The  Fed  lifted  the  funds 
a  quarter-point  on  Mar.  25.  Since 
e  data  show  that  the  unemployment 
^pril  fell  to  4.9%,  a  23-year  low. 


INTERNATIONAL  TRADE 

Wednesday,  May  21,  8:30  a.m.EDT  ►  The 
foreign  trade  deficit  of  goods  and  services 
was  probably  little  changed  in  March,  after 
the  gap  narrowed  sharply  in  February  to 
$10.4  billion  from  January's  record  $12.3 
billion.  Both  exports  and  imports  are 
expected  to  have  increased  slightly  in 
March.  In  February,  exports  jumped  4%, 
and  imports  rose  1.1%.  the  fourth  consecu- 
tive gain.  Foreign  trade  was  a  big  drag  on 
economic  growth  in  the  first  quarter,  shav- 
ing almost  two  percentage  points  off  the 
increase  in  real  gross  domestic  product. 
Strong  domestic  demand  in  the  U.  S.  con- 
tinues to  attract  a  record  amount  of 
imports,  while  economies  elsewhere  are  not 


expanding  fast  enough  to  accelerate  U.  S. 
export  growth. 

FEDERAL  BUDGET 

Wednesday,  May  21,  2  p. m. edt  ►  The  mms 
survey  expects  the  Treasury  Dept.  to  report 
a  huge  surplus  of  $95  billion  for  April,  far 
surpassing  last  year's  windfall  of  $72.4  bil- 
lion, which  currently  is  the  record  surplus 
for  April.  Rising  personal  income  tax 
receipts,  inflated  by  capital  gains  from  the 
stock  market,  are  responsible  for  the  wind- 
fall. The  April  surplus  would  mean  that 
Washington  is  well  on  its  way  to  posting  its 
first  fiscal  deficit  below  $100  billion  since 
1981.  The  deficit  in  fiscal  1996,  which 
ended  in  September,  totaled  $107  billion. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Access  Media  International  174 
Access  Research  IB 
Accustaff  (ASI)  93 
Adidas  182 
Advanced  Micro  Devices 
(AMD)  18 

Aetna  Retirement  Services  136 
Airtouch  Communications 
(All)  160 

Alcatel  Alsthom  66 
Allied  Domecq  62 
AlliedSignal  (AID)  92 
American  Airlines  (AMR)  65 
American  Express  (AXP)  61,65 
American  Honda  Motor 
(HMO  93 

American  Sky  Broadcasting 
(NWS)  148 

America  Online  (AOL)  174 
Amoco  (AN)  77,88 
Andersen  (Arthur)  138 
Andersen  Consulting  66 
Apache (APA)  140 
Apex  PC  Solutions  90 
Apollo  Group  104 
Araxas  Energy  140 
AST  Research  (ASTA)  102 
AT&T(D  52,61,77,88,92, 
160,170 

B 


Banco  del  Atlanta  76 
Bankers  Trust  (BT)  76,138, 
140, 142 

Bank  of  Montreal  140 
Bank  of  New  York  (BK)  138 
Banque  Paribas  140 
Barclays  72 
Bear  Stearns  (BSC)  142 
Bell  Atlantic  (BEL)  65 
Bell  Laboratories  (LU)  166 
BellSouth  (BLS)  66,102 
Bernstein  (Sanford  C.)  132, 
142 

Best  Buy  (BBY)  172 
BioMedica  165 
Blackstone  Group  76 
Blockbuster  172 
Booz  Allen  &  Hamilton  142 
Boris  Home  146 
Bose  175 

Boston  Celtics  (BOS)  6 
Boston  Consulting  12 
Bovis  Construction  80 
Braxton  Associates  90 
British  Petroleum  (BP)  80 
British  Sky  Broadcasting 
(NWS)  148 

British  Telecommunications 
(BTY)  148 

Biookhaven  Capital  146 
Brookstone  (BKST)  175 
Brown  (Alex.)  (AB)  57, 98, 
142 


Cahners  Publishing  52 
Campbell  Soup  (CPB)  62 
Care-a-lot  Child  Care  88 
Carter-Wallace  (CAR)  146 
CD  Now  8 

Chad  Therapeutics  90 
Chase  Manhattan  (CMB)  138, 
142 

Chase  Securities  30 
Chesapeake  Energy  (CHK)  140 
Chevron  (CHV)  77,80 
Christian  &  Timbers  6 
CIMI  92 

Cisco  Systems  (CSCO)  92 
Citibank  (CCD  30,61,96,138 
Citnx  Systems  (CTXS)  62,136 
Coca-Cola  (KO)  120 
Colony  Capital  76 
Compaq  Computer  (CPQ)  62, 
132,136,174 

Coopers  &  Lybrand  104, 132 
CPI  Development  146 
Credit  Suisse  First  Boston  138 


Firearms  Training  Systems  90 
Footwear  Market  Insights  58 
Ford  (F)  48, 66 
Forrester  Research  (FORR)  96 
Foster-Miller  165 


Lazard  Freres  52, 148 
Leardata  Info-Services  93 
Legg  Mason  (I_M)  142 
Lehman  Brothers  (LEH)  6, 142 
LG  Information  & 

Communication  102 
Lockheed  Martin  (LMT)  165 
Los  Angeles  Dodgers  148, 182 
Lotus  Development  (IBM)  52 
Lucent  Technologies  (LU)  61, 

66,166,174 

M 


Data  Processing  Resources 
(DPRC)  90,93 

Dean  Witter  Reynolds  (DWD)  8, 
142 

Dell  Computer  (DELL)  18, 125, 
132, 136 

Deloitte  &  Touche  138 
Delta  Air  Lines  (DAL)  62,120, 
165 

Denon  175 

Deutsche  Morgan  Grenfell  72 
Devon  Energy  (DVN)  140 
Digital  Equipment  (DEC)  6,  54 
61,98 

DirecTV  (GM)  148 
Donaldson  Lufkin  &  Jenrette 
(DU)  142 
Dow  Jones  (DJ)  62 
DuPont(DD)  166 


Garcia  Cantera  76 
Gartner  Group  (GART)  96,136 
Gateway  2000  (GATE)  125, 
132,136 

GE  Capital  (GEO  66 
Geerlmgs  &  Wade  (GEER)  104 
General  Dynamics  (GD)  61 
General  Electric  (GE)  96 
General  Employment 
Enterprises  (JOB)  90 
General  Motors  (GM)  62, 148 
Gerard  Klauer  Mattison  104 
Goldman  Sachs  30,52 
Goodrich  (B  E)  (GR)  166 
Gradall  Industries  (GRDL)  90 
Grand  Metropolitan  (GRM)  62 
Greater  Detroit  Cab  50 
Greyhound  (BUS)  125 
GT  Bicycles  96 
GTE (GTE)  66 
Guinness  62 

H 


104, 


Financial  Services 
Analytics  142 
Financial  Standards  12 


Happiness  Express  (HAPY)  104 
Hasbro  (HAS)  62 
Hayes  Microcomputer  174 
Heidnck  &  Struggles  6 
Heritage  Media  (HTG)  148 
Hewlett-Packard  (HWP)  132, 
136,174 

Honda  (HMO  48 
Hughes  Electronics  148 
Hyundai  102 


Major  League  Baseball  182 
Marantz  USA  175 
Massachusetts  Financial 

Services  58 
MasterCard  65 
McCaw  Cellular 

Communications  160 
McDonald's  (MCD)  62 
McDonnell  Douglas  (MD)  66 
McGraw-Hill  (MHP)  179 
MCI  Communications 

(MCIO  120, 148, 160. 166 
Merrill  Lynch  (MER)  8, 30, 48, 

62, 136, 142, 146 
MFS  Emerging  Growth 

(MFEGX)  90 

Microsoft  (MSFT)  62,65,66, 
136,166,170 

Milwaukee  Brewers  182 
Mitsubishi  Motor  Sales  132 
MMS  International  (MHP)  45, 
179 

Mobil  (MOB)  80,88 
Montgomery  Securities  125, 
148 

Morgan  U.R)  142,138 
Morgan  Stanley  (MS)  142 
Motorola  (MOT)  66,102,174 
Music  Boulevard  8 

N 


E&J  Gallo  Winery  104 
Eastman  Kodak  (EK)  50,88 
EchoStar  Communications 

(NWS)  148 
Egghead (EGGS)  146 
Electronic  Data  Systems 

(EDS)  61 
Enova(ENA)  60 
Enron  (ENE)  60, 140 
Encsson  (LM.)  (ERICNY)  66, 

102 

Eskay  125 

European  Ferries  (PORL)  146 
Exxon  (XON)  80 


IBCA  138 

IBM  (IBM)  52,61,66,88,96, 
132,136,170 

IndeNet  (INDE)  98 
India  Sky  Broadcasting 
(NWS)  148 
Indovision  148 
Institutional  Capital  146 
Integrals  8 

Intel  (INTO  6,18,54,66,125, 
132,136,170 

Interim  Services  (IS)  93 
International  Harvester  90 
ITT  (ITT)  62 


Jeffenes  (JEF)  96 
Jones  Intercable  6,98 
Jupiter  Communications 

H 


Kirch  Group  148 
Kmart  (KM)  57 
Koch  Industries  140 


NationsBank  (NB)  142 
NatWest  Securities  (NW)  57 
NBC  (GE)  6 
NCR  (T)  102 
NEC  (INPNY)  66 
Nestle  66 
Nets  52 

Netscape  Communications 
(NSCP)  65 

New  Energy  Ventures  60 
News  (NWS)  148 
New  York  Yankees  182 
NeXT  Software  96 
Nike(NKE)  182 
Nine  West  (NIN)  58 
Northern  California  Power 

Agency  60 
Northern  States  Power 

(NSP)  62 

Northern  Telecom  (NT)  66 
Norwest  Bank  (NOB)  140 
Nynex(NYN)  65,98 


Oppenheimer  142 
Oracle  (ORCU  136 
Oriental  Press  Group  77 

P 


Pacific  Enterprises  (PET)  60 
Pacific  Gas  &  Electric  (PCG)  60 
Pacific  Telesis(PAC)  160 
PaineWebber  (PWJ)  142 
Palm  Springs  Energy 

Service  60 
Paramount  172 
Paxson  Communications  62 

Peninsula  &  Oriental 

(PORL)  146 

PerfecTV  148 

Peugeot  66 

Philips  Magnavox  172 

Phoenix  Television  148 

Pioneer  172 

Portland  General  (PGN)  60 
Powerwave  Technologies  102 
Price  Waterhouse  138 
Pnmestar  Partners  148 
Princess  Cruise  Lines 
(PORL)  146 

Procters  Gamble  (PG)  66,132 
Prudential  72 
Prudential  Equity  Fund  57 


State  Street  Research  14 
Stena  Line  146 
Sun  (SUN)  50 
Sun  Microsystems  (SUNW 
Surplus  Software  146 
Swiss  Bank  138 
Sybase  (SYBS)  96 

T 


s 


Tandem  Computers  12 
Target  Stores  57 
TECO  Energy  12 
Tele-Communications 
(TCOM)  98 
Texaco  (TX)  77 
Thomson  172 
3Com(COMS)  92 
Time  Warner  (TWX)  98, 
Titmuss  Sainer  Dechert 
Toshiba  132,172,174 
Total  (TOT)  77 
Toyota  (TOYO)  48 
Trek  Bicycle  96 
T.  Rowe  Price  New  Horizon 

Fund  (PRNHX)  90 
TV  Asahi  148 
Twentieth  Century  Fox 

(NWS)  148, 172 


Rand  60 

Red  Lion  Inns  (RED)  6 
Reebok  International  (RBL)  182 
Regional  Financial 

Associates  30.50 
Republic  Industries  62 
Robertson  Stephens  125 
Rockshox(RSHX)  96 
Rockwell  International 

(ROK)  174 


Safeskin  (SFSK)  104 
Salomon  Brothers  (SB)  76 
San  Diego  Gas  &  Electric 
(ENA)  60 

SBC  Communications 
(SBC)  160 

Schwab  (Charles)  (SCH)  142 
SeaChange  98 
Seagram  (VO)  62 
Sequel  Technology  8 
ServiceMaster  6 
Shell  Oil  (RD)  80,140 
Siemens  66 
Smart  Valley  12 
Softbank  148 
Sony(SNE)  148,172,175 
Southern  California  Edison 
(EIX)  60 

Southern  California  Gas 
(PET)  60 

Southwestern  Bell  (SBC)  160 
Sprint  (FON)  160 
SRA  International  8 
StarTV  148 


7  Ittl 


Union  Bank  of  Switzerlanc 
Universal  172 
USAA  Aggressive  Growth 
Fund  102 
US  Airways  (U)  62 
U.S.  Robotics  (USRX)  17' 

V 


Viacom  (VIA.B)  16 
VideoScan  172 
Visa  55 

Vitech  America  90 
Volkswagen  66 

W 


J 


lie 


0, 


til 


I 


its 


Wal-Mart  Stores  (WMD  5 
Walt  Disney  (DIS)  148, l] 
Wegman's  Food  Markets 
Welsh  Carson  Anderson  & 
Stowe  93 

Williams  (WMB)  140 
Wisconsin  Energy  (WEO 

X 


Xerox  (XRX)  88,166,17C 
Xircom  (XIRC)  174 
XXCAL  93 


Yankee  Group  96, 160 
Yurie  Systems  90, 92 

Z 


ZeeTV  148 
Zero(ZRO)  50 
Zoom  Telephonies  174 
Zurich  Kemper 
Investments  132 
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estment  Figures  of  the  Week 


%  change 


iOO 

lov.    May  May  8-14 


change       1 -week  change 

<,  +2.5% 


NTARY 

it  the  Fed  will  hike  in- 
ates  on  May  20  made 
olatile  stock  market. 
;ns  of  a  slowing  econ- 
irred  the  Dow  Jones  in- 
average  and  the  Stan- 
Poor's  500-stock  index 
me  highs  on  May  12. 
idexes  are  up  about 
'  the  year.  Lower-than- 
d  retail  sales  and  a 
the  producer  price  in— 
e  catalysts  for  the  ad- 
vising bond  prices  sent 
J  on  the  30-year  Trea- 
3wn  from  6.96%  to 
for  the  week. 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

7286.2 

2.8 

29.5 

NASDAQ  Combined  Composite 

1335.6 

1.0 

8.3 

Cfn  MiHPin  Ann 

i&r  mluLap  4UU 

269.8 

1.4 

12.1 

S&P  SmallCap  600 

148.2 

1.5 

7.3 

rc  n  CiinorP a m nnrlto  1  Rflfl 

o&r  ouperuomposiie  iduu 

2.4 

23.3 

SECTORS 

Latest 

%  change 
Week  Year 

Plnnmhorn  Infnrm^tinn  Ana 
DlUUIIIUclg  II1IUI  MldlllHI  Hgc 

/□J.J 

1.4 

18.3 

o&r  rlllallufdlo 

QA  Q 

3.5 

42.9 

cop  lltilitioc 

1  Q*3  Q 

0.6 

-0.9 

PSE  Technology 

269.1 

0.7 

18.0 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

4686.9 

3.3 

24.1 

Frankfurt  (DAX) 

3573.7 

0.6 

41.3 

Tokyo  (NIKKEI  225) 

20,209.7 

0.8 

-8.4 

Hnno  Kfino  (Hano  Cano\ 
nuiig  nuug  vndiig  ociig/ 

14  1 53  6 

4.0 

30.3 

Toronto (TSE  300) 

6248.2 

2.2 

19.9 

Mexico  City  (IPC) 

3894.2 

3.2 

19.8 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  300  Dividend  Yield 

1 .78  % 

1.79% 

2.13% 

cod  cnn  n tr          1 1       1  n  mnf. 

s&r  duu  r/t  Katio  (Last  1/  mos. 

21 .0 

20.9 

19.4 

S&P  500  P/E  Ratio  (Next  12  mos. 

)*  17.2 

17.1 

NA 

First  Call  Earnings  Surprise* 

3.48% 

3.52  % 

NA 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

739.4 

734.5 

Positive 

Stocks  above  200-day  average 

66.0% 

65.0% 

Neutral 

Options:  Put/call  ratio 

0.55 

0.56 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

1.63 

1.72 

Positive 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Data:  Bloomberg  Financial  Markets;  * Fi rst  Call  Corp. 


Machine  Tools 
Instrumentation 
Computer  Systems 
Soft  Drinks 

Diversified  Health-Care 


33.8 
21.9 
18.9 
18.7 
18.2 


Savings  &  Loans 
Semiconductors 
Invest.  Banking/Brkrge. 
Diversified  Health-Care 
Household  Products 


63.0 
60.9 
54.0 
49.4 
47.9 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Shoes 

Engineering  &  Constr. 
Gold  Mining 
Apparel  Manufacturing 
HMOs 


-0.8 
-0.8 
3.0 
3.1 
3.2 


Gold  Mining 
Engineering  &  Constr. 
Broadcasting 
Defense  Electronics 
Metals 


-30.4 
-19.6 
-11.7 
-9.7 
-7.1 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Micron  Technology 

345/8 

-4 

OnTrak  Systems 

267/8 

-7/l6 

Adaptec 

35  "/is 

-1^16 

Ensco  International 

46  Vs 

-VM 

Gucci  Group 

69 '/2 

-2'/8 

Westinghouse  Electric 

16'/2 

-1  '/2 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Intel 

1523/8 

18% 

Cisco  Systems 

62% 

9'/8 

3Com 

367/8 

5% 

Sun  Microsystems 

30,:Vi6 

tyts 

Philip  Morris 

42% 

37/8 

WorldCom 

26 

3% 

EST  RATES 


iURY  BOND  INDEX 

ov.    May  May  8-14 


:hange 


1475 
1470.28 


1-week  change 

+0.8% 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


imberg  Financial  Markets 


MONEY  MARKET  FUNDS 

5.11 

5.10 

4.84 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.16 

5.22 

5.14 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.23 

5.23 

4.89 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1  -  YEAR  TREASURY  BILLS 

5.81 

5.95 

5.58 

GENERAL  OBLIGATIONS 

4.96% 

5.02% 

5.50% 

5.56% 

10-YEAR  TREASURY  NOTES 

6.66 

6.76 

6.66 

PERCENT  OF  TREASURIES 

74.45 

74.40 

79.99 

79.90 

30-YEAR  TREASURY  BONDS 

6.88 

6.96 

6.85 

TAXABLE  EQUIVALENT 

7.19 

7.28 

7.97 

8.06 

LONG-TERM  AA  INDUSTRIALS 

7.40 

7.48 

7.42 

INSURED  REVENUE  BONDS 

5.10 

5.18 

5.70 

5.79 

LONG-TERM  BBB  INDUSTRIALS  7.85 

7.93 

7.84 

PERCENT  OF  TREASURIES 

76.56 

76.77 

82.90 

83.20 

LONG-TERM  AA  TELEPHONES 

7.64 

7.72 

7.66 

TAXABLE  EQUIVALENT 

7.39 

7.51 

8.26 

8.39 

\L  FUNDS 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


% 


Laggards 

Four-week  total  return  % 


ningstar,  Inc. 


DFA  Japanese  Small  Co.  24.7 

Amerindo  Technology  D  23.8 

Interactive  Inv.  Tech  Val.  18.9 

Fidelity  Japan  Sn.all  Co.  18.4 

Dean  Witter  Japan  17.3 

Leaders 

52-week  total  return  % 

Legg  Mason  Value  Primary  47.0 

Morgan  Stan.  Inst.  Lat.  Am.  A  45.9 

Morgan  Stanley  Latin  Amer  A  44.7 

Davis  Financial  A  42.4 

Fidelity  Set.  Home  Finance  42.4 


Rydex  Ursa 
Prudent  Bear 
Comstock  Part.  Cap  Val.  B 
Apex  Mid  Cap  Growth 


-9.4 
-7.9 
-5.1 
-2.8 


Robertson  Steph.  Devel.  Ctry.  A  -1.9 
Laggards 

52-week  total  return  % 

United  Svcs.  Gold  Shares  -43.5 

Steadman  Technology  Grth.  -40.2 

Matthews  Korea  -38.5 

DFA  Japanese  Small  Co.  -36.8 

Perkins  Opportunity  -36.6 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return 


Japan 

Technology 
Large-cap  Growth 
Large-cap  Blend 
Large-cap  Value 

Leaders 

52-week  total  return 


Financial 
Latin  America 
Real  Estate 
Europe 

Large-cap  Blend 


Laggards 

Four-week  total  return  % 


14.8  Real  Estate  1.1 
10.3  Diversified  Emerging  Markets  3.1 
3.8 
4.5 
4.6 


9.5  Precious  Metals 
8.9  Pacific/Asia  ex-Japan 
8.3  Utilities 


Laggards 

52-week  total  return 


35.8  Precious  Metals  -24.8 

29.2  Japan  -11.5 

28.3  Small-cap  Growth  -9.4 
22.7  Diversified  Pacific/Asia  -1.8 
22.6  Communications  0.3 


as  of  market  close  Wednesday,  May  14,  1997,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  May  13.  For  a  more  detailed  explanation,  write 
de  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 


DOING  BUSINESS 

IN  CHINA  

It's  hard  to  make  money  in  China.  Meddlesome  bureau- 
Acrats,  shifting  policies,  and  chaotic,  competitive  markets 
make  China  rough  going  even  for  big,  savvy  companies.  The 
difficulties  have  made  some  companies  give  up  on  China. 
And  they've  prompted  questioning  of  the  Clinton  Adminis- 
tration's policy  of  constructive  engagement,  which  uncouples 
China's  miserable  human-rights  record  and  patchy  record  on 
weapons  proliferation  from  trade  and  investment.  Why  both- 
er cozying  up  to  the  Chinese  when  many  companies  are  run- 
ning into  trouble,  profits  are  thin  even  at  successful  ones,  and 
China  is  running  a  $40  billion  trade  surplus  with  the  U.  S.? 

But  it's  too  soon  for  ambitious  businesses — and  the  U.  S. 
government — to  give  up  on  China.  From  software  to  soda 
pop,  the  China  market  is  real.  The  19th  century  dream  of 
British  manufacturers  and  Mississippi  cotton  merchants  of  a 
vast  Chinese  market  open  to  their  products  is  coming  true  for 
companies  ranging  from  Procter  &  Gamble  to  Intel.  Eco- 
nomic reforms  are  firmly  in  place,  and  growth  should  be  at 
least  triple  that  of  the  developed  world  for  the  next  quarter 
century.  No  global  giant  can  afford  to  ignore  China  (page  66). 

Despite  frustrations,  China  is  mostly  moving  in  the  right  di- 
rection and  becoming  more  of  a  market  economy.  To  keep  the 
country  on  track,  Clinton  and  the  Jiang  government  need  to  en- 
sure that  China  enters  the  World  Trade  Organization  sooner 
rather  than  later,  and  on  terms  that  will  mean  a  fair  shake  for 
foreign  companies. 

Meanwhile,  corporations  investing  in  China  can  learn  from 
experience.  They  need  to  get  smaller  about  picking  partners, 
focus  on  modest  and  profitable  projects,  and  transfer  useful 
skills  to  the  Chinese  while  retaining  control  over  key  tech- 
nologies. In  the  end,  it  will  be  the  skillful,  energetic,  and 
quick-moving  companies  that  succeed.  Those  that  prosper  in 
the  world's  toughest  emerging  market  can  make  it  anywhere. 

THE  MOST  BANG 
FROM  THE  R&D  BUCK 

More  and  more  economists  accept  the  once-heretical  notion 
that  technological  innovation  is  the  essential  ingredient  in 
long-term  prosperity.  The  economic  success  of  a  country  seems 
to  depend  less  on  how  much  it  saves,  and  more  on  how  well  it 
develops  new  ideas  and  turns  them  into  real  products.  Indeed, 
studies  show  that  the  average  return  to  society  on  investment 
in  research  and  development  can  top  50%  a  year  (page  166). 

Yet  in  an  era  of  tight  budgets,  it's  unlikely  that  the  feder- 
al nondefense  research  spending  will  be  boosted  very  much 
more.  Instead,  Uncle  Sam  has  to  rethink  the  way  it  supports 
R&D.  First,  make  better  use  of  existing  federal  r&d  dollars. 
For  example:  Ruthlessly  trim  some  of  the  700  federal  labs 


(their  total  budget  is  more  than  $10  billion)  whose  resear 
no  longer  top-notch  or  relevant  in  the  post-cold-war  w 
And  refrain  from  trying  to  spread  the  wealth,  as  wher 
National  Institutes  of  Health  was  asked  to  set  up  too  r 
stroke-research  centers  at  university  neurology  departn 
across  the  country. 

Second,  government  agencies  should  do  more  to  encoii 
companies  to  forge  research  alliances  with  universities 
other  businesses.  Despite  antitrust  issues,  such  linkups 
companies  fund  more  research  than  they  could  individ 
Third,  government  agencies  today  tend  to  be  risk-av 
sponsoring  safe  and  well-understood  research.  But  these 
jects  are  precisely  the  ones  private  companies  could  fu 
they  wanted.  Instead,  the  government  should  focus  its  i 
ey  on  long-term,  innovative  research  with  high  risks 
high  payoffs.  This  is  where  government  can  make  a  differ 

BASEBALL  NEEDS 
A  FIRM  HAND 

Once  was  apparently  more  than  enough  for  the  Lor 
Baseball.  With  the  smashing  1996  season  just  a  pie 
memory,  they're  in  each  other's  faces  again,  demonstr 
that  the  disarray  in  Major  League  Baseball  will  not  go 
without  the  firm  hand  of  a  commissioner. 

The  current  flap  involves  George  Steinbrenner,  the 
kees'  principal  owner  and  a  man  who  seems  psychologica 
capable  of  keeping  away  from  trouble.  Early  this  yeai 
fact,  on  the  very  day  that  mlb  announced  its  new  mark* 
campaign  for  the  season — Steinbrenner  went  public  \ 
$90  million-plus  deal  with  Adidas.  Because  his  lone-wolf 
came  only  months  after  he  helped  kill  a  league-wide  spo 
ship  agreement  with  Nike  and  Reebok,  he  seemed  to  be 
ing  dirt  on  the  other  owners'  spikes.  Push  came  to  s 
and  Steinbrenner  and  Adidas  wound  up  suing  ml 
antitrust  grounds.  Then,  on  May  13,  mlb's  Executive  Co 
headed  by  Milwaukee  Brewers  owner  Bud  Selig,  went 
Steinbrenner  with  a  bat,  suspending  him  from  baseball 
tern  governing  body. 

The  owners  should  have  figured  out  by  now  that  w 
essentially  a  joint  venture  of  28  companies  cannot  be  ru 
fectively  without  a  manager  who  has  no  agenda  other 
the  health  of  the  overall  business.  The  good  news  is  ths 
ter  years  of  foot-dragging,  mlb  has  finally  hired  a  h 
hunter  to  search  for  a  commissioner  (page  6).  The  appoi 
should  have  the  clout  to  stand  up  to  the  owners — especia 
Rupert  Murdoch  buys  the  Dodgers  and  joins  their  rj 
And  the  new  commissioner  must  insist  that  the  office  c 
the  full  powers  wielded  by  distinguished  predecessors  su< 
A.  Bartlett  Giamatti.  A  figurehead  who  is  just  a  batbo; 
the  Executive  Council  would  be  further  evidence  that 
owners  are  not  serious  about  catching  up  with  other  m 
league  sports.  Most  important,  the  overriding  concern  si 
be  who  would  be  best  for  the  game.  Another  squabble  is 
what  baseball  doesn't  need. 
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When  America's  astronauts 
made  a  commitment  to  go  to  the  moon,  CNA  made  a  commitment 

to  America's  astronauts. 


".NA  insured  the  lives  of  our  nations  astronauts  during  this  1972 Apollo  spaceflight. 


A  Century  of  Commitment 


thing  worth  accomplishing  always  involves  some  degree  of  risk.  That's  why  at  CNA  we're  committed  to  helping  you  manage  the  risks 
take,  however  far  you  reach.  From  personal  to  professional,  mega  to  minute.  From  risks  that  are  ordinary  to  those  deemed  extraordi- 
i,  you  need  the  financial  strength  of  a  company  with  over  $60  billion  in  assets  and  a  century  of  experience,  http://www.cna.com 


For  AH  the  Commitments  You  Make 


Cherries  in  winter, 
peaches  in  spring.  It's 
not  the  weather  that's 
changed,  it's  the 
packaging. 


Every  day,  at  36,000  feet,  a  global 
exchange  of  sorts  takes  place. 
Millions  of  freshly  picked  items  crisscr 
the  globe,  many  of  them  gently  nestle) 
packaging's  version  of  a  first-class  seat 
a  carton  or  container  designed  by 
Internationa!  Paper. 
Chilean  grapes  land  in  Marseilles. 
California  melons  touch  down  in  Warsaw. 
Tuscan  tomatoes  arrive  in  Kyoto. 
What  helps  them  survive  the  trip? 
Package  design  that  anticipates  realit 
temperature  swings,  humidity,  jostling 
customs  delays,  curious  spiders  and  tfe 
occasional  1 5-foot  plunge  from  a  carg 
ship's  hoist. 

Packaging  also  has  to  be  specific. 
Frozen  chicken,  fresh  juice,  fine  china- 
each  poses  a  very  different  challenge. 
Last  year  alone,  our  engineers  design! 
over  44,000  distinct  kinds  of  packagir 
for  businesses  all  over  the  world.  Amir 
a  lab  where  we  mimic  the  rigors  of  gl<fl 
travel,  our  packages  are  tested  until  tfl 
reveal  their  every  strength  and  vveakn 
We  do  it  for  our  customers,  and  for  al 
you  who  crave  fresh,  unbruised  cherr 
in  midwinter. 


INTERNATIONAL^)  PAP  F 

We  answer  to  the  world. 


www.ipapcr.com 
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TEE  TIME  AT  3.  DINNER  { 

wasted  it.  It's  why  I  drive  the  Jack  Nicklaus  Edi 
ready  to  go.  My  Town  Car  has  that  signature  sin* 


it  apart.  Apparently  Jack  Nicklaus  appreciate 


Hie  Nicklaus  Edition  Town  Car  includes  a 
personalized  Nicklaus  leather  golf  bag. 


El  No  other  luxury  car  scores  higher  in  owner  loyalty. 

I  <g»l  for  information  via  the  Internet,  enter  http://wwui.lincoInveblcles.com  or  to  receive  a  free  brochure,  call  I  800  44b-8888 
According  to  The  Polk  Company  Study  of  19%  luxury  households,  no  luxury  car  has  higher  owner  loyalty  than  Lincoln  Town  Car 


Imiimiiiiiimm—iiiiiiiiiiiiiiiiiiiiwiiii 


IVATIONS  AT  8.  If  my  day 

i  Town  Car.  No  matter  where  I'm  going,  I  arrive  relaxed  and 
'lenty  of  room  to  stretch  out  and  liniited  edition  styling  that  sets 
omforts.  If  only  we  had  the  same  swing. 


ffi  LINCOLN 

What    A    Luxury    Car    Should  Be 


When  choosing  a   PC  for  your  company,  remember 


the    lesson    of    the    Titanic.    High   PC  management 


costs  aren't  just  bad  in  themselves;  they 


also  translate  into  lost  productivity.  Worse, 


F 


they  suggest  a  PC  environment  barely 


HPVectraVE  under  control.  But  at  HP,  we  don't  just  make 

for  Business  from $992 

Intel®  Pentium®  processor-based  PCs  that  you  can  manage. 


We  make  PCs  that  help  you  manage.  Between  our  hardware 


and  software  features  such  as  TopTOOLS  and  OpenView, 


we  offer  a  host  of  no  n  -  proprietary,  DMI-standards  - based 


management   solutions.  You   can   remotely  upgrade  the 


BIOS  of  multiple  PCs,  monitor  every  PC  in  your  network; 


troubleshoot  problems  and,   in  general,   minimize  costs. 


The  iceberg  will  still  be  out  there,  of  course.  But  it  won't 


be  one  you'll  founder  on.  www.hp.com/go/vectracommercial 


Better  products,  better  productivity. 


HEWLETT 
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EDITED  BY  PAT  WECHSLER 
STREET  NEWS 

MERRILL  S  PENSION 
INTERVENTION 

WALL    STREET    LIKES  FEW 

inventions  as  much  as  401(k)s. 
And  Merrill  Lynch  thinks  it 
has  a  scheme  to  use  its  suc- 
cessful cash  management  ac- 
counts to  snag  a  chunk  of 
those  retirement  savings 
when  workers  cash  in. 

Using  employers  as  con- 
duits to  potential  new  cus- 
tomers, Merrill  is  starting 
Employee  Access  Accounts 
aimed  at  the  67  million  U.  S. 
households  with  annual  in- 
comes between  $35,000  and 
$100,000.  The  accounts,  which 
provide  direct  deposit  of  pay- 
checks, are  structured  almost 
identically  to  the  existing 
cmas  for  wealthy  customers 
offering  checking,  credit  lines, 
and  brokerage. 

It  is  a  brazen  incursion  on  a 
marketplace  controlled  more 
readily  by  banks  and  mutual- 


HQ:  Bullish  on  retirees 

fund  companies.  The  thinking 
is  that  by  appearing  in  em- 
ployee benefit  packages,  the 
Merrill  program  could  estab- 
lish long-term  relationships 
with  workers  that  would  pay 
off  when  they  retire  or  change 
jobs  and  receive  their  401(k) 
savings.  The  pilot  is  limited 
to  15  small  and  midsize  com- 
panies, but  Merrill  has  its 
sights  on  big  corporations.  For 
employers  that  decide  to  parti- 
cipate, there's  no  cost.  But  work- 
ers pay  a  management  fee  of 
$60  a  year.        Lisa  Sanders 


SHOW  BIZ 


PLEASE,  MR.  SPIELBERG,  CRUSH  MY  BENZ 


BEFORE  STEVEN  SPIELKEEO S 

The  Lost  World:  Jurassic 
Park  even  opens,  Universal 
Pictures  and  Amblin  Enter- 
tainment have  pocketed  about 
$10  million  from  companies 
eager  to  see  their  products 


UNO-MITE:  M-Class  meets  T-re.r 


eaten  or  worn  by  stars  or  di- 
nosaurs. Add  $30  million  in 
advertising  support. 

Manufacturers  vied  for 
starring  roles.  Mercedes-Benz 
alone  paid  $5  million  to  re- 
place the  Ford  Explorer  with 


its  soon-to-be  released  M- 
Class  jeep-style  car.  Ford  an- 
ted up  just  $500,000  to  ap- 
pear in  the  original. 

For  its  money,  Mercedes 
gets  a  mini-ad:  Its  M-Class 
holds  its  ground  in  mud,  pre- 
venting a  three-ton  trailer 
from  slipping  over  a  cliff. 
Burger  King  paid  $20  million 
to  litter  America  with  Lost 
World  trinkets  and  for  a  brief 
glimpse  of  an  ad  on  a  bus. 
For  $3  million,  Matsushita 
Electric  Industrial's  new  video 
camera  got  a  close-up. 

Remembering  the  success 
Reese's  Pieces  enjoyed  after 
E.T.:  The  Extra-Terrestrial, 
Hershey  paid  big  to  put 
Spielberg's  dinosaurs  on  can- 
dy wrappers  and  for  its 
Krackel  bar  to  be  eaten 
on-screen — by  humans,  not 
dinosaurs.  Ron  Grover 


- 


TALK  SHOW  "It  is  a  procedure  which  is  never  the  only 
appropriate  procedure.?? 

— Nancy  W.  Dickey,  chair  oj the  American  Medical  Assn.'s  board  of 
trustees,  in  a  statement  in  support  of  restricting  late-term  abortions 

ACROSS  THE  POND 

CONTINENTAL  DOWNWARD  DRIFT 


THE    DAYS    OF  EUROPEANS 

smugly  deriding  the  capital- 
ist U.  S.  for  breeding  pov- 
erty may  be  over.  The 
European  Union's  first  pan- 
European  poverty  study, 
released  this  month,  shows 
that  nearly  one  European  in 
six  lives  under  the  poverty 
line — higher  than  the  1995 
U.S.  level  of  13.8%.  That 
means  57  million  Euro- 
peans face  material 
distress — and  not  just 
the  unemployed.  "We 
were  surprised  to  find 
many  working  poor," 
says  Walter  Wolf  of 
the  EC's  statistical 
unit. 

Statistical  dif- 
ferences do 
exist:  Free 
European 
health  care,  for 
example,  is  not 
factored  in  to 
the  study.  But  MAJOR:  Grim 


most  experts  agree  that  thai 
trend  toward  a  poorer  EiH 
rope  is  clear.  "In  the  1980 
poverty  expanded  mu< 
faster  in  the  U.  S.,"  say 
Michael  Forster,  an  econc 
mist  with  Paris-based  Oi 
ganization  for  Economic  C( 
operation  &  Developmen 
"In  the  1990s,  Europe  : 
catching  up." 

Even    so,  Europe 
often  criticized,  expensiv 
welfare    systems  di 
reduce  poverty.  On! 
iv     6%  of  Danes,  for  i] 
stance,  fell  belo 
the  povert 
line.  Mea 
while,  fre 
market  Britai 
m  a  t  c  h  e 
Greece's  22' 
poverty  leve 
This  coul 
explain  Joh 
Major's  fate 
numbers         Bill  Echiksa 


B-SCHOOL  BUCKS 

GRADUATING 
MAGNA  CUM  MONEY 


THE  CLASS  OF  1997  MBAS  WILL 

vouch  that  more  is  better. 
Corporate  recruiters  snapped 
up  graduates 

at    a    record  A  SALARY 

pace  this  year  school 
and  paid  them 
record  salaries. 

That's  accord-  PENNSYLVANIA 

ing  to  an  infor-  DARTMOUTH 

mal  survey  of  8  j^-"  ~ 

of  the  top  10   

graduate  pro-  _ 

grams  in  Busi-  NORTHWESTERN 

NESS  WEEK'S 
1996  ranking. 

In  pay,  con-  MICHIGAN  

suiting  jobs  led  DAta:  business 

the  pack:  Whar- 
ton reported  starting  salaries 
of  $90,000.  But  finance  came 
on  strong.  Wharton  salary  of- 
fers for  finance  jobs  jumped 
from  $65,000  to  $75,000  in  the 


past  year  alone.  Because  th 
competition  was  so  fierce 
manufacturers  used  entice 
ments  more  common  to  bi; 
Wall  Street  spenders,  such  a 
signing  bonuses  and  colleg 
tuition  reimbursement. 
Telecom,  software,  and  ne\ 
media  compa 
SAMPLER  nies  were  pai 
average  base      ticularly  activ 

salaryNG  on  camPus-  Bu 

several  Wes 
__f§?_'999_     Coast  compa 
$80,000     nies  arrived  to 
late.  At  Dart 


VIRGINIA 


^7?_'999_  mouth's  Amo 
$75,000  Tuck  School 
$75,000     high-tech  com 

$75,000  panies  f0UrV 
~ —   many  grad 

$72,000     were  alread1 

hooked  durinj 

the  first  semes 

ter.  Seeking  entrepreneuria 

experience,  60  Michigan  stu 

dents  hit  Silicon  Valley  thi 

spring.  The  result:  Only  thre< 

took  jobs.         Lisa  Sander 


WEEK  SURVEY 
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Pesce  Spada  from  Sicilia.  Pinot  Grigio  from 
Friuli.  Magnifica  from  Alitalia. 


Introducing  Magnifica  Class  from  Alitalia.  A  new  class 
of  service  that  encompasses  the  very  best  of  Italy.  The 
finest  foods  from  our  land  and  our  seas.  The  finest  wines 
from  our  vines.  The  warmth  and  care  of  a  people  who 
have  turned  living  into  an  art  form. 

Every  detail  in  Magnifica  is  first  class,  from  our  luxu- 
rious electronically  controlled  seats,  to  our  award-winning, 


Alitalia  participates  in  the  frequent  flier  programs  of  Continental  and  US  Airways.  Newaik  flights  operated  in  partnership  with  C  ontinental  Airlines  and  feature  BusinessFirst""  service. 


five-star  meals,  presented  by  attendants  outfitted  exclusively 
by  Armani.  And  when  you  arrive,  a  driver  will  be  waiting 
to  whisk  sou  to  vour  final  destination  in  Rome  or  Milan. 

Best  of  all,  you  can  fly  Magnifica  to  Italy  for  the  price 
of  a  business  class  ticket.  For  more  information  on  this 
outstanding  new  service,  call  Alitalia  at  1-800-223-5730. 
MAGNIFICA  CLASS. THE  BEST  OF  ITALY. 


Up  Front 


THE  DEAL  MILL 

GREEN  POWER-AND  GREENBACKS,  TOO 


ENVIRONMENTALIST  DOUGLAS 

Foy's  new  motto  is:  "If  you 
can't  beat  'em,  buy  'em."  He 
and  World  Wildlife  Fund 
President  Roger  Sant,  who 
happens  to  be  chairman  of 
power-plant  manager  aes, 
want  to  buy  old  power  plants 
and  replace  them  with 
"superclean"  ones. 

But  their  first  attempt,  a 
bid  for  18  installations  owned 
by  New  England  Electric 
System,  has  stalled:  nees  re- 
jected the  environmentalists' 
offer  after  the  first  round  be- 
cause it  came  in  below  sever- 
al other  bids — at  even  less 
than  the  $1.1  billion  book  val- 
ue of  the  18  plants. 

Still,  their  plan  is  an  inter- 
esting approach  to  pollution. 
Foy  and  Sant  would  have  re- 
placed 5  of  the  18  plants, 


The  American  college- 
1  educated  population 
plateaued  in  the  mid-1980s, 
then  began  rising.  Reason: 
Young  people  began  real- 
izing that  the  Information 
Age  demands  a  college 
degree.  Plus,  the  recession 
of  the  early  1990s  drove 
the  point  home. 

25  f\       f  v 


PERCENT 
COMPLETED 
4  YEARS  OF 
COLLEGE  OR  MORE' 

( 


DINOSAUR:  Dirty  and  costly 

which  they  considered  among 
the  region's  worst  polluters, 
with  a  natural-gas  facility. 
These  could  produce  electric- 
ity at  3g  per  kilowatt-hour 
instead  of  existing  plants'  4(2. 
But  it  was  then-  novel  financ- 
ing scheme,  which  creates 
cost-savings  by  selling  off  fed- 
eral emission  credits — grant- 
ed to  utilities  for  curbing  pol- 
lution— that  caught  the 
industry's  attention.  One  bid- 
der's banker  predicts  the  ap- 
proach may  be  adopted  by 
others. 

Meanwhile,  Sant  is  check- 
ing out  new  prospects:  plants 
from  Boston  Edison  and  a 
Maine  utility.  Geoffrey  Smith 


DRAWN  &  QUARTERED 


HE  CON\ES  WITH 
URIRE,  HELMET  AMD 
PBNWN©  sexuAL 

GORGES 


DESIGN  FOR  WORKING 

A  CUBICLE 
WITH  A  VIEW 

workers  may  deride  the 
standard  8-foot-by-10-foot 
prefabricated  office  cubicles 
as  "veal  pens"  or  "shoe  box- 
es." But  employers  seem  to 
love  them. 

Since  1977, 
when  the  cubicles 
first  came  into 
vogue,  their  U.  S. 
sales  have  grown 
twentyfold,  to 
$3.4  billion  last 
year.  At  Ha- 
worth,  one  of  the 
largest  makers  of  cubicles, 
1996  sales  climbed  17%  over 
the  level  of  the  year  before,  to 
$680  million;  in  1997's  first 
quarter,  they  rose  26%.  Com- 
petitors Steelcase  and  Her- 
man Miller  are  also  cashing 


in — but  they  won't  disclc 
then-  sales  figures. 

Demand  is  strong  becai 
these  work  spaces  can 
easily  reconfigured — say, 
ter  a  downsizing.  In  additk 
cubicles  accommodate  lots 
people  in  a  small  spa< 
thereby  reducing  employe 
expenses  for  rent. 

So  what  abc 
the  boxes'  ha 
less  inhabitant 
Lighting  mak 
Bio-Brite 
cently  intr 
duced  an  art 
cial,  electrica 
lit  window  th 
hangs  on  a 
bicle  wall  like  a  picture.  P 
$150,  and  you  could  be  gazii 
upon  a  golf  course,  an  E 
glish  garden,  a  tropical  bea 
scene — or  a  photograph  y 
took  yourself.  Kathleen  Kt 
win  and  Catherine  Arnst 


DATA  U.S 
CENSUS  BUREAU 


\  '96 

i  '25  YEARS  \ 
\  AND  OLDER  \ 


JOKING  ASIDE 

SHOOTOUT  AT 
HARVARD  SQUARE 

TO  THE  HARVARD  LAMPOON, 

the  royalties  of  $226,000  that 
it  claims  the  National  Lam- 
poon owes  it  are  no  laughing 
matter.  What's  more,  the  stu- 
dent-run humor  magazine 
has  brought  in  lawyers  to 
make  that  very  point  to  J2 
Communications,  National 
Lampoon's  Los  Angeles 
owner. 

J2  acquired  National 
Lampoon,  the  satire  mag- 
azine, in  1990.  With  it 
came  an  unusually  gener- 
ous agreement  dating  from  CHEVY  CHASE:  In  Vegas  Vacation 


the  magazine's  1969  inception: 
National  Lampoon  was  oblig- 
ed to  pay  its  Harvard  coun- 
terpart 2%  of  revenues  from 
any  publication  using  the 
Lampoon  name  and  2%  of 
pretax  profits  from  any  other 
Lampoon-ized  venture.  For 
many  years,  this  meant  that 
Harvard  Lampoon's  take  was 
calculated  primarily  on  the 


sales  of  the  once  month 
magazine — which  is  now  pu 
lished  only  once  a  year.  B 
more  recently,  the  Lampoi 
name  has  been  attached  I 
several  Chevy  Chase  film! 
direct-to-video  and  direcl 
to-cable  movies,  tv  show! 
cd-roms,  and  potentially  J'?. 
yet  unrealized  plans  for  corl 
edy-theme  restaurants. 

Now,  Harvard  Larm 
poon's  lawyers  claim  itl 
not  getting  a  fair  shake.  I 
1996,  the  magazine  wJ 
paid  $11,000,  less  than  hffi 


its  haul  two  years  beforj 
J2  declines  to  commen 
And  the  lawyers,  trying 
avoid  arbitration,  are  st 
haggling.  Jeffrey  Krasnl 


FOOTNOTES  Average  retail  price  of  a  videotaped  movie,  1996:  $1 2.21 ;  1986,  $22 
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Welcome  to  chapter  two. 


>entium 


lower  than 
nd  all  the 


The  new  Pentium  II  processor.  Read  on 

When  it  comes 

to  microprocessors,  media  enhancement  technology. 

Its  sleek  new  package  incorporates 
Intel's  Dual  Independent  Bus  architecture, 
which  uses  two  independent  buses  to 
dramatically  accelerate  the  flow  of  infor- 
mation for  a  boost  in  overall  performance. 
The  new  Intel  Pentium  II  processor. 


Intel  wrote  the  book. 
That's  why  our  new 
Pentium*  II  processor 
offers  even  more 
the  Pentium*  Pro  processor 
benefits  of  Intel  MMX™ 


It's  everything  you  need  for 
your  next  chapter  in  desktop  computing 
To  find  out  more,  visit  our  Web  site. 


www  Intel  com/Pentiuml! 


intel 

The  Computer  Inside: 


1997  Intel  Corporation  t  As  compared  to  Pentium*  pTOOtBOr-bMed  systems  without  DujI  Independent  Bus  architecture  as  measured  by  Ihe  SYSffiVk*  lor  Windows  NT"  Performance  Comparison  (no  MMX™  (echnolog)  code]  "All  MhCI  trademark,  arc  the  propCfl)  at  their  respect  I 


©IW6  Merrill  l  ynch  &  Co..  Inc. 


A  tradition  of  trust. 
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A  VIEW  OF  NAFTA— 
FROM  THE  BORDER 


As  a  business  week  subscriber  for 
the  past  two  years,  I  would  like  to  com- 
pliment you  on  "The  Border"  (Cover 
Story,  May  12).  Being  of  Mexican  her- 
itage, I  have  grown  up  in  a  world  of 
two  languages  and  cultures.  I'm  cur- 
rently attending  the  University  of  Texas 
at  Brownsville  and  working  on  my  mba 
in  the  evenings,  so  I  enjoyed  finding 
out  more  of  what  nafta  was  all  about. 
There  are  so  many  different  components 
of  the  accord. 

In  the  long  run,  all  three  countries 
will  benefit  from  the  signing  of  the 
agreement.  Although  many  will  argue 
that  jobs  have  been  taken  south  of  the 
border,  which  in  some  cases  is  true,  we 
must  also  look  at  the  increase  of  ex- 
ports. Keep  reporting  on  those  business 
issues  that  are  of  importance  and  in- 
terest for  many  of  us. 

Juan  Ortiz 
Brownsville,  Tex. 

UNIVERSAL  PHONE  SUPPORT: 
IT'S  STILL  A  GOOD  IDEA 


Amy  Barrett's  commentary  on  uni- 
versal service  support  for  rural  compa- 
nies, "But  do  Aspen  and  Vail  really  need 
phone  subsidies?"  (News:  Analysis  & 
Commentary  May  12),  illustrates  how- 
easy  it  is  to  confuse  reality  with  politics. 
Universal  service  makes  it  economically 
feasible  to  provide  basic  telecommuni- 
cations service  to  high-cost  areas — re- 
mote regions  with  sparse  populations 
and  often  challenging  terrain.  Telephone 
networks  in  such  areas  must  conform 
to  national  standards  to  connect  with 
the  rest  of  the  country's  phone  net- 
works. Few  consumers  in  these  areas, 
regardless  of  their  economic  status, 
could  afford  to  have  their  phone  bills 
more  than  doubled — to  the  real  cost  of 
maintaining  these  phone  networks.  To 
withdraw  universal-service  support  from 
high-cost  areas  and,  instead,  provide 
phone  vouchers  for  low-income  users 
means  that  rural  middle-class  America 
pays  the  difference. 


CORRECTIONS  &  CLARIFICATIONS 

"T.  Boone:  A  raider  getting  raided?"  (Up | 
Front.  May  12)  did  not  state  or  intend  to 
suggest  that  a  court  injunction,  issued  in 
connection  with  divorce  proceedings,  pro-i 
hibited  T.  Boone  Pickens  from  using  his- 
money  in  a  trading  partnership.  BP  Capital^ 
Energy  Fund.  The  court  order  specifically* 
permits  him  to  use  the  couple's  money  in 
that  partnership.  Also,  the  article  did  not 
intend  to  suggest  that  Pickens  contested 
his  wife's  use  of  their  home.  He  agreed  to 
her  living  in  the  rented  house. 

Information  provided  by  Travelers  Group  in] 
"The  cream  of  the  crop  in  pensions,  too"! 
(Finance,  May  19)  was  incorrect.  Every  year, i 
Travelers  contributes  $350  in  cash  to  aj 
401(k)  for  every  employee  earning  less  than 
$40,000. 


Economists  and  policymakers  prefe 
to  point  to  the  power  of  the  marke 
place  as  the  best  means  for  determinin 
costs  for  consumers — but  there  isn't 
marketplace  in  the  world  that  can  ovei 
come  the  extreme  costs  of  operating  i 
iron-hard  mountains  or  soupy  swamps- 
where  the  consumer  population  can  b 
counted  in  single  digits.  And  few  bi 
phone  companies  look  eagerly  to  thes 
places  for  expansion.  Why  risk  serving 
high-cost  market  when  more  lucrativ 
options  are  within  reach? 

All  Americans  deserve  comparabl 
telephone  service:  to  allow  a  disparity  i 
service  is  to  promote  geographic  have 
and  have-nots.  Let's  hope  the  decisio 
does  not  rest  on  wrhich  areas  have  th 
highest  ratio  of  voters  per  square  mil< 
John  N.  Rose,  Presider 
Organization  for  the  Promotio 
&  Advancement  of  Sma 
Telecommunications  Companie 
Washingto 

LET  THE  TRAVELER  PAY 
THE  TRAVEL  AGENT 


Your  article — suggesting  that  airline 
might  be  "out  to  crush  the  online  trav< 
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It  means:  "beat  the  pants 

off  your  competition" 

in  14  different  languages. 


There's  a  competitive  advantage  staring  you  in  the 
face.  It's  called  UPS  Worldwide  Express  Plus  and  it's 
the  only  service  that  guarantees  delivery  to  150  cities 
throughout  Europe  by  8:30  a.m!  That's  hours  faster, 
to  more  cities,  than  any  other  delivery  company.  And 
by  choosing  UPS,  your  packages  are  fully  tracked  and 
cleared  through  customs  electronically  so  they  make  it 
to  your  customers' desks  first  thing  in  the  morning.  To 
clean  your  competition's  clock  all  across  Europe,  call 
1-800-PICK-UPS  or  visit  us  at  www.ups.com.  ^ 


MOVING  at  the  SPEED  of  BUSINESS. 


,m.  delivery  on  the  second  business  day.  Call  UPS  for  details.  ©1997  United  Parcel  Service  of  America,  Inc. 


YOU'VE  GOT  TO  SEE  IT  IN  1  COLOR 


Presenting  the  extraordinary  new  EPSON  1440  dpi  printers. 
Outrageous  Photo  Quality  color.  Microscopic  detail.  Laser-quality 
black  text.  All  from  our  exclusive  Micro  Piezo"  Technology -for  the 
smallest,  cleanest,  most  consistent  dot  ever  created.  You'll  get  out- 
puts that  look  just  like  originals -at  overall  print  speeds  21%  faster 
than  any  competitor's.  Starting  at  just  $299.  Call  1-800-GO-EPSON 
and  ask  for  Operator  3100  or  visit  us  at  www.epson.com. 
You'll  see  exactly  why  these  printers  are,  well... real  gems. 

INTRODUCING  THE  WORLD'S  ONLY  1440  DPI 
COLOR  INK  JET  PRINTERS. 


EPSON  Stylus  Color  600  just  $299.  Photo  Quality  for  home  and  office. 
EPSON  Stylus  Color  800  just  $449.  High-performance  business  printer. 


Readers  Report 


industry"  and  that  actions  limiting  com- 
missions might  be  "fatal"  to  certain 
travel  agents — missed  a  very  important 
point  ("Clipped  wings  on  the  Web," 
News:  Analysis  &  Commentary,  May 
12).  The  airlines  no  longer  receive  the 
benefits  they  once  did  from  travel 
agents.  The  airlines'  10%  commission  to 
travel  agents  has  its  roots  in  an  era 
when  airline  prices  were  fully  regulated 
and  ticket  technology  was  quite  primi- 
tive. A  travel  agent  was  truly  an 
"agent"  of  an  airline.  All  airlines  charged 
the  same  price  for  comparable  service. 
Travel  agents  helped  attract  customers 
and  wrote  tickets  for  specific  airlines. 

Today,  a  great  deal  has  changed.  Air- 
line prices  are  fully  deregulated,  and 
ticketing  technology,  largely  paid  for  by 
the  airlines,  has  evolved.  Travel  agents 
represent  consumers  more  than  they 
represent  a  particular  airline.  The 
leisure  traveler  wants  the  lowest  fare 
and  will  fly  only  on  the  airline  offering 
it.  Business  travel  is  tied  to  specific  car- 
riers by  airlines'  frequent-flier  programs 
and  rarely  will  change  simply  because  a 
travel  agent  suggested  it. 

If  the  services  provided  by  a  travel 
agent  are  really  worthwhile,  it  would 
seem  that  those  benefiting  from  them 
should  pay.  Yet  little  travel-agent  rev- 
enue comes  from  travelers.  If  the  con- 
sumer doesn't  see  enough  value  in  trav- 
el-agent services  to  pay  for  them,  why 
should  the  airlines  have  the  responsi- 
bility to  keep  them  in  business? 

Douglas  D.  Hagestad 
Flossmoor,  111. 

A  FEW  WAYS  TO  SNUFF  OUT 

BIG  TOBACCO'S  PROFITS  

I  am  skeptical  of  "The  power  of  tax- 
es," a  chart  in  "Tobacco:  Don't  jump  at 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 


www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
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Shopping  for  computer  equipment?  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 


this  deal"  (Legal  Affairs,  May  12).  Rais- 
ing taxes  "by  as  much  as  $2  a  pack" 
caused  a  flood  of  contraband  into  Cana- 
da. Sure,  tobacco  manufacturers'  sales 
were  down,  but  not  because  smoking 
was  down.  Sales  were  down  because 
the  smokers  were  simply  buying  their 
tobacco  supplies  somewhere  else — for 
example,  from  criminal  elements  and  on 
ma-and-pa  runs  up  from  Buffalo  and 
Detroit. 

The  answer  lies  in  taking  the  profits 
out  of  the  tobacco  business.  Taxing  the 
manufacturer  directly  won't  work  be- 
cause those  costs  are  passed  straight 
on  to  the  consumer.  Here  are  some 
ideas  with  greater  promise:  banning  ad- 
vertising (or  insisting  on  advertising 
that  makes  smokers  look  like  idiots), 
making  smoking  a  nuisance  by  expand- 
ing smoke-free  workplaces  and  public- 
areas,  disclosing  not  only  ingredients 
but  also  research  studies  on  addiction, 
studies  and  recommendations  on  ad- 
vertising for  the  youth  market,  and 
keeping  the  Food  &  Drug  Administra- 
tion on  the  case. 

J.  B.  Caswell,  President 
Omnia  Group 
Management  Consultants 
Tampa 

GETTING  TOBACCO  MAKERS 

TO  SWITCH  

If  the  tobacco  activists  are  in  fact 
"badly  split  on  tactics"  to  promote  a 
healthier  world  through  negotiations 
with  the  tobacco  industry  ("The  smoke 
thickens  at  the  tobacco  talks,"  News: 
Analysis  &  Commentary,  May  5),  I 
would  propose,  unabashedly,  that  the 
negotiators: 

1.  Extract  a  commitment  from  the 
tobacco  industry  to  reduce  production 
and  processing; 

2.  Ban  the  advertising  of  tobacco  in 
any  form,  plowing  marketing  dollars 
into  industry  retooling;  and 

3.  Direct  litigation  savings  into  so- 
cially responsible  production  efforts  or 
care  for  affected  individuals. 

I  am  not  proposing  prohibition  of  to- 
bacco. Instead,  reduced  production  will 
increase  the  expense  of  the  product. 
This  should  limit  addiction,  particularly 
in  young  people,  by  economics. 

A  tobacco  industry  responsive  to  both 
shareholders  and  the  public  at  large  will 
seek  to  emphasize  alternate  crops  and 
products  that  are  ecologically  and  eco- 
nomically sound.  If  Detroit  can  switch  to 
electricity,  North  Carolina  can  switch 
to  herbal  tea. 

Susan  Aucott  Ballagh,  M.  D. 

Atherton,  Calif. 


THE  BIG  DRAWBACKS 

OF  STOCK  BUYBACKS  

Stock-buyback  programs  don't  boo 
shareholder  value  ("Take  stock  in  this 
Up  Front,  May  12).  Stock  buybacks  a 
tempt  to  pay  the  highest  price  possib 
for  stock  shares,  instead  of  trying  1 
get  the  lowest  price,  and  thus  result  : 
the  fewest  reacquired  shares  for  tr 
money. 

Stock  buybacks  use  up  billions  in  co 
porate  funds  that  could  have  been  us6 
to  increase  cash  dividends  dramatical 
for  all  stockowners. 

Carl  Olson,  Chairma 
State  Department  Watc 
Washingtc 

VIRTUAL  BUNNY  SIGHTINGS 

ARE  STILL  FREE  

I  very  much  enjoyed  "Internet  con 
munities"  (Cover  Story,  May  5).  But  il 
statement  that  "even  Playboy  can 
seem  to  command  monthly  fees  [for  il 
Web  site]"  is  erroneous.  We  haven 
launched  our  pay  site  yet. 

Playboy  became  the  first  nation; 
magazine  on  the  Internet — -in  Angus 
1994.  Our  free  site  receives  more  tha 
4.2  million  visits  a  month.  This  level  < 
traffic  has  attracted  a  host  of  advert!" 
ers,  and  this  has  made  the  site  one  < 
the  few  profitable  ones  on  the  Wei 
Playboy  also  has  been  successful  sellin 
merchandise  on  the  Internet.  In  Apri 
1996,  we  added  an  electronic  version  ( 
our  Playboy  catalog  to  our  site.  An 
we  are  in  the  final  stages  of  testing 
subscription-based  site. 

Christie  Hefne 
Chairman  and  ce 
Playboy  Enterprises  In 
Chicag 
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lirs  of  a  Persian  Prince 

inucher  Farmanfarmaian  and  Roxane  Farmanfarmaian 
)m  House  •  514pp  •  $35 


OW  OIL  MONEY 
OLLUTED  IRAN 


Ik  il  is  invariably  seen  as  a  first- 
■  class  ticket  out  of  poverty  and 
W  backwardness  for  developing 
;ries.  Yet  in  practice,  the  bonanza 
brings  epic  misery  in  its  wake, 
at  the  corruption  and  political 
that  have  plagued  Mexico  for  most 
is  century,  or  the  tragic  costs  of 
r-skelter  urbanization  in  such  en- 
rich lands  as  Algeria  and  Nigeria, 
yonder  Ahnu  d  Zaki  Yamani,  the 
sr  Saudi  Arabian  Oil  Minister,  used 
irn  that  oil  riches  were  as  much  a 
•  as  a  blessing. 

obably  no  oil  exporter  has  been 
cursed  than  Iran.  It  was  the  first 
;ry  in  the  Middle  East  to  have  an 
dustry,  and  oil  has  played  a  central 
n  the  turmoil  that  has  rocked  Iran 
is  century.  Oil  was  at  the  heart  of 
s  troubled  relations  first  with 
in  and  then,  after  World  War  II, 
its  new  protector,  the  U.  S.  By  the 
i,  oil  riches  were  not  only  fueling 
delusions  of  the  Shah  but  had 
id  traditional  Iranian  society  on  its 
"Oil  wealth  poured  down  like  a 
river  and  drowned  Iran,"  says 
icher  Farmanfarmaian  in  Blood  & 
in  autobiographical  account  of  20th 
iry  Iran  written  with  his  daugh- 
toxane  Farmanfarmaian,  an  editor 
iblishers  Weekly. 

is  important  and  well-written  tale 
fits  from  Manucher  Farmanfar- 
i's  inside  perspective  and  eye  for 
L  In  1917,  when  he  was  born,  Iran 
in  the  twilight  clays  of  the  Qajar 
irchy  that  had  ruled  the  country 
the  18th  century.  Farmanfarmaian's 
r,  a  leading  Qajar  prince,  held  sway 
a  Tehran  palace,  complete  with  a 
n  and  700-member  household.  One 
y  retainer  was  a  broad-shouldered 
1  named  Reza  Khan,  who  later  rose 
ilitary  prominence  and  ultimately 
;hrew  the  Qajar  dynasty  in  1925, 
aiming  himself  Shah. 


The  Farmanfarmaians  managed  to 
prosper  under  the  Pahlavis,  Reza  Khan's 
new  dynasty.  But  as  members  of  the 
old  aristocracy,  they  were  never  quite 
trusted.  Manucher,  who  in  1941  returned 
to  the  country  from  Birmingham  Uni- 
versity with  a  petroleum-engineering 
degree,  was  well-placed  to  start  a  career 
in  oil. 

But  Persians  had  little  say  in  their 
own  industry.  Oil  was  dis- 
covered in  Iran  by  English 
prospectors  in  1904,  and  by 
the  outbreak  of  World  War 
I,  Persia's  rich  resources 
had  become  the  British  Em- 
pire's most  important 
strategic  prize:  Two  years 
earlier,  the  Royal  Navy  had 
begun  converting  its  entire 
fleet  from  coal  to  oil.  So  vi- 
tal was  Persian  oil  to  the 
war  effort  that  London 
bought  a  controlling  stake 
in  Anglo-Iranian  Oil  Co. 
(aioc),  which  held  the  concession. 

As  Farmanfarmaian  discovered,  Per- 
sians were  second-class  citizens  in 
Abadan,  the  sweltering  Persian  Gulf 
town  where  aioc  owned  and  ran  the 
world's  largest  refinery.  More  than  2,000 
British  executives  had  their  clubs,  pri- 
vate villas,  and  Indian  bodyguards, 
while  Persian  employees  toiled  away  on 
day  wages  without  days  off,  education, 
or  decent  housing.  Just  16  Iranians  with 
British  degrees  had  made  it  into  aioc's 
middle  management  by  the  early  1940s. 
And  total  segregation  was  the  rule,  as 
Farmanfarmaian  learned  when  he  tried 
getting  a  ride  his  first  clay  of  work. 
"Mine's  a  British  bus,"  shouted  the  dri- 
ver. "No  Persians  allowed." 

Such  racist  and  imperious  behavior 
fed  growing  anti-British  resentment.  To 
make  matters  worse,  aioc  and  the 
British  government  refused  to  increase 
royalties  paid  to  Iran,  though  other  oil 


producers  in  the  region  were  starting  to 
get  far  better  deals.  In  the  end,  this 
led  to  Iran's  fateful  1953  nationalization 
of  aioc. 

The  British  era  was  over,  and  the 
American  one  had  begun — "a  presence 
that  eventually  proved  too  suffocating  to 
bear,"  writes  Farmanfarmaian.  The 
Shah's  disastrous,  American-backed  eco- 
nomic reforms  in  the  early  1960s  an- 
gered the  elite  and  the  middle  class  and 
led  to  the  first  revolt  of  the  Islamic- 
clergy.  Rioting  was  brutally  suppressed. 
But  the  Americans,  myopic  as  ever, 
were  taken  in:  "What's  going  on  in 
Iran,"  said  an  effusive  Lyndon  Johnson 
in  1964,  "is  about  the  best  thing  going 
on  anywhere  in  the  world." 

It  was  monumental  self-deception  that 
continued  right  up  to  Jimmy  Carter,  who 
famously  toasted  Iran  as  "an  island  of 
stability"  during  a  stopover  in  Tehran 
on  ^ew  Year's  Eve,  1978. 
•  The  country  by  that  time 
was  going  up  in  flames.  The 
Shah,  despite  having  built 
the  world's  fifth-largest 
standing  army,  clearly  had 
lost  the  will  to  govern. 
Barely  one  year  later,  he 
and  his  family  fled  the  coun- 
try. Farmanfannaian,  hound- 
ed by  trigger-happy  thugs 
of  the  new  Islamic  regime, 
lingered  on  in  Tehran  for 
another  year  before  a  har- 
-  „  '■:  rowing  escape  over  the  bor- 
der into  Turkey. 

Could  Iran  have  avoided  its  slide  into 
Islamic  fundamentalism?  Farmanfannaian 
suggests  not.  Decades  before,  the  bat- 
tle for  control  of  Iran's  oil  had  already 
sparked  the  xenophobic  nationalism  that 
ultimately  would  lead  to  the  rise  of  Aya- 
tollah  Ruholla  Khomeini.  As  early  as  the 
1950s,  Iranian  cities  had  begun  to  fill  up 
with  displaced  villagers  who  were  "over- 
whelmed by  the  onslaught  of  Western- 
ers," writes  Farmanfarmaian.  "They  felt 
threatened  by  what  they  saw  as  the 
moral  laxity  of  Western  values ....  The 
sole  continuity  for  the  peasants  was  the 
unbending  rituals  of  their  clerical  men- 
tors— and  the  overarching  strength  of 
Allah."  Today,  18  years  after  Iran's  Is- 
lamic revolution,  the  world  is  still  grap- 
pling with  the  consequences. 

BY  JOHN  ROSSANT 
Rome  bureau  chief  Rosscntt  follows 
Iran  and  the  Middle  East. 


TRUGGLES  OVER  PETROLEUM  WERE  BEHIND  THE 
\BID  NATIONALISM  THAT  LED  TO  KHOMEINI'S  RISE 
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IlOTUS  NOTES®  4.5.  WORKING  THE  WEB  TO  WORK  TOGETHER  BETTER. 

1  Alright,  so  there's  a  lot  going  on  in  your  day:  managing  e-mail,  sharing  work,  juggling  your 
calendar,  coordinating  appointments  and  staying  on  top  of  web-based  information  that 
changes  every  minute.  Hey,  that's  business.  And  since  you're  not  going  to  get  any  sympathy, 
you'd  do  well  to  get  Lotus  Notes  4.5.  It's  designed  to  leverage  the  power  of  the  Web  so  you 
can  work  more  ciosely  with  your  colleagues,  and  put  all  the  information  your  job  demands 
right  there  on  your  desktop. 

A  PLACE  WHERE  YOU  CAN  REALLY  GET  SOME  WORK  DONE.  Lotus  Notes  4.5 
is  your  central  access  point  for  all  information  in  the  business  world.  It  ensures  that  the 
information  you  depend  on  is  literally  up-to-the-second,  and  that  you  become  aware  when 
something  important  changes  -  whether  it's  the  starting  time  for  your  afternoon  meeting 
or  an  update  to  a  website  that's  vital  to  your  business. 

Notes  is  now  thoroughly  tied  to  the  Web,  so  it  not  only  gives  you  direct  access  to  the 
expanding  universe,  it  lets  you  update  the  content  of  your  company  website  directly.  It  even 
helps  you  stay  productive  while  you're  off-line,  stuck  on  a  plane  or  wherever. 

Notes  has  always  been  about  working  together  better.  In  its  latest  version,  it's  also  the  best 
Internet  client,  so  you  can  move  to  a  whole  new  level  of  web-based  collaboration  -  and  get 
on  top  of  all  that  information  before  it  gets  on  top  of  you.  Find  out  more  about  how  you  can 
use  Lotus  Notes  4.5  to  do  your  job  better  by  visiting  our  website  at  www.lotus.com. 
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Technology  &  You 


BY  STEPHEN  WILDSTROM  

DESKTOP  VIDEO: 
NO  LONGER  A  TOY 


The  convergence  of 
several  technologies 
is  making  it 
cheap  and  practical 

Not  long  ago,  I  chatted 
with  a  Toshiba  execu- 
tive about  the  new 
Tecra  740CDT  laptop.  Nothing 
unusual  about  that,  except  he 
was  in  Irvine,  Calif.,  and  I 
was  in  Washington  using  the 
Tecra  for  my  end  of  a  video- 
conference. 

No  one  would  confuse 
what  appeared  on  my  screen 
with  broadcast  television.  The 
picture  was  just  a  little  win- 
dow, and  the  video,  at  about 
10  frames  per  second,  was  a 
bit  jerky.  But  it  was 
good  enough  for  the 
face-to-face  contact 
to  add  something 
to  our  conversa- 
tion. The  session 
convinced  me  that 
low-cost  desktop 
video  is  ready  to 
make  the  leap  from 
interesting  toy  to 
useful  tool. 

COMPATIBILITY. 

Desktop  video  con- 
ferencing has  been 
around  since  the 
early  '90s,  when  Cor- 
nell University  re- 
searchers wrote  cu- 
SeeMe,  a  program  that 
allowed  Internet  users  with 
cameras  and  fast  Net  connec- 
tions to  transmit  live  video. 
Companies  such  as  Picture- 
Tel and  Compression  Labs 
also  offered  desktop  systems. 
But  few  buyers  would  pay 
$1,500  to  $5,000  for  a  system 
that  usually  could  communi- 
cate only  with  a  system  made 
by  the  same  company. 

Now,  however,  the  con- 


vergence of  several  tech- 
nologies is  making  desktop 
video  cheap  and  practical. 
Perhaps  most  important,  two 
international  standards  as- 
sure the  compatibility  of 
products  from  different  ven- 
dors. If  you're  interested  in 
teleconferencing,  make  sure 
your  software  and  modem 
work  with  H.323  for  connec- 
tions over  the  Internet  or 
company  networks  and  H.324 
for  direct  modem-to-modem 
dial-up  links. 

Besides  the  new  standards, 
credit  increasing  computing 
power.  Data  compression  is 
key  to  making  video  work 
without  expensive  digital 
phone  lines  or  high-speed  net- 


work connections.  The  task 
is  so  mathematically  demand- 
ing that  it  only  became  prac- 
tical with  the  latest  mmx  Pen- 
tiums and  fast  PowerPCs. 

Another  piece  to  fall  into 
place  was  cameras.  Until 
very  recently,  would-be  video- 
conferencers  had  two  choices: 
cameras  that  worked  through 
a  computer's  printer  port, 
which  limited  quality,  and 


cameras  connected  to  a  video- 
capture  add-in  card,  which 
were  pricey  and  hard  to 
install. 

If  you  bought  your  com- 
puter in  the  past  six  months 
or  so,  it  probably  has  a  new 
type  of  connector  called  a 
Universal  Serial  Bus,  which 
lets  you  use  the  newest  and 
simplest  cameras.  The  Kodak 
DVC-300  and  the  Intel  Video 
Phone  cameras,  both  under 
$200,  are  designed  to  sit  atop 
your  monitor  and  simply  plug 
into  a  usb  connection,  which 
supplies  both  the  data  link 
and  electric  power.  The  Toshi- 
ba Tecra  that  I  used  cost 
$6,500  and  included  a  video- 
conferencing camera  that  con- 
nected via  a  credit-card-size 
PC  Card. 

The  final  component  of 
cheap  videoconferencing  is 
software.  Microsoft  NetMeet- 
ing  2.0  for  Windows  95  and 
NT,  available  free  for  down- 
loading at  www.microsoft. 
com/ie,  can  connect  Internet 
or  network  videoconferen- 
ces.  NetMeeting  also  lets 
you  share  applica- 
tions, such  as 
a  spreadsheet  or 
slide  show.  Intel's 
Video  Phone  soft- 
ware, which  comes 
with  a  camera,  does 
the  same  for  direct 
dial-up  connections. 
I've  long  been 
a  videoconferencing 
skeptic  because 
the  benefits  did 
not  seem  to  jus- 
tify the  cost  and 
trouble.  Some 
hassles  do  remain. 
I  don't  know  of  any 
software  that  allows 
both  network  and  modem-to- 
modem  links.  And  only  the 
newest  Windows  computers 
have  both  the  usb  ports  and 
speedy  processors  needed  to 
use  the  technology  to  the 
fullest. 

Video  will  never  replace 
face-to-face  contact.  But  it 
does  add  enough  to  a  cus- 
tomer meeting  or  a  call  home 
from  a  business  trip  to  make 
it  very  promising. 


BULLETIN  BOARD 


PRINTERS 
PHOTO  REALISM 

Epson  (800  463-7766),  whose! 
color  ink-jet  printers  have 
always  focused  on  image 
quality,  is  getting  into  low-cos] 
photo-quality  printers.  Like  th^ 


Hewlett  Packard  PhotoSmart 
printer  (BW— Apr.  28),  the 
$499  Epson  Stylus  Photo  pro- 
duces images  that  are  almost 
indistinguishable  from  pho- 
tographs when  printed  on  spe- 
cial glossy  paper.  While  the 
Epson  cannot  print  on  the 
heavy  photo  paper  the  HP 
uses,  its  output  dries  faster 
and  is  less  prone  to  smudging 
It's  also  more  versatile:  The 
Stylus  Photo  works  with  ail 
Windows,  including  NT,  as  well 
as  Macintosh.  And  it  can  print 
banners  up  to  44  inches  long 
and  81/  inches  wide. 


MORE  PRINTERS 
VERSATILITY 

If  you're  looking  for  a  printer 
mainly  for  text  and  graphics 
that  can  deliver  near-photo- 
quality  pix,  consider  the 
Epson  Stylus  Color  800  at 
$449.  It  turns  out  up  to  eight 
monochrome  text  pages  per 
minute;  up  to  seven  in  color.  II 
can  print  high-res  images  on 
plain  paper,  though  the  quali- 
ty is  better  on  special  stock. 
Like  the  Stylus  Photo,  the  800 
supports  Windows  and  Mac.  A 
$99  software  upgrade  for 
either  printer  provides  for  pro- 
fessional color  matching  and 
finer  control  of  type  quality. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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conomic  Viewpoint 


AUL  CRAIG  ROBERTS 


HAT'S  SO  MYSTERIOUS 

50UT  THE  RIP-ROARING  ECONOMY? 
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Some  people  are  perplexed  that  the  econ- 
omy is  entering  its  seventh  year  of  ex- 
pansion with  high  employment,  rising 
profits,  and  low  inflation.  They  see  this  as  a 
new  economy  from  which  the  Phillips  curve 
tradeoff  between  employment  and  inflation 
has  been  banished.  But  we  have  seen  it  all 
before  in  the  record  92-month  Reagan  ex- 
pansion, which  commenced  with  double-digit 
and  ended  with  4%  inflation. 

Supply  siders  do  not  get  credit  for  the 
transformed  economy  they  forecast.  But  then- 
explanation  for  the  new  economy  is  nearly 
30  years  old  and  a  matter  of  record.  In  the 
70s,  supply  siders  were  already  saying  that 
the  Phillips  curve  was  the  product  of  a  pecu- 
liar policy  mix  that  squashed  incentives  while 
pumping  up  demand  through  monetary  policy. 
They  said  that  if  the  government  would  just 
stop  trying  to  stimulate  the  economy  with 
easy  money  and  rely  instead  on  larger  after- 
tax rewards  for  workers,  savers,  investors, 
and  risk-takers,  the  economic  malaise  that 
demoralized  the  country  could  be  ended. 

But  what  about  the  '90s?  Didn't  Clinton 
actually  raise  taxes  and  shouldn't  this  have 
thrown  a  wrench  into  the  supply-side  works? 
The  tax  increase  didn't  help  growth,  and  the 
economy  would  have  done  better  without  it. 
But  more  important  things  are  happening  to 
offset  it:  an  ongoing  revolution  in  communi- 
cation and  information  technology  and  two 
important  tax  cuts  that  are  independent  of 
Clinton's  policies. 

MISERLY  write-offs.  Improved  technology 
is  always  a  source  of  lower  costs  and  a  spur 
to  economic  growth.  Obviously,  if  the  new 
technology  had  been  regulated  out  of  exis- 
tence or  delayed,  the  economy  would  have 
suffered.  Fortunately,  supply  siders,  not  in- 
dustrial policy  advocates,  earned  the  day. 

The  continuing  decline  in  inflation  is,  in  ef- 
fect, an  automatic  tax  cut  for  capital  invest- 
ment, because  it  raises  the  present  value,  af- 
ter taxes,  of  the  projected  income  stream 
from  new  investments.  Depreciation  al- 
lowances are  not  indexed,  and  a  low  and 
falling  inflation  rate  enhances  the  real  values 
of  the  allowances,  making  it  possible  for  in- 
vestors to  realize  higher  real  returns  from 
investments.  In  the  '70s,  this  was  not  the 
case.  Then,  high  and  rising  inflation  combined 
with  miserly  permissible  write-offs  to  pre- 
vent the  recovery  of  the  real  value  of  invest- 
ed capital. 


Another  de  facto  tax  cut  is  the  lifting  of 
the  socialist  blanket,  which  smothered  eco- 
nomic activity  in  vast  areas  of  the  world  for  a 
half  century  or  more.  The  barriers  to  trade, 
private  property,  and  capital  flows  limited  the 
world  economy  primarily  to  North  America, 
parts  of  Western  Europe,  and  Japan.  Privati- 
zations in  Britain,  China,  Eastern  Europe, 
France,  Italy,  Latin  America,  and  the  former 
Soviet  Union  have  greatly  enhanced  the  val- 
ue of  assets  and  have  created  business  op- 
portunities that  have  globalized  the  econo- 
my. Today,  even  labor  markets  are  global, 
making  it  impossible  for  wage  growth  to  out- 
pace productivity  growth. 
PASSIVE  ROLE.  To  grasp  the  importance  of 
the  free  market's  advent  in  a  formerly  so- 
cialized economy,  consider  the  removal  of  a 
tariff  that  is  high  enough  to  prevent  trade. 
When  the  tariff  is  removed,  economic  activity 
expands.  When  the  greatest  tariff  of  all — so- 
cialism— was  removed  from  the  world  econo- 
my, the  supplies  of  inputs  and  outputs  in- 
creased. In  supply-side  terms,  there  is  an 
outward  shift  in  the  global  supply  function. 

Until  the  advent  of  the  supply-side  revolu- 
tion, economists  believed  that  aggregate  sup- 
ply played  a  passive  role  in  responding  to 
shifts  in  aggregate  demand.  Economists 
taught  that  increased  demand  raised  output, 
but  that  sooner  or  later  costs  and  inflation 
would  rise  as  the  economy  reached  full  ca- 
pacity and  employment.  In  this  one-dimen- 
sional theory,  output  was  affected  only 
through  changes  in  demand.  Even  changes 
in  taxation  left  the  supply  function  undis- 
turbed. Higher  taxes  would  reduce  demand, 
and  the  economy  would  move  to  a  lower  rate 
of  output,  while  a  tax  cut  would  increase  de- 
mand, moving  the  economy  along  its  supply 
function  to  a  higher  rate  of  output. 

Supply-side  economics  has  shown  this  to 
be  unambiguously  wrong.  Changes  in  taxation 
shift  the  supply  function.  Tax  increases  that 
raise  the  cost  of  capital,  labor,  or  other  inputs 
reduce  aggregate  supply.  Tax  reductions  that 
raise  the  returns  to  labor  and  capital  increase 
aggregate  supply.  The  supply-side  revolution 
is  as  fundamental  as  the  global  economic  rev- 
olution, which  is  the  direct  consequence  of 
the  removal  of  barriers  that  restrict  supply. 
The  lower  costs  resulting  from  global  markets 
mean  that  even  an  economy  burdened  with 
Clinton's  tax  and  regulation  policies  can 
prosper. 
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Economic  Trends 


BY  GENE  KORETZ 

LOOK  WHO'S 
SELLING  STOCKS 

Many  individuals  are  taking  gains 

A common  assumption  about  the  stock 
market's  spectacular  performance 
in  recent  years  is  that  it  has  been  rein- 
forced by  escalating  public  demand  for 
stocks.  Yet  the  statistical  evidence  indi- 
cates otherwise,  reports  economist 
Daniel  E.  Laufenberg  of  American  Ex- 
press Financial  Advisors  Inc.  "Surpris- 
ingly," he  says,  "the  household  sector 
doesn't  appear  to  be  increasing  its  over- 
all equity  investments." 

To  be  sure,  household  purchases  of 
equity  mutual-fund  shares  have  explod- 
ed. The  Federal  Reserve  counts  a  cu- 
mulative $760  billion  from  1992  to  1996, 
and  industry  sources  add  $71  billion  so 
far  this  year.  But  Laufenberg  notes  that 
Fed  flow-of-funds  data  also  indicate  that 
households  have  been  heavy  net  sellers 
of  stocks  they  held  directly  for  much 
of  the  past  decade — disgorging  a  record 
$245  billion  worth  of  such  shares  in  1996 
alone,  compared  with  $158  billion  worth 
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of  equity  fund  purchases.  Even  counting 
indirect  stock  purchases  through  pen- 
sion and  life-insurance  funds,  Laufen- 
berg figures  that  household  equity  sales 
exceeded  purchases  by  about  $62  bil- 
lion last  year  (chart). 

Why  would  households  reduce  stock 
holdings  when  the  market  is  so  buoy- 
ant? Part  of  the  answer  seems  to  lie  in 
the  surge  in  share  buybacks  and  cash 
acquisitions  since  the  early  1980s.  Evi- 
dently, many  households  have  chosen  to 
pocket  some  of  the  cash  provided  by 
mergers  and  buybacks  rather  than  fun- 
nel all  of  it  back  into  equities. 

The  bottom  line,  says  Laufenberg,  is 
that  the  market  boom  is  less  a  function 
of  surging  demand  than  a  response  to 


such  positive  economic  developments  as 
strong  earnings,  fow  inflation,  and  low 
interest  rates.  So  rather  than  worrying 
about  "irrational  exuberance,"  the  Fed 
should  concentrate  on  maintaining  a  be- 
nign economic  environment. 

That's  doubly  important,  he  adds,  be- 
cause of  the  growing  dispersion  of  stock 
ownership — from  just  31.7%  of  families 
in  1989  to  over  41%  by  1995.  This  trend 
suggests  that  the  sales  of  directly 
owned  equities  noted  above  occurred 
mainly  among  relatively  affluent  long- 
time stock  investors  who  decided  to  put 
some  of  their  capital  gains  to  other  uses. 

Thus,  while  the  household  sector  as  a 
whole  has  been  selling  equities,  a  grow- 
ing number  of  households  are  recent 
purchasers  who  have  never  experienced 
a  severe  market  decline.  "The  uncer- 
tainty of  their  reaction  to  falling  stock 
prices,"  says  Laufenberg,  "is  one  more 
reason  why  the  Fed  must  tread  care- 
fully as  it  tries  to  keep  the  economy  on 
an  even  keel." 


DO  SWEEPS'  SAP 
FED  POLICY? 

A  growing  bank  practice  stirs  fears 

Is  the  Fed's  ability  to  conduct  mone- 
tary policy  under  threat?  Some  ob- 
servers worry  that  the  agency  is  losing 
control  of  its  main  policy  target — the 
federal  funds  rate,  which  is  the  interest 
rate  that  commercial  banks  charge  each 
other  for  overnight  loans  to  meet  the 
Fed's  reserve  requirements. 

The  purported  culprit  is  rising 
"sweep"  activity  by  commercial  banks. 
Because  reserve  balances  earn  no  in- 
terest, more  and  more  banks  have  been 
using  computer  programs  to  sweep  ex- 
cess funds  overnight  from  checking  ac- 
counts, which  are  subject  to  reserve  re- 
quirements, into  money-market  savings 
deposits,  which  are  not.  In  recent  years, 
they  have  swept  more  than  $180  billion 
out  of  checking  accounts  and  thus  cut 
required  reserves  by  nearly  $18  billion. 

The  problem,  contend  some,  is  that 
this  has  reduced  both  the  banks'  margin 
for  eiTor  in  calculating  required  reserves 
and  the  pool  of  funds  they  can  turn  to 
when  they  run  short.  As  a  result,  the 
fed  funds  rate  has  become  a  lot  more 
volatile — making  it  harder  for  the  Fed 
to  keep  the  rate  at  its  target  level. 

The  good  news  is  that  such  fears  are 
exaggerated,  according  to  a  new  study 
by  the  Federal  Reserve  Bank  of  New 
York.  It  finds  that  the  intraday  volatility 
of  the  funds  rate  has  risen  somewhat. 


with  the  gap  between  daily  highs  any 
lows  reaching  as  much  as  two  percenji 
age  points  in  the  past  year.  But  thJ 
rise  is  still  modest  by  historical  stall 
dards.  More  important,  reports  the  ban| 
there  has  been  no  pickup  at  all  in  th| 
volatility  of  other  interest  rates — indl 
eating  that  the  Fed's  ability  to  influenci 
interest  rates  is  as  strong  as  ever.  f 


LITTLE  GUYS  ARE 
MAKING  PLANS 

Small  businesses  are  set  to  expand; 

If  the  economy  has  slowed  significanl 
ly  in  the  second  quarter,  the  nation! 
small  businesses  aren't  aware  of  it.  A| 
cording  to  the  National  Federation  J 
Independent  Business,  small-businesj 
optimism  in  its  April  survey  rose  durinl 
the  month — "anticipating  second-quail 
ter  growth  at  slightly  less  than  4%."  I 
While  small-business  owners  see  somJ 
what  slower  growth  farther  ahead,  the! 
spending  projections  haven't  slackeneJ 
Hiring  plans  rebounded  to  near-recorj 
levels,  capital  spending  intentions  stayel 
strong,  and  plans  to  build  inventories 
surged  higher.  The  number  who  feel  it  I 
a  good  time  to  expand  remained  at  it] 
second-highest  reading  in  years. 


MORE  ROOM 
AT  THE  TOP 

The  expansion  has  headhunters  bus; 

America's  six-year-old  expansion  i 
fueling  unprecedented  demand  fo 
senior  staff.  According  to  Korn/Ferr 
International,  a  global  executive-searc 
firm,  U.  S.  and  Canadian  openings  fo 
executives  earning 
$100,000  and  up 
posted  a  37%  leap 
in  the  first  quar- 
ter from  their  lev- 
el a  year  ago — the 
biggest  quarterly 
surge  in  more 
than  10  years. 
And  although  de- 
mand for  execu- 
tives was  flat  in 
Europe,  the  firm's 
global  tally  rose 
20%  in  the  past 
year  as  strong 
gains  in  the  Asia- 
Pacific  region  and  Latin  America  rein 
forced  the  robust  U.  S.  showing. 


EXECUTIVE  DEMAND 
IS  ON  A  ROLL 

40  


Ql'96  Ql'97 
A  PERCENT  CHANGE  FROM 

YEAR-EARLIER  LEVEL 
•U.S.  AND  CANADA 
DATA  K0RN/FERRY  INTERNATIONAL 
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How  do  we  bring  our  customers  one  of 
the  lowest  electric  costs  in  America? 

We  follow  a  simple  pattern.  We  cut  costs  and  tailor  our  business  to  run  more  efficiently.  As  a  result  our  prices  are  16%  below 
the  national  average  and  among  the  lowest  in  the  nation.  Which  is  something  that  suits  our  3.6  million  customers  perfectly. 


SOUTHERN  tSk 
COMPANY 

Energy  to  Serve  Your  World™ 


the 

"there's  got 
to  be  some 
money  hiding 
around  here 
somewhere" 

solution 


Are  you  sitting  on  assets  that 
could  be  making  money?  Do 
you  have  a  database  with  a 
market  that  you've  never  even 
considered?  An  IBM  Internet 
solution  can  change  all  that. 

Take,  for  example,  Knight-Ridder 
Informations  research  library 
with  over  1.5  million  titles.  We 
helped  satisl\  their  customers 
information  needs,  worldwide, 
by  offering  them  this  resource 
over  the  Internet.  Demand  is 
so  great,  they  project  a  tenfold 
increase  in  revenue. 

That's  the  power  you  get  with  an 
IBM  Internet  solution,  a  unique 
combination  of  technology, 
professional  services  and  know- 
how  that's  enabling  a  world  of 
e-business  opportunities. 

Learn  how  to  maximize  your 
assets  using  the  Internet. 
Just  drop  by  wwvv.ibm.com/ 
internetsolutions,  or  give  us  a 
call  at  1  800  [BM-7080,  ext. 

lor  our  free  brochure 
on  commerce  solutions. 


Solutions  for  a  small  planet 


P.  S.  Bottom  line,  friend:  Getting 
your  due  is  even  easier  with 
2.8%  APR  GMAC  financing* 
O  R 

$399  per  month  for 
a   36-month  lease 
with   $3,044   due  at 
lease   signing  (includes 
security  deposit). t 


Length  of  contract  is  limited.  Other  finance  rates  available  as  length  of  contract  increases.  Dealer  financial  participation  may  affect  consumer  cost.  You  must  take  retail  deliver 
from  oealer  stock  by  June  30, 1997.  See  your  participating  dealer  for  qualification  details.  ^Taxes,  license,  title  fees  and  insurance  extra.  36,000  miles  allowed  GMAC*  mu< 
approve  lease  Example  based  on  a  specially  equipped  1997  Riviera.  Payments  may  be  higher  in  AL,  CA,  CT,  HI,  ID,  NY,  OR,  Rl,  TX,  VA  and  WA  You  must  take  retail  delivery  oi 
ot  dealer  stock  by  June  30, 1997.  See  your  dealer  for  qualification  details.  ©1 997  GM  Corp.  All  rights  reserved.  Riviera  is  a  registered  trademark  of  GM  Corp  Buckle  up  Americ 
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MMES  C.  COOPER  &  KATHLEEN  MADIGAN 


IE  FED'S  DECISION: 

AS  IT  ECONOMICS  OR  POLITICS? 

ybe  a  little  of  both,  but  you  still  can't  rule  out  another  rate  hike 


ITS.  ECONOMY 


CLAIMS  RETREAT 
AFTER  A  BIG  RISE 
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T.  28,  '96  MAY  10,  '97 

3USANDS 

DATA:  LABOR  DEPT. 


Based  solely  on  economics, 
trying  to  guess  what  Federal 
:rve  policymakers  would  do  at  their  May  20  meet- 
ivas  one  of  the  toughest  calls  in  recent  memory, 
watchers  were  sharply  divided,  and  none  held 
'  views  with  any  great  conviction.  On  political 
rids,  however,  the  choice  to  leave  interest  rates  un- 
ged  was  a  clear  winner. 

The  Fed  already  had  taken 
heat  from  political,  business, 
and  labor  interests  following 
its  preemptive  rate  increase 
on  Mar.  25.  The  same  groups 
were  gearing  up  for  more  at- 
tacks if  the  Fed  hiked  rates 
again  for  no  obvious  reason. 
Some  60  senators  and  repre- 
sentatives sent  Chairman  Alan 
Greenspan  &  Co.  an  appeal  on 
May  16,  urging  them  to  hold 
■  fire.  Also,  a  hike  would  have  looked  like  a  slap  in 
?ace  to  Congress  and  the  White  House  after  they 
cut  a  deal  to  balance  the  budget,  something 
;nspan  repeatedly  has  called  for. 
the  end,  economics  probably  ruled  the  day — that 
Greenspan's  forecast  that  growth  will  slow  to  a 
tolerable  pace.  The  very  fact  that  the  recent  data 
lot  make  an  urgent  case  for  even  a  preemptive  rate 
right  now  was  undoubtedly  the  best  argument 
waiting  a  while  longer.  The  Fed  will  give  itself 
to  look  at  future  data  to  see  if  they  confirm  or 
the  latest  signs  that  the  economy  is  slowing  on  its 
from  its  overly  rambunctious  pace. 

THE  ISSUE  of  the  economy's  underlying 
lgth — and  its  inflation  potential — is  far  from  settled, 
the  Fed  most  likely  kept  policy  officially  biased  to- 
1  tightening.  On  the  surface,  the  data  support  the 
down  view,  but  growth  fundamentals  still  look  sol- 
specially  in  the  job  markets,  suggesting  that  any 
ing  may  be  short-lived  (chart).  If  so,  the  Fed  will 
ack  to  take  out  some  more  inflation  insurance  at  its 
1-2  meeting. 

lat  anticipation  was  a  key  reason  why  the  bond 
set's  reaction  to  the  Fed's  inaction  was  tepid,  al- 
gh  stocks  rallied  strongly.  Also,  the  no-hike  decision 
led  the  dollar  still  lower,  another  depressant  on 
Is.  The  trade-weighted  value  of  the  greenback  has 


INFLATION-ADJUSTED 
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▲  PERCENT  CHANGE  FROM  A  YEAR  AGO, 
THREE-MONTH  MOVING  AVERAGE 
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declined  by  4%  since  early  May,  and  further  weakening 
would  slowly  erode  an  important  anti-inflationary  force 
that  has  been  in  place  for  a  year. 

The  recent  batch  of  economic  reports  highlights  the 
uncertainties  about  the  slowdown  forecast:  Industrial 
production  and  operating  rates  fell  in  April,  but  those 
declines  reflected  auto-industry  strikes.  Builders  ap- 
peared less  upbeat  about  the  housing  market  in  early 
May,  but  April  housing  starts  rose.  And  despite  slower 
April  job  growth,  initial  unemployment  claims  in  early 
May  fell,  retracing  nearly  all  of  their  recent  rise. 

And  most  recently,  surging 
exports  shrank  the  March     IMPORTS  ARE  SURGING, 
trade  gap  to  a  much  lower-      BUT  SO  ARE  EXPORTS 
than-expected   $8.5  billion, 
down  from  $10.5  billion  in 
February  and  $12.3  billion  in 
January.  Exports  of  goods  and 
services  jumped  4.1%  after  a     " — merch/ 
4%  gain  in  February,  the 
strongest  two-month  rise  in 
three  years  (chart).  Aircraft 
shipments  to  China  led  the 
March  increase,  along  with  industrial  equipment  and 
consumer  goods.  Strong  imports  will  limit  this  year's 
improvement  in  the  deficit,  though.  They  rose  1.2%  in 
March,  reflecting  sturdy  U.  S.  demand. 

Still,  the  trade  outlook  is  improving  as  the  economies 
of  Europe  and  Japan  gather  steam  and  as  the  dollar's 
new  softness  enhances  competitiveness.  In  addition  to 
the  strong  dollar,  last  year's  deterioration  in  the  trade 
deficit  was  another  anti-inflation  ally  of  the  Fed,  as 
reduced  foreign  demand  offset  some  of  the  steam  in  the 
domestic  economy.  But  as  the  latest  trade  data  suggest, 
that  counterbalance  may  be  waning. 

GREENSPAN  S  EXPECTED  SLOWDOWN  depends 

most  crucially  on  domestic  demand,  especially  con- 
sumers. However,  right  now  that's  the  area  in  the  out- 
look with  the  most  uncertainty.  Sure,  retail  sales  soft- 
ened in  April,  but  consumer  fundamentals  are  as  strong 
now  as  they  were  during  the  winter  spending  spree. 

Indeed,  the  drop  in  jobless  claims  strongly  suggests 
that  the  rise  in  filings  was  exaggerated  by  auto  strikes 
and  Midwest  flooding,  and  that  labor  market  condi- 
tions and  income  prospects  are  as  upbeat  as  ever.  Also, 
the  Johnson  Redbook  Service's  retail  survey  shows 
that  buying  through  mid-May  has  picked  up,  and  early 
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reports  on  May  car  sales  look  stronger.  In  addition,  the 
University  of  Michigan's  preliminary  May  index  of  con- 
sumer sentiment  hit  a  record  high  of  104.6. 

Moreover,  Wall  Street  has  more  than  recovered  its 
earlier  large  losses.  While  the  size  of  any  wealth  effect 
is  debatable,  the  earlier  runup  in  stock  values  clearly 
coincided  with  surprisingly  strong  spending.  Now  that 
stocks  have  rebounded,  the  possibility  of  further  influ- 
ence on  buying  and  borrowing  cannot  be  dismissed. 

After  the  past  year's  strength,  housing  does  not  ap- 
pear to  have  much  left  to  add  to  overall  growth.  Still, 
with  mortgage  rates  back  down  a  bit,  mortgage  appli- 
cations to  buy  a  home  have  ticked  up  in  recent  weeks. 
In  fact,  the  2.6%  increase  in  April  housing  starts  means 
that  building  began  the  quarter  at  a  higher  level  than 
the  first-quarter  average.  However,  multifamily  projects 
led  the  April  gain.  Single-family  starts,  75%  of  the  to- 
tal, increased  only  a  scant  0.3%. 

IN  ADDITION  TO  CONSUMERS,  the  Fed  also  will 

be  watching  the  industrial  sector  for  signs  that  pro- 
ducers' ability  to  satisfy  demand  is  putting  strains  on 
industrial  capacity.  That  didn't  appear  to  be  a  problem 
in  April.  Industrial  production  was  unchanged  from 
March,  and  the  rate  of  capacity  use  fell. 

However,  April  output  was  held  back  by  strikes  at 
General  Motors  Corp.  and  Chrysler  Corp.  Excluding 
motor  vehicles  and  parts,  manufacturing  output  rose 


SPAIN 


OUTPUT  IS  GROWING 
FASTER  THAN  CAPACITY 


0.2%,  and  it  is  on  track  this  quarter  to  grow  at  a  5V 
annual  rate,  similar  to  the  pace  of  the  two  previou 
quarters.  The  April  drop  in  auto  production  will  b 
reversed  in  May,  as  well  as  the  decline  in  overall  outpu] 
and  operating  rates.  Also,  the  strikes  have  increase 
Detroit's  need  to  boost  inventories. 

Prior  to  the  April  data, 
pressure  on  production  capac- 
ity had  been  growing.  The  fac- 
tory operating  rate  hit  82.8% 
in  March,  a  1^-year  high,  be- 
fore dipping  to  82.4%  in  April. 
Even  given  the  drop,  the  an- 
nual trend  in  output  growth 
continues  to  outpace  the 
growth  in  available  capacity 
(chart).  That  pattern  cannot 
continue  without  creating 
pressures  on  supply,  such  as  bottlenecks  in  productio 
and  distribution,  that  have  preceded  price  increases 

To  be  sure,  the  wholesale  and  retail  price  indexes  r< 
main  as  tame  as  ever.  But  the  Fed  is  thinking  mor| 
about  inflation  in  1998.  It  knows  that  to  be  assured  th 
prices  remain  contained  next  year,  the  economy  wi 
have  to  slow  this  year.  If  that  slowdown  is  not  an; 
clearer  in  coming  weeks,  the  possibility  of  another  pr 
emptive  rate  hike  will  be  back  on  the  table  in  July,  r 
gardless  of  any  political  consequences. 
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RATE  CUTS  NOW...  JOBS  SOON 


After  a  year  in  power,  Prime 
Minister  Jose  Maria  Aznar 
must  feel  pleased.  His  conserva- 
tive government,  after  14  years 
of  Socialist  rule,  has  taken  infla- 
tion and  interest  rates  to  record 
lows  and  cut  the  gov- 
ernment deficit.  Spain 
now  stands  on  the 
threshold  of  first- 
round  entry  into  a  sin- 
gle-currency Europe, 
and  money  is  pouring 
into  its  financial  mar- 
kets. But  while  in- 
vestors rejoice,  the 
pain  of  fiscal  belt- 
tightening  has  left  un- 
employment at  more  than  20%, 
and  there  are  few  signs  that  the 
government  has  garnered  any 
new  swell  of  popular  support. 

Clearly,  economic  prospects  are 
improving,  and  the  recovery  now 


INFLATION  HITS 
AN  ALL-TIME  LOW 
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appears  self-sustaining.  Job  growth 
in  1997  is  accelerating,  with  regis- 
tered unemployment  below  the 
1992  prerecession  low.  Growth  in 
1996  was  export-led,  but  domestic 
demand  is  picking  up.  First-quar- 
ter household  spend- 
ing was  strong,  con- 
struction is  on  the 
mend,  and  business  in- 
vestment continues  to 
advance.  First-quarter 
economic  growth  rose 
to  2.7%,  and  the  gov- 
ernment's 3%  growth 
target  for  1997  ap- 
pears attainable. 
Rate  cuts  are 
spurring  the  domestic  economy. 
The  Bank  of  Spain  trimmed  a 
quarter  point  off  its  short-term 
rate  on  May  16 — the  12th  cut  in 
17  months — reducing  rates  by  a 
total  of  4  points,  to  5K%,  an  all- 


time  low.  The  recent  cuts  are  not 
yet  reflected  in  domestic  demand. 
Also,  the  5%  drop  in  the  trade- 
weighted  peseta,  plus  improving 
growth  abroad,  will  continue  to 
lift  exports.  The  bank's  move  fol- 
lowed news  that  April  inflation 
fell  to  a  record-low  1.7%,  reflect- 
ing past  deregulation  and  a  mod- 
eration in  service  prices  due  to 
more  modest  wage  deals. 

The  May  16  labor-market  re- 
forms address  a  key  problem: 
Nearly  all  new  1996  contracts 
were  for  temporary  jobs,  a  trend 
that  has  hurt  confidence  and  the 
recovery.  The  program  offers 
companies  cheaper  severance 
costs  for  permanent  hires  and  tax 
credits  for  moving  temps  to  per- 
manent jobs.  The  move  will  help 
the  youth  and  the  long-term  un- 
employed, and  it  may  even  bolster 
support  for  Aznar's  government. 


0,; 


32  BUSINESS  WEEK  /  JUNE  2,  1997 


BRIGHT  IDEAS  HELP  ENSURE 

y're  looking  forward  to  a  world  of  wonders.  Of  opportunity.  A  world  in  which  all  things  seem  possible.  At 
er  Corporation,  we  share  that  vision.  Our  goal  is  to  create  the  products  that  will  shape  a  brighter  future  for  all 
children.  That's  why  our  Bayer  research  teams  continue  to  develop  ways  to  make  cars  safer,  longer-lasting  and 
e  fuel  efficient.  And  why  we're  creating  superior  home  insulation  materials  that  save  energy  and  make  homes 

BRIGHT  FUTURES. 

■e  comfortable.  Bayer  crop  protectants  help  ensure  an  abundant  food  supply.  And  many  of  our  healthcare 
ducts  are  now  working  to  wipe  out  some  of  today's  major  diseases.  We  make  over  8,000  products  and  spend 
ons  of  dollars  in  research  every  year.  It's  part  of  Bayer's  commitment  to  put  a  world  of  innovation  to  work 
you— now  and  for  generations  to  come.  Because  a  brighter  future  is  something  we  can  all  look  forward  to. 


News:  Analysis  &  Commentary 


FAST-FOOD 
FIGHT 


McDonald's 
aggressive 
growth 
strategy  isn't 
going  down 
well  with 
rebel 

franchisees 


Within  the  McDonald's  empire, 
the  Nibeels  of  Orange 
County,  Calif.,  are  known  as 
a  McFamily — a  clan  of  fast- 
food  franchisees  with 
ketchup  running  through  their  veins. 
Brothers  Chuck,  Bob,  and  Bill  spent 
their  adolescence  in  the  1960s 
dressing  burgers  and  french- 
frying  spuds  at  their  dad's 
busy  McDonald's  in 
Westminster.  Each 
went  on  to  make  his 
fortune  as  an  indepen- 
dent  McDonald's  own- 
er-operator,  working 
seven-day  weeks  and 
rich  incomes  as  the  chain  prospered. 

Now,  however,  McDonald's  Corp.'s  re- 
lentless growth  formula  is  pitting  Nibeel 
brother  against  brother.  In  July,  1996, 
McDonald's  opened  one  of  its  hundreds 
of  new  stores  just  down  the  road  from 


Chuck  but  awarded  ownership  to  Bob. 
After  Chuck  protested  to  McDonald's 
Oak  Brook  (111.)  headquarters,  McDon- 
ald's USA  President  Edward  H.  Rensi 
ultimately  sided  with  Bob.  Now,  Chuck 
is  suing  the  company  for  encroaching 
on  his  business.  He  and  Bob  haven't 
spoken  in  a  year  and  a  half,  he  says. 
Bill,  who's  still  running  his  father's 
store,  remains  neutral,  but  he  wor- 


the  corporation  itself.  In  recent  yean 
the  company  has  launched  an  unprec* 
dented  expansion  to  increase  marke 
share,  as  Burger  King  Corp.  and  otht 
rivals  gained  ground  with  tastier  proci 
ucts  and  sharper  marketing.  But  thl  I 
additional  stores  have  cannibalized  bus  ,; 
ness  at  existing  locations,  squeezin 
franchisees'  profits  per  outlet.  Sales  f  tal 
stores  open  more  than  a  year  wer 


Mickey  D's  wants  market  share, 


earning 


ries  that  the  company  is  undermining 
its  operators:  "You  work  and  work  to 
build  up  your  business,  and  they  can 
take  a  piece  away." 

OPEN  REVOLT.  A  bigger  version  of  the 
Nibeel  feud  is  now  erupting  in  the  larg- 
er McDonald's  family — between  some  of 
the  franchisees  who  account  for  85%  of 
the  $32  billion  company's  U.  S.  sales  and 


down  6.4%  in  '96,  on  top  of  a  2.5%  deftai 
cline  in  '95. 

With  their  admittedly  comfortabl 
livelihoods  threatened  (an  average  M< 
Donald's  still  nets  its  owner  more  tha 
$100,000  a  year),  activist  franchisee)', 
are  in  open  revolt  for  the  first  time  i 
20  years.  Consortium  Members  Inc  . 
an  organization  that  claims  "hundreds: 
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issident  members,  has  taken  its 
to  Wall  Street  and  the  press,  call- 
*or  slower  expansion  and  legisla- 
that  would  protect  franchisee 
s.  McDonald's  executives'  "primary 
3  is  the  stock  market  and  their 
)nal  wealth  at  the  expense  of  fran- 
ses,"  Dick  Adams,  a  former  Mc- 
ild's  owner-operator  and  head  of 
Consortium  group,  charged  at  a 


so  they  can  get  additional  stores  and 
make  more  money  in  the  aggregate, 
Greenberg  says.  They're  less  concerned 
by  cannibalization,  he  adds,  than  by 
price  competition,  tight  labor  markets, 
and  other  issues  that  have  a  bigger  ef- 
fect on  their  bottom  lines. 

Even  so,  Greenberg  is  moving  to 
calm  the  waters.  He's  planning  a  re- 
structuring of  McDonald's  thick  U.  S. 
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volume  when  they  buy  new  outlets, 
their  overall  margins  shrink.  McDon- 
ald's also  says  it  will  beef  up  its  disap- 
pointing 55(2  promotion  on  Big  Macs  and 
breakfast  meals. 

Yet  the  conflict  over  expansion  won't 
go  away  easily.  While  the  chain  is  slow- 
ing its  new  construction  push,  it's  still 
planning  as  many  as  600  new  stores  in 
'97,  Greenberg  says.  Such  growth  al- 
most inevitably  sets  McDonald's  at  odds 
with  many  franchisees.  The  company, 
after  all,  makes  money  by  collecting  a 
percentage  of  each  store's  sales — so  it 
pays  for  the  chain  to  boost  overall  vol- 
umes by  adding  more  stores.  Even  if 
new  sites  generate  lower  per-store 
volumes  and  cut  into  existing  terri- 
tories, the  chain  can  prosper  if 
overall  sales  rise,  especially 
since  it  usually  collects  high- 
er rents  at  the  new  outlets. 
"For  McDonald's,  it  makes 
sense  to  move  sales  dol- 
lars to  the  new,  high- 
j,        er-rent  stores,"  gripes 
J^>>  Adams. 

BIG  IDEAS.  Long 
term,  though,  mak- 
ing each  store  less 
profitable  to  owners 
could  backfire.  As  op- 
erators juggle  more 
outlets,  they  could 
skimp  on  quality. 
Stores  could  deteriorate 
if  they  don't  have 
money  to  reinvest,  and 
national  promotions  could 
stumble  if  owners  refuse  to 
go  along  with  price  cuts.  Plus,  frac- 
tious relations  with  franchisees  could 
discourage  a  source  of  innovation:  It 
was  franchisees,  after  all,  who  invented 
the  Big  Mac  and  Egg  McMuffin,  as  well 
as  efficiency  methods  that  helped  make 
McDonald's  the  quick-service  champ. 

The  McDonald's  family  feud  has  some 
stockpickers  nervous.  "If  you're  a  fran- 
chisee, you're  going  to  start  thumbing 
your  nose  at  them  and  do  everything 
you  can  to  keep  your  margins  up,"  pre- 
dicts Gregory  L.  Jackson,  portfolio  man- 


ager at  Yacktman  Asset 

outlets  are  cannibalizing  older  stores  IaXThoch^™ 

clear  of  the  stock  recently. 


ago  news  conference  on  May  21. 
cDonald's  brass,  steaming  over  the 
publicity,  denies  that  its  expansion 
?  hurts  operators.  Adams'  group 
sn't  represent  anybody"  and  has 
red  many  operators  by  "attacking 
brand,"  counters  Jack  M.  Green- 
,  chairman  of  McDonald's  USA.  Most 
:hisees  want  more  growth,  not  less, 


bureaucracy  to  eliminate  layers  and 
make  Oak  Brook  more  responsive — "ex- 
actly what  the  operators  want,"  he  says. 
The  company  also  is  tinkering  with  its 
mechanism  to  compensate  franchisees 
whose  stores  suffer  when  new  outlets 
open  nearby.  Operators  have  complained 
that  the  existing  program  pays  too  little, 
too  late  and  that,  despite  the  higher 


Most  analysts  still  favor  McDonald's 
growth  prospects — but  mainly  because 
of  the  tremendous  potential  of  its  over- 
seas operations.  Still,  at  around  50,  its 
stock  is  only  now  returning  to  its  early- 
1996  level. ' 

Investors  shouldn't  worry,  Greenberg 
says.  McDonald's  he  says,  recognizes 
the  value  of  its  franchisees,  and  is  de- 
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termined  not  to  let  their  cash  flows  suf- 
fer. "Very  few  people  have  the  opportu- 
nity to  invest  in  a  business  that  will 
give  them  this  kind  of  return,"  Green- 
berg  notes. 

No  question,  McDonald's  owner- 
operators  have  some  of  the  best  deals  in 
franchising.  An  exceptional  store  can 
yield  a  half-million  dollars  in  cash  flow  to 
the  operator,  returning  as  much  as  100% 
on  the  initial  investment  in  the  first 
year.  These  days,  operator  cash  flows 
before  depreciation  and  debt  service  av- 
erage about  $180,000,  down  $30,000  from 
two  years  ago,  according  to  Paul  L. 
Westra,  an  analyst  at  Salomon  Brothers 
Inc.  "Franchisees  have  taken  a  pay  cut, 
but  it's  still  a  damn  good  deal,"  Westra 
notes.  Burger  King  franchisees,  by  com- 
parison, average  about  $125,000  a  year. 
Still,  a  recent  McDonald's  survey 
of  store  opera- 
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tors  obtained  by 

BUSINESS  WEEK 

reflects  discon- 
tent. Nearly  all 
the  120  or  so  re- 
spondents said 
they  were  proud 
to  be  McDonald's 
operators,  and 
71%  were  "satis- 
fied with  being 
part  of  McDon- 
ald's." But  a  large 
majority  predict- 
ed cash  flows  and  equity  values  would 
continue  to  erode.  And  69%  said  the 
company's  strategy  had  strayed  off  "the 
right  track."  Two-thirds  felt  the  com- 
pany did  too  little  to  compensate  them 
for  cannibalization. 

"LEAP  OF  FAITH."  There  are  McDonald's 
owner-operators  who  are  willing  to  bet 
with  the  company  that  expansion  will 
pay  off  eventually.  Locking  up  choice 
real  estate  to  fend  off  competitors 
should  lead  to  better  cash  flows  in  the 
years  ahead,  says  George  J.  Kunz,  a 
Las  Vegas  owner-operator  who  heads 
McDonald's  National  Advertising  Assn. 
"There  is  a  leap  of  faith.  Hopefully,  we 
get  more  stores  and  make  more  money 
in  the  long  run,"  Kunz  notes. 

In  the  end,  though,  McDonald's  can't 
squeeze  its  franchisees  too  hard.  When 
owner-operators  rebelled  over  similar 
issues  in  the  1970s,  founder  Ray  Kroc 
relented,  giving  owners  more  authority 
and  better  communication.  In  the  end, 
McDonald's  comeback  in  the  U.  S.  will 
depend  on  new  products,  stronger  mar- 
keting, and  better  food.  But  there's  an- 
other vital  ingredient:  happy,  enriched 
store  owners. 

By  Greg  Burns  in  Chicago 


WASHINGTON 


LABOR'S 
LAST  LAUGH 

It  didn't  retake  Congress  in  '96,  but  it's  getting  results 


After  the  afl-cio's  $35  million  cam- 
paign to  reclaim  Congress  for  the 
Democrats  fell  short  last  fall,  Re- 
publicans were  quick  to  proclaim 
Big  Labor  the  Big  Loser  of  '96.  Elated 
GOP  lawmakers  derided  AFL-CIO  Presi- 
dent John  J.  Sweeney  for  wasting  mem- 
bers' dues,  and  they  vowed  to  seek  leg- 
islative revenge  for  his  audacious 
assault. 

Half  a  year  later,  those  threats  ring 
increasingly  hollow.  An  aggressive  la- 
bor movement  is  flexing  its  muscle  on 
Capitol  Hill,  sidetracking  Republican 
bills  and  successfully  parrying  moves  to 
curb  union  political  activity  (table).  On 
the  other  end  of  Pennsylvania  Avenue, 
the  AFL-cio  has  won  President  Clinton's 
ear  on  key  issues  such  as  welfare  re- 
form and  has  forged  ties  to  Vice-Presi- 
dent Al  Gore,  who  is  courting  unions 
for  a  White  House  run  in  2000. 


Outside  Washington,  the  AFL-cio  ha 
mobilized  a  poweiful  grassroots  lobbyin 
machine  to  target  vulnerable  Republ 
cans — and  wayward  Democrats — in  thei 
home  districts.  Sweeney  has  backed  u 
the  ground  campaign  with  $5  millio 
for  tv  and  radio  air  attacks  this  yea 
"Labor  didn't  lose  the  elections,"  he  as 
serts.  "Just  look  at  the  behavior  of  Cor 
gress  this  year,  where  you  see  no  broac 
sides  against  working  family  programs, 
GNASHING  OF  TEETH.  The  AFL-CIO  has: 
exactly  pulled  off  a  Gingrich-style  rev 
lution.  It  has,  in  fact,  failed  to  dera! 
big  tax  cuts  or  alter  labor  laws  to  ma 
unionization  easier.  Still,  labor's  effe 
tiveness  has  business  groups  gnashi: 
their  teeth.  "Clearly,  business  is  unha 
py  about  Clinton  giving  in  to  labor  on 
lot  of  issues,"  says  R.  Bruce  Josten, 
senior1  vice-president  at  the  U.  S.  Chan, 
ber  of  Commerce. 
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What  Unions  Have  Won 

On  a  broad  range  of  issues,  unions  are 
mounting  impressive-and 
successful-lobbying  efforts 


COMPTIME 
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The  unions'  surpris- 
ing success  is  a  product, 
in  large  part,  of  last 
fall's  election.  Just  56  of 
the  116  gop  congres- 
sional candidates  target- 
~  ed  by  labor  went  down 
jfeat.  But  18  of  those  were  incum- 
s,  and  many  of  the  60  survivors 
squeaked  by.  Now,  wary  Republi- 
say  they  feel  vulnerable  to  labor's 
wed  attacks.  And  gop  leaders,  fear- 
hat  their  party  will  be  painted  as 
;mist  in  next  year's  campaign,  have 
on  the  back  burner  such  antilabor 
itives  as  eliminating  wage  laws  on 
ral  construction  projects  or  slash- 
the  budgets  of  the  Occupational 
;y  &  Health  Administration  and  the 
onal  Labor  Relations  Board. 
ie  afl-cio  has  worked  hard  to 
itain  its  grassroots  momentum. 


Political  Director 
Steve  Rosenthal 
has  targeted  about 
100  congressional 
districts,  mostly 
Republican,  where 
he  thinks  labors  in- 
fluence can  be  most 
effective.  Rosenthal 
has  pressured  the 
afl-cio's  state  and 
local  councils  to 
turn  out  activists 
on  issues  in  Con- 
gress, and  the 
councils  and  indi- 
vidual unions  are 
now  leafleting,  or- 
ganizing rallies, 
and  running  phone 
banks  and  letter- 
writing  campaigns. 
A  campaign  in  the 
United  Steelwork- 
ers  locals  produced 
54,000  letters  to 
Congress  opposing 
legislation  such  as 
the  balanced-bud- 
get amendment  and  comp  time. 

afl-cio  headquarters  has  supported 
local  activities  with  $1  million  in  TV  and 
radio  ads  so  far  this  year.  One  spot  ran 
in  19  districts,  including  that  of  Repre- 
sentative Todd  Tiahrt  (R-Kan.).  It  fea- 
tures a  decaying  school,  which,  the 
voice-over  implies,  got  that  way  because 
Republicans  gave  away  billions  in  cor- 
porate tax  breaks  rather  than  provide 
money  for  education.  "These  are  lies 
paid  for  by  union  dues,"  says  Tiahrt. 

For  now,  labor's  influence  is  most  ap- 
parent in  the  ongoing  battle  over  legis- 
lation covering  comp  time.  Republicans 
want  a  bill  that  would  let  employers 
give  compensatoiy  time  off  to  employees 
who  work  overtime.  But  labor  argues 
that  the  bill  would  allow  companies  to 
coerce  workers  into  taking  unpaid  comp 
time.  In  response,  Clinton  has  threat- 
ened to  veto  the  bill  and  has  offered  his 


Unions  so  far  have  stopped  a 
Republican  bill  that  would  allow 
employers  to  give  time  off  instead 
of  paying  overtime. 

Clinton  has  agreed  to  union 
requests  to  extend  federal  labor 
law  to  welfare  recipients  and  to 
bar  Texas  from  privatizing 
welfare  administration. 

Labor  blocked  efforts  to 
adjust  the  consumer 
price  index,  which  would  have 
cut  Social  Security  payments. 

Republicans  promised  to  exact 
revenge  on  unions  bycurbingtheir 
ability  to  spend  dues  money  on 
politics.  They  haven't  succeeded. 


support  for  a  Democratic  alternative. 

The  afl-cio  waged  its  battle  in  the 
field.  It  urged  unionists  in  a  dozen  states 
to  call  their  senators  on  a  special  800 
number  and  solicited  30,000  members 
in  those  states  for  permission  to  send 
mailgrams  in  their  names  to  Washing- 
ton. It  also  bought  $100,000  of  radio 
time  to  target  senators  in  nine  states, 
and  local  councils  held  rallies  around 
the  country.  "We  want  our  politicians 
to  know  how  we  feel  about  this  legisla- 
tion," says  Barbara  Janis,  an  Ohio  po- 
litical director  at  unite!,  the  needle- 
trades  union.  On  May  15,  Senate 
Republicans  got  just  53  votes  to  shut  off 
debate  on  their  bill,  seven  less  than  re- 
quired; now,  Republican  leaders  vow  to 
try  again.  "Labor  has  Republicans  on 
the  run,"  grouses  one  corporate  lobbyist. 
"THE  veto  PEN."  Despite  the  loss  of  al- 
lies such  as  former  Labor  Secretary 
Robert  B.  Reich  and  former  White 
House  Deputy  Chief  of  Staff  Harold  Ick- 
es,  labor  has  forged  strong  relations  with 
the  second  Clinton  Administration.  Na- 
tional Economic  Council  Director  Gene 
Sperling  and  White  House  domestic  pol- 
icy adviser  Bruce  Reed  are  readily  ac- 
cessible, and  Sweeney  and  his  aides  talk 
frequently  to  Clinton's  Chief  of  Staff, 
Erskine  B.  Bowles.  The  President  is 
willing  to  "use  the  veto  pen"  to  defend 
labor  against  gop  attacks,  says  White 
House  spokesman  Michael  D.  McCurry. 

Sweeney  himself  meets  the  President 
at  least  once  a  month — sometimes  with 
striking  results.  On  Mar.  28,  he  visited 
the  White  House  with  three  public-sector 
union  presidents  and  persuaded  Clinton 
to  deny  Texas  a  waiver  allowing  com- 
panies to  run  the  state  welfare  program. 
Clinton  also  agreed  to  apply  labor  laws, 
including  the  minimum  wage,  to  workfare 
participants.  That's  clout.  The  afl-cio's 
influence  doesn't  approach  what  it  was 
decades  ago.  But  Sweeney's  big  push 
has  labor  back  on  the  political  map. 

By  Aaron  Bernstein,  with  Ann/ 
Borrus  and  Richard  S.  Dunham,  in 
Wash  ington 


A  TOUGH  TV  MESSAGE  FROM  BIG  LABOR 


Washington  gives  away 
liions  in  special  tax  breaks... 


U.S.  Tax  Code,  IRC  11,27,33 


...rewards  corporations 
that  move  jobs  overseas. 


U.S.  Tax  Code,  IRC  11,27,33 


COMMENTARY 

By  Michael  J.  Mandel 

WHY  THIS  TRADE  GAP  ISN'T  SO  TERRIFYING 


Strong  growth,  low  inflation — and 
a  substantial  trade  deficit?  In  a 
blue  sky  of  upbeat  economic 
statistics,  the  trade  numbers  have 
been  a  dark  cloud.  The  latest  fig- 
ures, released  by  the  Census  Bureau 
on  May  21,  show  that  the  U.S. 
trade  deficit  narrowed  a  bit  in 
March  from  February,  thanks  to 
stronger  exports.  But  so  far  this 
year,  the  trade  deficit  in  goods  is 
running  at  an  annual  rate  of  $203 
billion,  up  from  $133  billion  in  1993. 

The  last  time  the  trade  deficit 
soared  so  high,  in  the  1980s,  it  was 
a  national  crisis  and  a  sign  of  Amer- 
ica's economic  deterioration.  As  the 
trade  deficit  hovered  around  $150 
billion  in  1986  and  1987,  politicians 
vied  to  see  who  could  be  more  pro- 
tectionist. And  why  not?  America's 
industrial  heartland  appeared  pow- 
erless against  efficient  German  and 
Japanese  competitors.  The  semicon- 
ductor industry  appeared  ready  to 
surrender  to  the  Japanese  and  the 
rising  nations  of  East  Asia. 

But  today's  trade  deficit,  while 
larger  than  those  of  the  1980s,  is 
far  less  menacing.  Low  unemploy- 
ment rates  indicate  that  few  work- 
ers are  being  hurt  by  rising  imports. 
Moreover,  U.  S.  companies  are  main- 
taining their  competitive  edge  in 
the  high-skill,  high- wage  industries 
that  have  increased  in  importance 
as  components  of  the  national  econo- 
my. As  a  result,  the  growing  trade 
deficit  has  far  fewer  economic 
consequences  than  it  did  in  the 
1980s. 

TECH  STRENGTH.  Consider  the  no- 
tion that  imports  cost  Americans 
jobs.  That  certainly  rang  true  in 
1986,  when  the  national  unemploy- 
ment rate  was  7%  and  many  states 
were  still  stuck  with  near-recession 
levels  of  joblessness.  Michigan,  Ohio, 


Washington,  and  Texas — and  15 
other  states — had  unemployment 
rates  of  8%  and  above.  Small  won- 
der that  imports  were  seen  as  a  key 
cause  of  the  joblessness,  and  that 
unemployed  auto  workers  could  be 
seen  on  the  nightly  news  smashing 
Toyotas  with  sledgehammers. 

Today,  with  the  national  unem- 
ployment rate  just  below  5%,  there's 
little  evidence  that  imports  are  de- 
priving anyone  of  jobs.  Currently, 
only  five  states  have  unemployment 
rates  exceeding  6%.  Indeed,  a  more 
real  concern  than  the  trade  deficit 
might  be  that  the  Federal  Reserve, 
eyeing  the  low  unemployment  fig- 
ures, could  boost  interest  rates  at 
some  point  to  head  off  inflation. 

LESS  THAN  MEETS  THE  EYE 

The  trade  deficit  is  up,  but  the 
capital-goods  component  is  down 
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Perhaps  more  important,  the  na- 
ture of  the  trade  deficit  has  changed 
over  the  past  decade.  In  the  1980s, 
the  U.  S.  saw  its  competitive  posi- 
tion in  capital  goods  such  as  com- 
puters and  machinery  erode  sharply. 
From  1983  to  1987,  almost  70%  of 
the  growth  of  the  merchandise  trade 
deficit  was  in  capital  goods  and  au- 
tomobiles (table).  At  the  time,  those 
were  America's  high-wage,  high-skill 
industries. 

But  in  the  1990s,  the  U.  S.  has 


held  its  own  in  capital  goods.  More- 
over, despite  the  widening  trade 
gap,  the  U.  S.  is  now  exporting  ad- 
vanced technology  products  such  as 
aircraft  and  high-tech  equipment  at 
rates  that  could  produce  a  $36  bil- 
lion surplus  this  year.  That's  up 
from  a  surplus  of  $25  billion  in  such 
goods  in  1996.  And  the  category  is 
no  longer  so  dominated  by  big  air- 
craft purchases,  either.  Exports  of 
information-technology  equipment 
such  as  semiconductors,  computers, 
and  accessories  are  up  3%  over  last 
year,  while  imports  of  info-tech 
equipment  are  down  3%. 
NEW  THINKING.  The  nature  of  the 
trade  disputes  has  changed  as  well. 
In  the  1980s,  trade  frictions  re- 
volved around  Japan's  bulging  sales 
of  autos  and  electronics  to  the  U.  S. 
Today,  it's  China  that  has  become 
the  focus  of  trade  tensions.  Indeed, 
the  flood  of  Chinese  goods  has  com- 
plicated the  Clinton  Administration's 
efforts  to  extend  China's  most- 
favored-nation  status. 

Despite  the  turmoil,  however,  a 
growing  trade  deficit  with  China  is 
much  less  worrisome  than  a  similar 
deficit  with  Japan.  Japan  was  a 
surging  industrial  and  technological 
rival,  and  its  trade  success  did  have 
implications  for  America's  competi- 
tiveness. China,  in  contrast,  is 
primarily  taking  advantage  of  low 
wages  to  produce  inexpensive  goods 
for  export. 

It's  time  to  get  away  from  think- 
ing about  the  trade  deficit  as  the 
scorecard  on  the  economy.  The  pros- 
perity of  the  U.  S.  is  based  on  its 
rising  productivity  and  high-tech  in- 
vestments— and  that's  true  whether 
the  trade  deficit  rises  or  falls. 

Mandel  is  business  week's  eco- 
nomics editor. 
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USTRIES 


IE  BRIDGES 
FEEL  IS  BUILDING 

limills  head  for  cheap  power  and  growth  overseas 


)u'd  think  Nucor  Chief  Executive 
John  P.  Correnti  would  have  plenty 
;o  keep  him  busy  at  home.  His  steel 
)any  is  growing  furiously,  with  new 
mills  opening  every  year  or  two. 
ed,  he's  pushing  so  hard  that  Nucor 
most  certain  to  surpass  usx  Corp. 
le  largest  steel  company  in  the  U.  S. 
re  the  end  of  the  decade. 
>  why  did  the  busy  executive  jour- 
in  February  to  the  blistering  hin- 
nds  of  northeastern  Brazil  and  tour 
le  factories?  Correnti  was  scouting 
jr  Corp.'s  next  generation  of  steel- 
cers.  Turns  out  that,  in  addition  to 
ing  up  its  expansion  in  the  U.  S., 
Charlotte  (N.C.)  steelmaker  feels 
need  to  go  abroad — to  where  the 
y  big  growth  lies.  Steel  demand  in 
a,  India,  and  Brazil  together  is  ex- 
sd  to  grow  10%  annually  in  com- 
pears, three  times  the  U.  S.  rate, 
lat  growth  is  a  lure  for  Correnti, 
he's  not  alone.  In  less  than  a 
ie,  minimills  such  as  those  operated 
he  likes  of  Nucor  and  ltv  Corp. 
swept  across  America's  steel  belt, 
the  same  players  are  gearing  up  to 
their  minimill  formula  overseas. 
iVDED  MARKET.  Even  as  ltv  starts 
ts  first  minimill  in  Alabama  with 
tiers  British  Steel  PLC  and  Sumito- 
vorp.,  it  is  discussing  plans  to  build 
r  mills  in  Europe  and  Asia.  Anoth- 
kely  global  player  is  North  Star 
1  Co.,  a  division  of  Cargill  ^^^^ 
which  is  in  an  Ohio  joint 
ure  with  Broken  Hill  Pro- 
;ary  Co.  that  could  be  a 
i\  for  foreign  plants.  "This 
nology  is  transferable," 
David  L.  Stickler,  a  steel- 
stry  investment  banker  at 


and  to  make  money."  Others 
are  eager  to  follow  suit.  "If 
the  Brazilians  had  offered  a 
year  or  two  from  now,  when 
we're  a  little  better  estab- 
lished, I  probably  would  have 
jumped  at  it,"  says  Keith 
Busse,  chairman  and  ceo  of 
Steel  Dynamics  Inc.,  a  fast- 
growing  young  minimill  in 
Butler,  Ind. 

This  foreign  push  is  new  for 
the  steel  industry.  While  alu- 
minum   companies    spread  f 
throughout  the  world,  most  jraj 
American  steelmakers  focused  WM 
on  defending  their  home  turf.  J 
But  with  the  domestic  market 
now  crowded  with  new  mini- 
mills,  steel's  hitting  the  road.    NUCOR  FORGES  AHEAD:  Its  Charleston  (S.C.) 

In  Brazil,  Nucor  and  its  minimill  is  part  of  an  a  m  bitious  growth  plan 
partner  figure  to  land  a  lucra-   


tive  tax  and  electricity  deal  from  a  state 
desperate  for  industry.  Then  they'll  hire 
300  or  400  local  farmers  and  textile 
workers,  give  them  a  crash  course  in 
steelmaking,  and  put  them  at  the  con- 
trols of  state-of-the-art  furnaces,  casters, 
and  rolling  mills.  From  its  ocean  port, 
the  mill  will  be  able  to  ship  coils  south 
to  Brazil's  industrial  ports  or  to  export 
them  to  Europe  or  the  U.  S.  Correnti 
says  the  marketing  plan  is  still  under  a 
feasibility  study,  "but  we're  definitely 
rounding  second  base." 


BIG  STEPS  FOR  LITTLE  MILLS 

U.S.  minimills  are  focusing  on  Asia  and  South  America 

LTV,  with  partners  British  Steel  and  Japan's  Sumitomo, 
has  said  it's  interested  in  building  minimills  in  Asia  and 
Europe  once  its  new  Alabama  joint  venture,  Trico  Steel, 

i  I).  isrunningal^ll_Production:  

NORTH  STAR  STEEL,  a  division  of  Cargill,  and  Aus- 
tralia's BHP  are  putting  the  finishing  touches  on  a  new 
Ohio  mill  that  could  be  a  prototype  for  further  ventures 
in  Asia. 


Analysts  expect  the  minimills  to 
spread  first  into  growth  markets  in 
South  America  and  Asia.  Already,  Nu- 
cor is  helping  train  steelworkers  for  a 
new  mill  in  Thailand,  ltv  and  its  part- 
ners are  eyeing  the  same  territory.  Oth- 
er minimills  are  in  the  works  for  China 
and  India.  Meanwhile,  minimills  are  cut- 
ting deals  abroad  to  buy  and  sell  their 
raw  materials.  Nucor  is  shipping  iron 
from  Brazil  and  processing  it  in 
Trinidad.  And  Birmingham  Steel  Corp. 
is  setting  up  a  joint  venture  with 
Japan's  Mitsui  &  Co.  to  ex- 
port 700,000  tons  a  year  of 
scrap  to  Asia  from  California. 
"We're  dipping  a  toe  into  the 
international  waters,"  says 
Birmingham  Chairman  Robert 
A.  Garvey. 

They'd  better  hurry.  The 


rities  Inc.  "All  you  need  is 
cheap  electricity,  and  300 
cers." 

)  far,  Nucor  has  an- 
rced  the  most  ambitious 
— a  project  with  Brazil's 
ipanhia  Siderurgica  Na- 
al  (CSN)  to  build  a  $700 
on  steel  mill  in  the  state 
eara.  Correnti  calls  it  "a 
ce  to  whet  our  appetite 
ie  international  market. 


NUCOR  is  pursuing  a  new  $700  million  steel  mill  in 
northeastern  Brazil  with  a  Brazilian  partner.  The  compa- 
ny is  also  manufacturing  iron  carbide  in  Trinidad  and 
providing  training  for  a  locally  operated  minimill  in 
Thailand. 

DATA  BUSINESS  WEEK 


nology  makes  it  easier  for 
competitors  to  jump  in.  The 
costs  of  building  a  conven- 
tional mill  shielded  the  steel 
giants  from  new  rivals  for 
decades.  Now  that  mills  are 
cheap,  steelmakers  know  that 
no  matter  how  many  borders 
they  cross,  they  won't  be 
alone  for  long. 

By  Stephen  Baker 
in  Pittsburgh 
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OUT  OF  LUCK? 

Players  might 
have  to  give 
up  the  union 


SPORTS  BUSINESS 


WOULD  TRUSTBUSTING 
BE  GOOD  FOR  BASEBALL? 

Curbing  the  antitrust  exemption  poses  a  host  of  new  problems 


By  any  measure,  the  deal  signed  by 
Major  League  Baseball  players  and 
owners  last  March  was  a  landmark, 
ending  five  years  of  image-battering  la- 
bor strife.  But  the  pact  was  historic  for 
another  reason:  It  included  a  little-no- 
ticed clause  committing  the  owners  to 
negotiate  a  partial  end  to  the  antitnist 
exemption  that  baseball  won  in  1922. 

Turning  that  clause  into  law  has  not 
been  easy.  Despite  the  March  agree- 
ment, some  owners  still  dragged  their 
feet — until  Senator  Orrin  G.  Hatch  (R- 
Utah)  threatened  to  hold  hearings  be- 
fore his  Judiciary  Committee.  Owners 
quickly  agreed  on  May  16  to  a  tenta- 
tive deal  to  end  the  exemption's  reach 
into  labor  negotiations.  Now,  "players 
will  have  another  way  of  resolving  dis- 
putes besides  shutting  down  the  game," 
says  Donald  M.  Fehr,  the  players' 
union  president. 

Fehr  had  better  not  celebrate 
yet.  Most  legal  experts  agree 
that  baseball's  antitrust  ex- 
emption,    an  anomaly 
granted  by  the  U.  S. 
Supreme  Court,  is  anti- 
quated. But  while  its  end 
may  resolve  old  problems, 
new  ones  will  arise — for  play- 
ers and  owners.  Players  will  gain 
some  leverage  in  negotiating  with 
management,  but  they  may  sacrifice 
other  advantages.  At  the  same  time, 
owners  who  agreed  to  the  limited 
chant'  ?  could  soon  find  that  they  have 
openeu  the  doors  for  challengers  who 
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want  wider  repeal — including  Yankees 
owner  George  Steinbrenner. 

Under  terms  of  the  new  agreement, 
baseball  players,  like  other  professional 
athletes,  can  sue  owners  on  antitrust 
grounds.  If  owners  collectively  try  to 
restrict  free  agency  when  the  new 
agreement  expires  in  2000,  they  might 
risk  being  charged  with  collusion,  for 
example,  says  National  Labor  Relations 
Board  Chairman  William  B.  Gould  IV. 

Yet  a  series  of  Supreme  Court  and 


lower  court  decision; 
throughout  the  1990 
have  granted  profesl 
sional  sports  team  own 
ers  limited  antitrust  inr. 
munity  in  collective  bargaining,  similar  tj 
what  baseball  is  losing.  So  even  if  thf 
owners  give  up  the  75-year-old  exempi 
tion,  some  courts  may  say  it  still  exist; 
under  more  recent  rulings. 

The  players  also  may  be  jeopardiz* 
ing  then-  union.  A  1996  high  court  decij: 
sion  decreed  that  the  National  Football 
League  players'  union  must  first  dis 
band  if  players  want  to  file  an  antitrus 
suit.  And  some  courts  have  ordered  tha 
existing  labor  agreements  must  remain 
in  effect  until  antitrust  litigation  endsj) 
which  can  take  three  to  five  years.  Th| 
result?  "Ending  the  exemption  is  worth 
far  less  than  it  was  10  years  ago,"  say! 
Stanford  University  economics  professoii; 
Roger  G.  Noll. 

PLAYERS'  ERROR?  The  minor  leaguesi! 
moreover,  are  expected  to  fight  the  pro| 
posal.  Stanley  M.  Brand,  the  Washington 
lawyer-lobbyist  who  doubles  as  the  vice] 
president  of  the  222-member  minoi; 
league  association,  says  that  players; 
could  use  the  antitrust  laws  to  chalS 
lenge  the  reserve  clause,  which  binds^ 
minor  league  players  to  a  major  leagud 
team  for  up  to  six  years.  Without  th(j 
ability  to  control  minor  leaguers'  con] 
tracts,  Brand  says,  the  majors  woukj 
have  little  incentive  to  support  the  mi-| 
nors — a  subsidy  that  adds  up  to  $15( 
million  a  year.  "Any  attempt  to  fiddle! 
with  the  antitrust  exemption  could  de- 
stroy" baseball,  Brand  declares. 

Indeed,  figuring  out  what  parts  oi 
the  exemption  survive  will  likely  be  up 
to  the  courts.  Harvard  University  sports! 
law  professor  Paul  C.  Weiler  says  they 
have  been  willing  to  roll  back  protec- 
tions such  as  those  that  now  let  baseball 
owners  block  teams  from  relocating  and) 
organize  player  drafts. 

The  Yankees'  Steinbrenner  has 
launched  what  could  be  the  test 
case.  In  May,  he  slapped  an 
antitrust  suit  on  other  owners 
who  had  tried  to  block  his 
$95  million  merchandising 
contract  with  Adidas 
America  Inc.  'We're  not 
trying  to  undo  the  exemp 
tion  but,  rather,  limit  it,"  says 
Steinbrenner   lawyer  David 
Boies.  But  if  Steinbrenner  wins 
baseball  owners  could  be  barred  from 
negotiating  exclusive  contracts  to  sell 
merchandise  with  major-league  trade 
marks.  That  would  really  send  them  to 
the  showers. 

By  Paula  Dwyer  in  Washington 
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TRANSPORTATION 


WILL  A  FIGHT  WITH  PILOTS  THROW 
US  AIRWAYS  INTO  REVERSE? 

Without  a  labor  contract,  shrinking  may  be  the  only  option 


TURNING  UP  THE  HEAT:  Wolf  threa  tens  to  cut  routes  and  lay  off  pilots 


Us  Airways  should  be  sitting  pretty. 
The  Arlington  (Va.)-based  carrier 
has  been  profitable  for  two  consec- 
utive years  after  losing  more  than  $2 
billion*  from  1992  to  1994.  And  in  the 
past  year,  it  has  ranked  among  the  top 
three  U.  S.  airlines  for  on-time  perfor- 
mance and  baggage  handling. 

But  the  carrier's  future  is  clouded. 
Company  officials  and  labor  unions  are 
locked  in  a  battle  that  has  stymied  con- 
tract negotiations  for  more  than  two 
years.  And,  just  when  the  company 
needs  all  its  energies  to  fend  off  incur- 
sions by  rivals  such  as  Southwest  and 
Delta  into  its  East  Coast  territory,  the 
protracted  labor  battle  threat- 
ens to  paralyze  the  nation's 
sixth-largest  airline,  say  ana- 
lysts and  company  officials. 

So  CEO  Stephen  M.  Wolf  has 
started  talking  the  tough  talk 
that  he  used  when  he  was  run- 
ning United  Airlines  Inc.  At  i:s 
Airways'  annual  meeting  in 
Philadelphia  on  May  21,  he  told 
shareholders  that  high  labor 
costs  are  forcing  him  to  look 
seriously  at  downsizing  and 
making  us  Airways  a  regional 
airline.  "If  we  cling  stubbornly 


to  the  past,  our  collective  dream  of  be- 
coming a  global  carrier  will  come  to 
naught,"  he  said.  Indeed,  that  same  day 
the  last  vestige  of  an  aborted  alliance 
with  British  Air  disappeared  when  ba 
sold  its  last  us  Airways  shares,  causing 
us  Air-ways  stock  to  plunge  to  below  35. 

Wolf  has  said  that  with  a  better  labor 
deal,  the  company  could  move  forward 
with  a  $300  million  expansion  of  its 
Philadelphia  hub,  and  seek  financing  to 
purchase  $14  billion  in  new  jets  for  do- 
mestic travel  and  $1.5  billion  in  wide- 
body  craft  for  international  routes.  But 
without  a  union  deal,  Wolf  insists  his 
hands  are  tied — and  shrinking  is  the  only 


US  AIRWAYS  IS  FLYING 
BACK  INTO  THE  BLACK.. 


...BUT  ITS  COSTS 
REMAIN  SKY-HIGH 


14 


COST  PER  AVAILABLE  SEAT  MILE 


US  AIRWAYS 


INDUSTRY  AVERAGE 


I/nil 


option.  Analysts  agree.  "It's  a  route  he 
being  forced  down,"  says  Timothy  Rosj 
an  analyst  at  sbc  Warburg  Inc. 

In  a  move  sure  to  rile  the  pilots  fir 
ther,  Wolf  told  shareholders  on  the  21:i 
that  he's  shopping  for  regional  jets.  Pikr 
make  less  flying  such  planes.  The  piloj 
agree  that  the  airline  must  have  a  lean<: 
operation  to  compete.  But  they  say  the 
will  not  accept  a  deal  that  lets  Wolf  coi 
vert  any  more  than  20%  of  the  airliii 
into  a  no-frills,  short-hop  carrier — an 
they  will  only  agree  to  that  if  the  eon 
pany  promises  to  expand  its  internatioi 
al  routes.  Wolf  is  angling  for  taking  40'; 
of  the  fleet  downmarket. 
DOOMED.  The  situation  is  coming  to  ] 
boil.  A  no-furlough  clause  in  the  pilot! 
contract  doesn't  expire  until  June.  Bi 
Wolf  isn't  waiting.  On  May  8,  he  ai 
nounced  a  plan  to  cut  unprofitablj 
routes  and  ground  older  aircraft,  whicj 
would  mean  103  pilots  would  be  laid  o| 
after  June  30.  The  cuts  enraged  en 
ployees  and  the  pilots'  union  immed 
ately  filed  a  grievance.  "This  is  a  cles 
threat  to  play  ball  or  get  downsized  oi 
of  existence,"  says  one  pilot.  Wolf  cal 
that  "an  unfair  characterization." 

If  the  pilots  refuse  to  budge  on  tr 
two-year-old  contract  negotiations.  Wolf 
lingering  hopes  for  expansion  ai 
doomed,  us  Airways  now  says  it  wi 
cancel  all  existing  jet  orders  and  shrin 
the  airline  if  it  doesn't  reach  new  labc 
agreements  by  Sept.  30.  Already,  th 
carrier  has  lost  options  to  purchase 
planes  from  Airbus  Industrie  becaus 
the  deal  was  conditioned  on  reaching 
new  pact  with  the  pilots.  Now,  a  mult 
year  order  for  343  additional  Airbv 
planes,  totaling  $14  billion,  is  also  i 
jeopardy. 

Meanwhile,  as  talks  drag  on,  rivals  ai 
encroaching.  Southwest  and  Delta 
press  have  begun  service  to  Providence- 
a  us  Airways  stronghold — and  have  e3 
panded  their  presence  in  other  i 
Airways  territories  such  as  Florida  an 
Baltimore  Washington  Airport. 

The  carrier's  problems  have  sparke 
speculation  that  Wolf's  enc 
game  is  a  sale.  With  its  $8. 
billion  in  revenues  and  its  e) 
tensive  East  Coast  network,  l 
Airways  would  be  an  attra< 
tive  partner  for  a  major  carrie 
But  privately  airline  execs  woi 
ry  that  trustbusters  woul 
block  any  deal.  For  now,  Wo 
appeal's  to  be  stuck  with  tryin 
to  quell  the  restive  unions- 
while  he  tries  to  steer  his  ne^ 
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By  Christina  Del  Vail 
in  Philadelphi 
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means  having  exactly  what  the 
occasion  demands. 


Palm  Pilot 


PalmPilot  Personal  $299* 

Instantly  syncs 
data  with  your  PC 


To  make  the  right  impression  you  need  the 

proper  information.  The  new  PalmPilot 
connected  organizer  is  how  you  keep  it  close 

at  hand.  PalmPilot  takes  contacts,  e-mail;' 
schedules,  everything  you  thought  was  stuck 

on  your  PC,  and  puts  them  neatly  in  your 
palm.  And  HotSync"  technology  lets  you 

synchronize  that  data  and  all  its  changes 
with  your  PC.  The  new  PalmPilot  is  how  you 

know  you're  always  dressed  for  success. 

Use  the  personal  information  management 
software  included  or  choose  one  of  the 
optional  links  to  Schedule+,  Lotus  Organizer, 
Symantec  ACT!,  ECCO,  Sidekick,  Goldmine, 
Now  Up-to-Date,  Day-Timer  Organizer, 
and  others  (sold  separately)'.' 

Call  1-800-881-7256  ext.  50  or  visit 
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COMMENTARY 


By  Keith  H.  Hammonds 


MEDICARE  GETS  AN  UMBRELLA  FOR  AN  AVALANCHE 


As  Congress  fiddles  with 
the  arcana  of  its  bal 
anced  budget  bill, 
the  disagreeable  prospect 
of  a  Medicare  crisis  al- 
ready is  receding  from 
public  view.  And  why 
not?  The  final  budget 
likely  will   stave  off 
bankruptcy  of  Medi- 
care's trust  fund  until 
2007,  via  some  account- 
ing sleight-of-hand  and 
$115  billion  in  lower 
payments  to  providers 
and  insurers. 

Savings    on  that 
scale  are  no  trifle — until 
set  against  the  enormi- 
ty of  the  real  problem. 
In  2010,  baby  boomers 
will  start  turning  65. 
That  aging  generation, 
80  million  strong,  could 
push  Medicare's  expenses  to 
14%  of  gross  domestic  product  by  2030, 
says  Sylvester  J.  Schieber  of  consul- 
tants Watson  Wyatt  &  Co.,  from  2.5% 
today  (chart). 

FANTASY.  Official  Washington,  largely 
incapable  of  contemplating  a  train 
wreck  so  far  down  the  track,  is  pray- 
ing Medicare  will  have  found  salva- 
tion by  then  in  the  form  of  managed 
care.  That's  a  wishful  fantasy.  While 
shifting  patients  to  health-mainte- 
nance organizations  will  rein  in 
costs — as  it  has  for  business — 
Medicare  can't  realize  the  resulting 
efficiencies.  To  do  so,  Congress  must 
create  a  new  structure  that  allows, 
even  requires,  consumer  choice  and 
competition.  It  must  force  seniors,  in 
other  words,  to  buy  health  coverage 
like  everyone  else. 

True,  hmos  already  are  enrolling 
90,000  to  100,000  senior  citizens  a 
month.  At  that  rate,  the  Congres- 
sional Budget  Office  estimates,  25% 
of  Medicare  recipients  will  be  in 
managed-care  plans  by  2002,  double 
today's  level.  And  HMOs  should  be 
able  to  reduce  those  seniors'  medical 
expenses  by  35%  to  40%,  reckons 
Stanford  University  economist  Alain 
C.  Enthoven,  a  high  priest  of  the 
health-reform  movement. 

There's  a  catch,  though.  The  hmo 
shift  won't  produce  systemic  savings 


because  of  the  archaic  way  Medicare 
compensates  managed-care  plans.  The 
Health  Care  Financing  Administra- 
tion, which  runs  Medicare,  pays  hmos 
a  fixed  rate  per  recipient,  based  on  a 
county's  average  medical  costs.  Typi- 
cally, that  rate  is  higher  than  the 
hmos'  expenses — and  the  hcfa  re- 
quires that  surpluses  be  returned  in 
the  form  of  lower  premiums  and  extra 
benefits  such  as  pharmacy  coverage. 

It's  such  goodies  that  lure  seniors 
into  managed  care.  So,  while  cutting 
payments  to  hmos  would  reduce 
Medicare's  tab,  slashing  too  much 
will  cause  insurers  to  pull  the  perks. 
And  Medicare  can't  afford  that.  It 
needs  to  shift  the  elderly  as  quickly 
as  possible  out  of  its  traditional  plan, 
which  provides  no  effective  checks 
on  health  spending.  If 
it  succeeds,  average 
costs  should  decline— 
and  the  compensation 
formula  will  allow  the 
hcfa  to  pay  HMOS 
less.  Larger  man- 
aged-care popula- 
tions, moreover, 
should  produce  lower 
medical  costs  even 
for  Medicare  recipi- 
ents who  aren't  in 
hmos,  predicts  consul- 


THE  BOOMER  BURDEN 


MEDICARE  EXPENSES 
-  SHARE  OF  GROSS 
DOMESTIC  PRODUCT* 


tant  Peter  D.  Fox,  a  former  hcfa 
official. 

The  hcfa  acknowledges, 
though,  that  these  solu- 
tions don't  produce  sav- 
ings nearly  fast  enough. 
So  Medicare  is  experi- 
menting with  other 
ideas.  In  Denver,  it 
wants  hmos  to  bid  on  a 
contract  to  provide  a 
predetermined  package 
of  benefits.  It  also  fa- 
vors legislation  allowing 
provider  groups  to  cre- 
ate their  own  Medicare 
hmos,  which  could  cut 
administrative  costs. 

Enthoven  argues 
that  there's  a  much 
quicker,  better  way. 
Give  every  senior  a 
fixed  sum,  he  says,  and 
let  them  buy  health  in- 
surance on  their  own.  hmos 
would  bid  for  their  business,  offer- 
ing varying  benefits  at  different 
prices.  If  seniors  wanted  a  plan  that 
costs  more  than  their  Medicare  sub- 
sidy, the  difference  would  come  out 
of  their  pockets.  Forcing  the  elderly 
to  become  sharp-eyed  health-care 
consumers  would  help  keep  a  lid 
on  rates. 

Even  that  may  not  counter  the 
impending  demographic  cataclysm. 
"All  this  still  begs  the  question,  what 
does  society  want?"  says  Bruce  Mer- 
lin Fried,  who  directs  the  agency's 
managed-care  programs.  As  a  nation, 
we  have  yet  to  consider  just  what 
we're  willing  to  pay  to  keep  funding 
our  seniors'  medical  care.  As  we  put 
the  question  off,  80  million  boomers 
grow  older— and  more  vested  in  a 

system  that  promises 
unlimited  doctor  vis- 
its and  relative  secu- 
rity. The  longer  we 
wait,  the  more  likely 
their  resistance  will 
translate  into  political 
intractability  and  the 
path  to  true  reform 
will  become  all  the 
more  daunting. 


2030 

ASSUMES  CURRENT  RATE  OF 
HEALTH-CARE  INFLATION 

DATA  WATSON  WYATT  WORLDWIDE 


Hammonds  writes 
on  social  issues. 
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NORTEL 
INTRODUCES 
POWER 


NETWORKS 


DIGITAL  SWITCHING 


speed  of  Ind v?  It  can  be. 


tODUCING  POWER  NETWORKS.  Today,  at  the  Indianapolis  Motor  Speedway,  there's  someth  mg  moving 
more  reliably  and  more  efficiently  than  ever  before:  their  new  digital  communications  and  computer  network  A 
r  Network.  Designed  by  Nortel. 

Customized  to  Indy's  specific  needs,  the  Power  Network  integrates  and  enhances  all  of  the  Motor 
Jway's  existing  communications  networks.  So  every  aspect  of  their  business  operations  -  from  their  telephone 
n  to  global  Web  access  on  the  Internet  to  their  call  center  -  works  faster  more  reliably  and  more  cost-efficiently. 

All  of  which  allows  them  to  truly  deliver  for  their  customers.  From  the  drivers  and  teams  to  the  fans,  both  at 
ice  and  around  the  world.  And  a  Power  Network  can  do  the  same  for  you.  Just  give  us  a  call  or  head  for  our  Web 
id  find  out  if  your  business  is  moving  as  fast  as  it  can  be. 


N0RTEL 

NORTHERN  TELECOM 


ou  have  a  Power  Network?  Visit  our  Web  site  at  www.nortel.com/powernetworks12  or  call 


I0RTEL.  department  12. 


I  S?7  Northern  Telecom.  Power  Networks,  Nortel  and  the  Nortel  globemark  are  trademarks  of  Northern  Telecom.  Indy  is  a  registered  trademark  of  IMS  Corp.  Used  with  permission. 


News:  Analysis  &  Commentary 


EXECUTIVE  SUITE 

THE  WRINKLE  IN 
AETNA'S  MAKEOVER 

A  sudden  exit  will  probably 
not  slow  the  pace  of  change 

On  the  morning  of  May  15,  Aetna 
President  Joseph  T.  Sebastianelli 
walked  into  the  office  of  Chairman 
and  ceo  Ronald  E.  Compton.  "I  have 
something  to  tell  you  that  is  going  to  be 
an  unhappy  surprise,"  Compton  recalls 
Sebastianelli  saying.  He  then  announced 
his  resignation,  citing  conflicts  between 
family  and  business  life.  Sebastianelli, 
50,  isn't  talking,  but  sources  at  Aetna 
Inc.  say  he  faces  problems  involving  his 
two  teenage  sons.  "The  family  thing 
was  real,"  says  Viee-Chairman  Richard 
L.  Huber.  "It's  not  a  euphemism." 

Aetna's  board  must  now  find  a  new 
president — and  heir  to  Compton,  who 
retires  next  March.  Sebastianelli  was  a 
pivotal  player:  He  arrived  at  the  insur- 
er last  year  when  it  merged  with  U.  S. 
Healthcare  Inc.,  a  leading  health-main- 


tenance organization.  He  and  fellow 
U.  S.  Healthcare  execs  were  supposed  to 
help  change  Aetna  from  an  old-line  in- 
surer to  a  top  player  in  managed  care. 

Both  leading  candidates  to  succeed 
Sebastianelli  are  likely  to 
keep  Aetna's  makeover  on 
track,  but  they  may  have 
different  approaches.  Hu- 
ber, 60,  a  former  Citibank 
executive,  joined  the  in- 
surer in  1995.  He  oversaw 
the  sale  of  the  $4  billion 
property  and  casualty 
business  in  1995,  and 
helped  land  the  $8.9  bil- 
lion U.  S.  Healthcare  deal. 
Unwedded  to  traditional 
insurance  businesses  and 
a  strong  financial  strate- 
gist,  he  should  continue  SEBASTIANELLI: 

chUangeg       aggressive  The  two  top  candidates 
But  the  board  also  will  for  his  job  would  likely 
look  at  Michael  J.  Cardiiio,  take  different  roads  to 

54  now  president  of  the  ^  ^  ^ 
Aetna/U.  S.  Healthcare 
health  business.  Another  U.S.  Health- 
care transplant,  he  is  steeped  in  the 
managed  care  world.  The  rap  on  the 
marketing  whiz,  however,  is  that  he  is 


not  sufficiently  well  rounded  to  leapfro 
to  the  ceo  level,  say  Aetna  insiders.  " 
think  they've  got  a  real  issue  with  re 
gard  to  that  role,"  says  Salomon  Brotl 
ers  Inc.  analyst  Robert  Hoehn. 

After  Sebastianelli  gav 
notice,  Compton  assure 
investors  that  there  wi 
be  no  detour  in  Aetna's  rt 
vamping.  (Aetna  share 
dropped  on  the  news,  the 
recovered.)  He  says  he  wi 
assume  the  added  dutie 
of  president  with  Sebas 
tianelli's  departure  and  as 
sist  the  board  in  finding 
successor. 

For      now,  Aetna' 
makeover  seems  to  be  pn 
ceeding  smoothly.  U. 
Healthcare  contribute 
more  than  two-thirds 
Aetna's  1996  revenues 
$15.2  billion.  And,  thani 
to  consolidation  and  sta: 
reductions,  analysts  expe( 
profits  to  jump  50%  i 
1997  to  $865  million.  Sebastianelli's  d< 
parture  shouldn't  end  this  work  i 
progress. 

By  Tim  Smart  in  New  Have 


ECONOMICS 

DOES  IT  MATTER 
IF  YOU'RE  N0.1? 

Maybe  not.  But  the  sniping 
over  country  ratings  heats  up 

■  f  nations  could  climb  into  the  ring 
I  and  duke  it  out  like  Mike  Tyson  and 
BEvander  Holyfield,  which  would  be 
the  world  champ?  A  May  21  report  by 
the  World  Economic  Forum  in  Geneva 
has  an  answer.  The  world's  most  com- 
petitive nation:  Singapore,  followed  by 
Hong  Kong,  the  U.  S.,  and  Canada. 

Turns  out  that  them's  fightin'  words 
in  economic  circles.  The  International 
Institute  for  Management  Development, 
an  executive  school  in  Lausanne, 
Switzerland,  known  as  imd,  begs  to  dif- 
fer. It  issues  its  own  competitiveness 
report — and  it  ranks  the  U.  S.  most 
competitive  in  the  world,  followed 
by  Singapore,  Hong  Kong,  and  Fin- 
land. It  also  posted  its  latest 
report  on  the  World  Wide  Web 
(http://www.imd.ch/wcy.html)  a  few  days 
ahead  of  the  wef  report.  The  print  edi- 
tion won't  come  out  until  mid-June,  but 
the  Web  results  will  be  updated  con- 


stantly, even  though,  in  general,  macro- 
economic  trends  emerge  slowly.  "We 
don't  think  it's  enough  anymore  just  to 
publish  a  report  once  a  year,"  sniffs 
Stephane  Garelli,  director  of  the  imd 
project. 

Such  sniping  is  a  sign  of  the  bad  blood 
between  the  two  outfits.  It  started  two 
years  ago  when  imd  ended  a  partner- 
ship with  the  wef  after  a  dispute  over 
how  to  crunch  competitiveness  data. 
Garelli  says  the  groups  split  up  over 
strategy:  wef,  which  organizes  a  glitzy 


A  WORLD  OF  DIFFERENCE 

Ratings  of  nations'  competitiveness 


WORLD 

ECONOMIC 

FORUM 

INTERNAT'L  INSTITUTE 
FOR  MANAGEMENT 
DEVELOPMENT 

SINGAPORE 

1 

UNITED  STATES 

HONG  KONG 

2 

SINGAPORE 

UNITED  STATES 

3 

HONG  KONG 

CANADA 

4 

FINLAND 

NEW  ZEALAND 

5 

NORWAY 

annual  conference  in  Davos,  Switzerlanc 
wanted  to  focus  on  business  clients  an 
imd  on  policymakers  and  academics. 

There's  also  a  deep  methodologies 
rift.  High-profile  Harvard  Universit 
economist  Jeffrey  D.  Sachs,  who  wa 
brought  in  to  revamp  the  wef  rating 
for  last  year's  report,  stopped  using  gi 
figures  in  wef's  calculations,  unlike  th 
imd.  He  also  refined  the  way  the  Forui 
weighs  executive  poll  results,  imd,  mear 
while,  uses  more  hard  data — 244  crit< 
ria,  about  five  times  what  wef  uses. 

Do  the  reports  serve  a  purpose  b< 
yond  garnering  publicity  for  their  put 
lishers?  Neither  study  claims  to  predicp 
trends.  "I  can't  imagine  that  anybodl 
is  investing  or  divesting  based  on  thesl 
reports,"  says  Wolfgang  Bruel,  chkf 
economist  at  Hoechst,  who  has  seel 
both.  Union  Bank  of  Switzerland  dc| 
vised  its  own  study,  which  measure! 
the  pace  of  change.  Its  top  four:  Singjf 
pore,  Malaysia,  Thailand,  and  China,  "ll 
you're  looking  to  the  future,  you  have  tk 
analyze   which   nation   is  changing 
fastest,"  says  William  J.  Gasser,  a  senic| 
international  economist  at  ubs. 

Some  economists,  such  as  Stanforl 
University's  Paul  Krugman,  argue  thv 
it's  just  not  valid  to  rank  countries  thft 
way  you  would  companies.  But  that  won 
stop  this  battle  of  the  economic  boxers.^ 
By  Tlmne  Peterson  in  FrankfuM 
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■t  us  online  at  http://www.ricoh.com.  The  productivity  of  the  future  is  yours  today  —  with  the  digital  power  of  Aficio 
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Powered  By  Motorola.™ 


Safety  Systems 

Matty  cars  already  have 
remote-keyless  e>ttry  and  ABS.  But 
soon,  vehicles  will  also  sport  on-board 
navigation  and  collision  avoidance 
systerns  to  help  keep  you  safe. 


Engine  Control 

Motorola  senna  inductors. 
They  augment  the  performance  of  car 
engines  with  features  like  electronic 
fuel  injection,  emissions  control  and 
automatic  speed  control. 


Driver  Interface 

The  newest  generation  of  cars 
u  ill  actually  take  care  of  you. 
Automatically  adjusting  temperature, 
dimming  the  interior  lights  and 
alerting  you  with  naming  lights. 


Step  on  it.  Because  the  unbndled  response  of  this  car  will  let  you  experience  the  power  and  control  denved  from 
Motorola  chips.  Motorola  semiconductors  are  the  vehicles  that  accelerate  die  enthusiasm  of  automotive  engineers 
worldwide.  And  its  this  type  of  enthusiasm  that  transfers  directly  into  applications  integral  to  today's  cars.  Providing 
drivers  with  luxuries  like  climate  control,  as  well  as  safeguards  like  anti-lock  brakes.  From  the  Automotive  Industry 
to  Consumer  Electronics,  Motorola  products  power  the  innovative  solutions  that  enable  your  success. 
Visit  us  at  http://www.motorola.com/sps/  or  call  1-800-521-6274  (Ref.  #197). 


MOTOROLA 


Semiconductor  Products  Sector 


What  you  never  thought  possible" 


In  Business  This  Week 
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HOUSEHOLD 

ON  A  CREDIT  SPREE 

JUST  LIKE  ITS  WORKING-CLASS 

customers,  Household  Inter- 
national has  a  growing  ap- 
petite for  credit.  On  May  21, 
the  consumer-finance  and 
credit-card  giant  said  it 
would  buy  Transamerica's 
$3.3  billion-asset,  420-branch 
consumer-finance  operation 
for  $1.1  billion  in  cash.  The 
move  will  put  Household  in 
some  970  offices  around  the 
country,  and  boost  its  assets 
to  $50  billion.  It  will  also  add 
$3  billion  in  home-equity  and 
mortgage  loans  to  House- 
hold's existing  portfolio.  De- 
spite rising  charge-offs  for 
consumer  debts,  Household's 
have  been  relatively  small. 
Transamerica  lost  some  $45 
million  in  1996  but  has  been 


CLOSING  BELL 


CISCO'S  SIZZLE 

After  free-falling  40%  through 
the  first  quarter,  data-network- 
ing giant  Cisco  Systems'  shares 
have  bounced  back  smartly.  The 
latest  boost:  On  May  20,  Cisco 
said  it  won  a  con- 
scc  Systems    ^rac^  m\\\\  as 

much  as  $30  mil- 
lion to  build  a  data 
network  connecting  China's 
major  banks.  That  drove  the 
stock  up  nearly  6%,  to  64K.  The 
contract  signals  new  strength 
for  Cisco's  long-distance  net- 
working gear  and  a  bright  future 
in  China,  says  Amar  Senan,  an 
analyst  at  Volpe  Brown  Whelan. 
His  12-month  price  target: 
$82  a  share. 
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cleaning  up  its  loan  portfo- 
lios, and  Household  is  not 
taking  on  any  delinquencies. 

HARTE-HANKS 
STOPS  THE  PRESSES 

AFTER  NEARLY  75  YEARS  IN 

the  Texas  newspaper  busi- 
ness, San  Antonio-based 
Harte-Hanks  Communica- 
tions is  cutting  ties  to  the 
past.  On  May  19,  the  compa- 
ny agreed  to  sell  its  newspa- 
per operations  and  San  An- 
tonio's KENS-TV  to  E.W. 
Scripps  for  as  much  as  $775 
million.  The  future?  Direct 
marketing.  It  accounted  for 
50%  of  Harte-Hanks's  $666 
million  in  revenue  last  year, 
while  its  free  weekly  adver- 
tising publications  generated 
28%.  Says  CEO  Larry 
Franklin:  "It  made  sense  for 
us  to  focus  all  of  our  atten- 
tion on  what  has  become  our 
core  business." 

WELLS  FARGO'S 
CHIEF:  HAPPY  TRAILS 

WILLIAM  ZUENDT  IS  CATCHING 
the  stage  coach  out  of  town. 
On  May  21,  the  president  of 
Wells  Fargo  announced  he  will 
retire  after  24  years  with  the 
bank.  Zuendt's  exit  comes  at  a 
tough  time  for  Wells.  Stock 
and  earnings  have  been  sag- 
ging due  to  continuing  prob- 
lems related  to  its  acquisition 
of  First  Interstate,  ranging 
from  customer  defections  to 
technical  snafus.  Zuendt,  who 
wall  be  replaced  by  four  vice- 
chairmen,  says  it  was  simply 
time  for  him  to  move  on:  "You 
never  want  to  do  everything 
100%,  because  you  never  fin- 
ish." He  figures  Wells  is  80% 
through  the  integration  with 
First  Interstate. 


NO  LONGER  BOBBING 
FOR  APPLE 


ANOTHER   ONE   FALLS  FROM 

the  tree.  On  May  20,  George 
Scalise,  Apple  Computer's 


HEADLINER:  BARRY  DILLER 


MR.  SH0P-AT-H0ME  STRIKES  AGAIN 


Tired  of  lounging  on  the 
couch,  ordering  kaftans 
from  the  Home  Shopping 
Network?  How  about 
getting  some  the- 
ater tickets? 
Either  way, 
Barry  Diller's 
got  you  cov- 
ered. On  May 
20,  the  hsn 
chairman 
announced  a  deal 
to  buy  Microsoft  bil 
lionaire  Paul  Allen's  47.5% 
stake  in  Ticketmaster,  the 
nation's  largest  ticket  out- 
let. Together,  Home  Shop- 
ping and  Ticketmaster  will 
hawk  everything  from 
Spice  Girls  tickets  to  cubic 
zirconia  jewelry. 

The  estimated  $210  mil- 
lion price — which  Allen  is 
taking  in  the  form  of  HSN 


shares — also  gets  Diller  a 
network  of  2,500  retail 
outlets,  16  nationwide 
phone  call  centers,  and 
a  fledgling  online 
ticketing  service. 
Diller  figures  he 
can  scare  up 
new  business 
with  companies 
that  want  to 
lease  their  phone 
operations.  The 
combined  company 
hopes  to  dominate  the  $60 
billion  market  for  fulfilling 
direct-mail  orders. 

Sources  say  Diller 
broached  the  deal  to  get  a 
stronger  foothold  in  the 
shop-at-home  business. 
He's  expected  to  buy 
another  2.5%  of  Ticket- 
master's  stock. 

By  Ronald  Grover 


operations  chief  and  the  clos- 
est aide  of  chief  executive 
Gilbert  Amelio,  quit  after 
just  14  months.  Shareholders 
shouldn't  be  too  unhappy. 
Though  Scalise  did  arrange 
for  a  spin-off  of  Apple's  New- 
ton group  in  a  deal  slated  to 
be  announced  May  22,  he 
did  so  only  after  protracted 
efforts  to  find  a  buyer.  And 
while  Scalise  earned  over 
$1.1  million  at  Apple,  the 
company's  stock  has  plum- 
meted 39%  during  his  tenure. 

BANKING 

DEREGULATION  LITE 

GET  SET  FOR  BANKING  DEREG- 

ulation.  The  Clinton  Admin- 
istration on  May  21  unveiled 
its  plan  to  modernize  the 
nation's  financial-services 
industry.  Treasury  Secretary 
Robert  E.  Rubin  billed  the 
proposal  as  one  that  "will 
benefit  consumers,  business- 
es, and  communities  [and] 
enhance  competitiveness  of 


our  industry  worldwide."  Bi 
the  plan  reflects  none  of  th 
radical  changes  in  the  finar 
cial  system  that  the  Admir 
istration  had  once  hinted  a 
Those  included  allowin 
alliances  between  banks  an 
industrial  companies.  Th 
new  measures  only  call  fc 
allowing  banks,  brokerage: 
and  insurers  to  more  freel 
compete  in  each  other's  bacl 
yards — and  leave  the  toug 
stuff  for  Congress. 


ETCETERA... 


■  Roseanne  lives:  She'll  ho 
a  one-hour  talk  show  fc 
King  World  Productions. 

■  Brazil  is  going  long: 
will  issue  roughly  $1  billic 
in  30-year  bonds. 

■  An  heir  apparent:  AIG  CE 
Maurice  Greenberg's  so 
Evan  is  now  chief  operatir 
officer. 

■  lg&e  Energy  is  buying  K 
Energy  for  $2.1  billion 
stock  and  debt. 
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Carpe  diem. 

Twice  as  fast. 


"Seize  the  day."  With  the  right  computer  it's  easy  to  do.  And  if  that  computer  is  using  the 
new  x2  Technology  56K'  modem  from  U.S.  Robotics,  you  can  do  it  even  faster  than  before. 

The  fastest  modem  ever  created  for  regular  phone  lines,  x2  has  already  gained  the 
support  of  more  than  500  Internet  service  providers,  from  industry  giants  like 
America  Online,  Prodigy  and  NETCOM  to  smaller  regional  providers.  In  fact,  more  than  250 
of  them  are  live  right  now,  with  many  offering  local  access.  So  you  can  begin  downloading 
immediately  at  high  speeds  with  x2." 

What's  more,  x2  uses  DSP  Solutions  technology  from  Texas  Instruments, 
so  it's  software  upgradable  -  which  makes  it  easy  to  receive  future  enhance- 
ments. And  you  can  rest  assured  that  as  the  56K  standard  evolves,  U.S.  Robotics 
will  provide  you  with  an  easy  upgrade  path. 
For  more  information,  visit  www.usr.com/x2now,  or  call  1-800-525-USR1  to  find  a 
provider  near  you  that  supports  x2  today.  Now  download  nearly  twice 
as  fast  as  28.8  modems  with  the  company  that  connects  more 
people  to  the  Internet  than  any  other  Seize  x2.  Seize  the  day. 


"Robotics 


"Robotics  x 


TECHNOLOGY 


I  products  are  capable  of  56  Kbps  downloads,  however;  due  to  FCC  rules  which  restrict  power  output  of  service  providers'  modems,  current  download  speeds  are  limited  to  53  Kbps. 
speeds  may  vary  depending  on  line  conditions  Uploads  from  end  users  to  providers  travel  at  speeds  up  to  28  8  Kbps 

*2-Cdpable  modem,  an  x2-compatib!e  local  analog  phone  line  and  an  x2-capable  service  provider  are  required  for  these  high  speed  downloads  See  wwwusrcom/x2  for  details 

'  U  S  Robotics  All  rights  reserved  U.S.  Robotics  and  the  USRobotics  logo  are  registered  trademarks  and  «2  and  the  *2  logo  are  trademarks  of  U  S  Robotics  All  other  product  names  ar 
itification  purposes  only  and  may  be  trademarks  and/or  registered  trademarks  of  their  respective  companies  Product  specifications  sublet  to  change  wrthout  notice  50797  #2414 


TOO  BAD  YOU'LL  f 
ONLY  BE  USING  THE  f 
EDGE  OF  THE  SEAT  I 


•235-HR  32-VALVE,  3.4-LITER  V-8  ENGINE  •  RESPONSIVE  RIDE  ADAPTIVE  SUSPENSION  •  SAFETY  CELL  CONSTRUCTION 
WITH  SIDE  DOOR  BEAMS  •  HIGH-PRECISION  ZF  STEERING  •  SPACIOUS  INTERIOR  WITH  PFENTY  OF  LEG  ROONj 
•  AVAIFABLE  LUXURY  LEATHER-TRIM  INTERIOR  •  www  ford  com 
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FORD  TAURUS 


HAVE  YOU  DRIVEN  A  FORE)  LATELY? 


Washington  Outlook 


ED  BY  OWEN  ULLMANN 


:TER  THE  BUDGET  DEAL, 
FEW  TIDBITS  FOR  BUSINESS? 


ow  that  President  Clinton  and  GOP  leaders  of  Congress 
have  struck  a  balanced-budget  deal,  the  business  com- 
munity is  wondering:  Is  this  it  for  bipartisan  cooperation? 
cynics  assume  the  Democrats  and  Republicans  will  call  it 

and  gear  up  for  the  '98  election  battle.  But  there  may 
ist  enough  glow  left  from  the  budget  accord  to  get  a 
;st  business-friendly  agenda  through  the  105th  Congress, 
ibbyists  believe  prospects  have  brightened  for  passage  of 

items  on  business'  wish  list.  While  companies  can  count 
epublicans  to  champion  their  agenda,  a 
corporate  priorities  have  some  Democratic 
art.  These  include  limiting  damages  stem- 

from  cleaning  up  toxic-waste  sites,  dereg- 
ig  the  electric  utility  industry,  and  letting 
3,  securities  firms,  and  insurance  companies 
ito  each  other's  business.  Once  the  budget 
is  enacted,  "people  will  get  excited  and  try 
Ld  other  things  to  do  together,"  says  Mark 
>witz  of  the  National  Federation  of  Inde- 
ent  Business. 

it  the  era  of  good  feelings  will  only  go  so 
)ther  business  favorites  enjoy  gop  backing 
face  tough  sledding.  For  example,  con- 
sional  Democrats,  egged  on  by  trial 
2rs  and  labor,  will  resist  bills  to  curb  friv- 
lawsuits  over  defective  products  and  to 
companies  greater  flexibility  to  offer  work- 
ime  off  instead  of  overtime  pay. 
GILE."  At  the  White  House,  the  President  is  walking  a 
line.  To  keep  the  bipartisanship  perking,  he's  working 
Republicans  on  expansion  of  free  trade  and  a  revised  en- 
mental-cleanup  bill.  And  on  May  21,  Treasury  Secretary 
rt  E.  Rubin  unveiled  an  Administration  plan  to  spur 
ietition  in  financial  services. 

it  Clinton  can't  go  too  far.  Labor  for  now  has  slammed 
loor  on  White  House  feelers  to  work  out  a  compromise 
imp  time  (page  36).  Efforts  by  Clinton  economic  aides  to 


CAPITAL  WRAPUP 


GINGRICH:  Smaller  agenda 


negotiate  with  the  GOP  on  a  product-liability  reform  bill  are 
drawing  fire  from  political  staffers.  And  with  the  budget 
battle  over,  Clinton  is  likely  to  anger  Republicans  and  busi- 
ness by  returning  to  his  social  investment  initiatives — on 
early  childhood  education,  the  environment,  health  care,  and 
day  care.  "After  the  budget,  the  test  for  both  parties  is, 
which  one  does  the  best  job  of  defining  the  country's  fu- 
ture," says  National  Economic  Council  Director  Gene  Sperling. 
That  stmggle  may  begin  dining  the  process  of  enacting  the 
tax  and  spending  details  of  the  budget  deal. 
Democratic  tempers  will  flare  if  Republicans 
try  to  kill  funding  for  the  National  Endow- 
ment for  the  Arts,  fatten  tax  cuts  for  investors 
and  business,  or  monkey  with  Clinton's  cher- 
ished education  tax  credits.  "The  spirit  of  bi- 
partisan cooperation  is  fragile,"  cautions  Rep- 
resentative Robert  T.  Matsui  (D-Calif.).  Adds  a 
top  House  gop  aide:  "There's  still  enormous 
mistrust  of  the  President  among  our  guys." 

Even  if  the  two  parties  sidestep  budget  dif- 
ferences, they  have  no  intention  of  tackling 
other  big,  politically  charged  issues  before  the 
congressional  elections.  Convinced  they  over- 
reached in  the  revolution-minded  104th  Con- 
gress, Senate  Majority  Leader  Trent  Lott  (R- 
Miss.)  and  House  Speaker  Newt  Gingrich 
(R-Ga.)  are  pushing  pragmatism.  So  they've 
shelved  for  now  such  gop  goals  as  a  sweeping 
revision  of  the  tax  code,  major  overhauls  of  Medicare  and  So- 
cial Security,  and  an  end  to  affirmative  action.  "Maybe  we 
take  half  a  loaf  this  year  and  half  a  loaf  in  1999,  says  As- 
sistant Senate  Majority  Leader  Don  Nickles  (R-Okla.). 

The  upshot:  Business  will  have  to  settle  for  small  victories 
on  environmental  cleanup,  highway  funding,  and  trade.  They 
may  lack  the  sweep  of  a  budget  accord,  but  that's  probably  the 
best  business  can  expect  divided  government  to  deliver. 

By  Amy  Bomis  and  Mike  MeNamee 


P  PRESSURE  ON  RENO  WORK  NOW,  COLLECT  LATER 


rith  Attorney  General  Janet  Reno 
asing  to  seek  an  independent  pros- 
tor  for  Donorgate,  gop  lawmakers 
it  to  make  sure  her  own  probe 
rlooks  nothing.  A  group  led  by 
aresentatives  Tillie  K.  Fowler  (R- 
.)  and  Henry  J.  Hyde  (R-Ill.)  is 
ing  Reno  to  investigate  whether 
sign  donations  to  Democrats 
ped  smooth  the  way  for  exporting 
sitive  technology  to  China.  Exam- 
:  high-tech  machine  tools  McDon- 
I  Douglas  Corp.  sold  to  Beijing. 


►The  Democratic  National  Commit- 
tee, burdened  by  $16  million  in  debts, 
is  asking  some  political  operatives  to 
work  on  credit.  One  consultant  was 
promised  repayment  in  1999  for  work 
to  be  done  for  the  '98  elections.  Such 
arrangements  pose  a  cash-flow  prob- 
lem for  operatives  who  can't  afford  to 
front  the  party  hundreds  of  thousands 
of  dollars.  Laments  one  consultant: 
"If  you  want  to  be  a  player,  you  don't 
have  a  choice.  But  who  knows  if 
they're  ever  going  to  pay?" 


THE  LEFT'S  DREAM  CANDIDATE? 

►Although  House  Minority  Leader 
and  White  House  wannabe  Richard  A. 
Gephardt  (D-Mo.)  toes  the  afl-cio 
line,  he  isn't  liberal  enough  for  the 
Democratic  left.  But  they  may  have 
their  own  Presidential  candidate  in 
2000:  Senator  Paul  D.  Wellstone.  The 
Minnesotan  was  a  gop  target  but  won 
reelection  easily  in  '96.  If  he  runs,  his 
top  issue  would  be  growing  income 
inequality.  A  dilemma:  squaring  his 
call  for  campaign-finance  reform  with 
the  bucks  needed  for  a  national  race. 
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International  Business 
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SOUTH  KOREA 


SAMSUNG'S  $8  BILLION  GAMBLE 
ON  UPSCALE  CHIPS 

It  leads  the  world  in  commodity  DRAMs,  but  can  it  become  a  player  in  logic  chips? 


Lee  Kun  Hee,  the  reclusive  billion- 
aire running  one  of  South  Korea's 
biggest  conglomerates,  made  a 
rare  public  appearance  in  Seoul 
on  May  9.  Escorted  by  a  bevy  of 
women  in  traditional  hanbok  dresses, 
the  56-year  old  chairman  of  the  $84  bil- 
lion Samsung  group  ambled  into  a  Seoul 
hotel  to  announce  that  his  Samsung 
Electronics  Co.  would  sponsor  the  1998 
Olympic  games.  It  was  a  proud  moment 
for  Lee,  who  has  long  sought  an 
Olympic  sponsorship  as  a  sign  that  Sam- 
sung belongs  to  the 
world's  corporate  elite. 

But  Samsung  faces 
a  mighty  struggle  if  it's 
going  to  remain  inside 
the  winner's  circle. 
Last  year,  Samsung 
Electronics  (sec),  the 
group's  most  important 
division,  recorded  a 
93%  drop  in  profits,  to 
$184  million  on  sales  of 
$18  billion.  That  was  a 
far  cry  from  SEC's  $2.8 
billion  in  profits  in 
1995.  For  sec,  which 
has  long  symbolized 
South  Korea's  hopes  in  high  tech, 
strength  has  become  weakness.  It  leads 
the  global  market  for  memory  chips, 
the  commodity  semiconductors  that  pro- 
vide memory  for  personal  computers. 
Yet  prices  last  year  for  16-megabit  dy- 
namic random  access  memories  (drams), 
dropped  80%.  Analysts  expect  dram 
prices  to  come  back  and  sec's  profits 
to  jump  once  more.  Yet  sec  has  to  coun- 
terbalance these  wild  swings  with  new 
products  or  remain  dependent  on  the 
vagaries  of  a  commodity  market. 
THE  NEXT  TREND.  So  the  press-shy  Lee 
has  devised  a  strategy  as  bold  as  the 
move  his  father  made  when  he  founded 
sec  in  1969.  In  a  March  meeting  with 
top  officers,  he  outlined  the  plan:  main- 
tain Samsung's  top  spot  in  memory 
chips,  while  pushing  the  company  in- 
to microprocessors,  application-specific 
chips,  and  other  nonmemory  chips. 


THE  ROLLER  COASTER  AT 
SAMSUNG  ELECTRONICS 
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DATA:  COMPANY  REPORTS,  SCHRODERS 


These  logic  chips  provide  the  brains  for 
everything  from  pes  and  digital  tele- 
com switches  to  dishwashers  and  car- 
navigation  units.  The  cost  of  this  bold 
foray:  about  $8  billion  over  five  years. 
Samsung  hopes  that  as  a  result,  its  sales 
of  logic  chips  will  rise  from  $1.4  billion 
this  year  to  $15  billion  in  2005,  more 
than  half  of  expected  chip  sales. 

Despite  the  huge  expense,  the  strate- 
gy has  its  appeal.  Logic  chips  often  com- 
mand higher  prices  than  memories.  Sam- 
sung can  use  them  in  its  own 
consumer-electronics 
line  and  fast-growing 
telecom  business  and 
sell  them  to  outside 
customers  as  well.  That 
way,  Samsung  won't 
have  to  pay  big  licens- 
ing fees  for  logic-chip 
technology  to  rivals 
such  as  the  Japanese. 
Samsung  would  also  be 
better  positioned  for 
the  next  industry  trend, 
embedding  memory 
onto  a  nonmemory  chip, 
a  technique  that  can 
dramatically  increase  a 
chip's  speed.  These  hybrid  chips  have 
strong  potential  in  such  new  products  as 
digital  video  disks  (dvds). 

But  moving  up  the  food  chain  poses 
big  hazards,  too.  Fabricating  logic  chips  is 
radically  more  complex  than  making 
drams  and  usually  requires  a  nimble  ap- 
proach to  design  and  marketing,  sec's 
chip-manufacturing  skills  are  first-rate, 
but  the  challenge  will  be  to  reform  a 
rigid,  hierarchical  organization  better  suit- 

commodSies  "than  LEARN,NG  CURVE 

logic  chips.  "Korea  Samsung  gained 
has  militaristic  cor-  experience  from 

portions  that  must  making  DEC's 
change,  says  Kim  ° 
Linsu,  head*  of  the  Alpha  chip,  held 
government-affili-    by  Chin  Dae  Je, 
ated  science  &  who's  in  charge 

Technology  Policy 

institute.*       *  of  the  new  push 


'97 
EST. 


But  Samsung  is  undaunted.  The  erj 
gineers  of  sec  worked  around  the  cloc 
for  six  months  back  in  1983  when  th 
elder  Lee  mandated  a  move  into  th 
memory-chip  business.  The  result  wa 
Samsung's  first  dram  product.  Nov 
Samsung  wants  similar  superhuman  el> 
forts  from  its  top  officers  and  engineers 
Last  January,  Samsung  put  Chin  Da 
Je,  45,  in  charge  of  a  new  nonmemor 
division  with  separate  research  and  di 
velopment  and  sales  functions.  A  Star 
ford  University-educated  PhD,  he  le 
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isung's  development  of  the  64- 
abit  dram,  which  will  be  a  major 
luct  later  this  year, 
hin  was  deeply  involved  in  Sam- 
e's effort  to  license  and  manufacture 
Alpha  microprocessor  designed  by 
tal  Equipment  Corp.,  which  runs 
3  as  fast  as  Intel's  Pentium  II.  Even 
gh  making  the  Alpha  has  little  in 
mon  with  making  a  memory  chip, 
feat  of  engineering,  Samsung  de- 
i  the  needed  manufacturing  tech- 
ry  in  just  three  months  last  summer, 
ire's  little  doubt  they  can  make  any 
they  want  to  and  do  so  cheaply," 
Peter  Rawle,  senior  analyst  at 
oders  in  Tokyo. 

TAKERS.  Unfortunately,  since  dec 
persuaded  few  PC  makers  to  em- 
3  the  Alpha,  the  superfast  chip  has 
ed  potential.  Chin,  however,  says  the 
irience  taught  sec  an  enormous 
int.  "Making  [microprocessors]  will 
ge  the  way  we  work,"  he  says.  Chin 
es  knowledge  acquired  making  the 
a  will  help  in  other  nonmemory  pro- 
involving  telecom  gear,  multimedia 
ucts,  and  fuel-injection  systems, 
key  problem  is  attracting  first-class 
leers  adept  at  designing  nonmemo- 


RISKY 


Samsung  is 
committing  itself  to  huge 
chip  outlays  at  the  same 
time  that  another  part  of 
the  company  is  spending 
$13  billion  to  enter  the 
crowded  auto  market 


ries.  Chin  must  hire  200  engineer's  a  year, 
and  he  is  looking  to  the  U.  S.  for  a  solu- 
tion. Samsung  acquired  80  engineers  ear- 
lier this  month  when  it  paid  an  undis- 
closed sum  for  the  hardware  division  of 
3DO  Co.,  a  Silicon  Valley  company  known 
for  the  high-speed  graphics  of  its  game 
player.  They'll  join  20  Samsung  engineers 
in  a  new,  U.  S.-based  company  owned  by 
Samsung,  Advanced  Graphics  Technology. 
Its  initial  task:  develop  a  processor  for 
DVD  players.  To  prevent  talent  from  leav- 
ing, Chin  has  promised  to  take  Advanced 
Graphics  public  in  the  U.  S.  within  three 


years — something  no  Korean 
company  has  accomplished.  "No- 
body believes  it,  but  I  want  to 
give  them  a  chance  to  become 
millionaires,"  Chin  said. 

But  Samsung  faces  tough 
competition  from  more  lithe  com- 
petitors such  as  LSI  Logic  Corp. 
in  Milpitas,  Calif.,  and  Windbond 
Electronics  Corp.  in  Taiwan. 
These  rivals  think  dram  makers 
who  want  a  position  in  logic 
chips  underestimate  the  need  for 
close  cooperation  with  their  new 
customers.  "They're  like  whole- 
salers who  want  to  go  into  retail 
without  opening  any  stores,"  says  LSI 
Logic  chief  Wilfred  J.  Corrigan. 

A  larger  concern  is  Samsung's  ability 
to  plow  billions  into  logic  chips  while 
keeping  its  position  in  drams.  When  the 
price  cycle  in  memories  swings  upward, 
chipmakers  rush  to  profit  from  the  surge 
in  demand,  "dram  makers  have  been 
like  drug  addicts  saying  they're  going 
to  quit,"  said  Rawle.  "As  soon  as  the 
market  booms,  they  build  more  plants. 
They're  addicted  to  the  enormously  high 
incremental  profits."  Trouble  is,  the  going 
price  of  a  new  dram  fabrication  plant 
is  more  than  $1  billion  and  rising. 
So  staying  in  the  memory  busi- 
ness while  branching  out 
amounts  to  an  enormous  strain 
on  a  company's  resources. 
FINAL  ODDITY.  If  competing  in 
memories  weren't  costly  enough, 
SEC  is  burdened  by  its  money- 
losing  computer  arm,  AST  Re- 
search Inc.  The  Irvine  (Calif.) 
company  lost  $110  million  on 
revenues  of  $347  million  in  the 
first  fiscal  quarter  ended  Mar. 
29.  That's  only  a  slight  improve- 
ment from  a  loss  of  $116  million 
in  the  corresponding  quarter  of  a 
year  before. 

The  final  oddity:  Samsung  is 
committing  itself  to  huge  outlays 
just  when  another  part  of  the 
conglomerate  is  spending  $13  bil- 
lion to  enter  the  crowded  auto- 
mobile market.  "If  you  want  to 
be  first-class,  you  have  to  invest 
a  lot  of  resources,"  says  Bae 
Soon  Hoon,  chairman  and  chief 
executive  of  Daewoo  Electron- 
ics Co.  "I'm  puzzled  about  their 
future  [in  electronics]." 

Samsung  executives,  of  course, 
feel  that  no  company  becomes 
great  without  taking  big  risks. 
They  may  well  be  right.  But  for 
now,  the  rewards  for  all  these 
risks  lie  a  considerable  distance 
in  the  future. 

By  Steven  V.  Brull,  with 
James  him,  in  Kiheung,  South 
Korea 
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EUROPE 


THE  CONTINENT 
BREAKS  INTO  A  RUN 

Growth  is  picking  up,  but  can  it  match  America's  streak? 


Heinz  Greiffenberger  can  hardly  be- 
lieve it's  true.  Sales  at  his  north 
Bavaria  machine  and  gear  company, 
about  $100  million  a  year,  had  been  see- 
sawing as  Europe  struggled  to  break 
out  of  the  recession  that  hit  in  1990. 
But  he  forecasts  that  after  falling  7%  in 
1996,  sales  will  soar  this  year  by  up  to 
15%.  "There's  a  new,  more  optimistic 
attitude,"  says  Greiffenberger. 

Indeed,  Continental  Europe's  recov- 
ery finally  seems  to  be  kicking  into  high- 
er gear.  Across  Europe,  economists  are 
revising  anemic  growth  projections  up- 
ward. Average  growth  in  the  European 
Union,  which  barely  reached  1.6%  last 
year,  could  hit  2.8%  next  year,  figures 
BMW  economist  Oliver  la  Bonte.  For  the 
first  time  since  the  late  1980s,  Euro- 
pean growth  should  surpass  that  of  the 
U.  S.  "I  see  a  trend  where  Europe  is 
going  to  be  more  and  more  competi- 
tive," says  Richard  M.  Donnelly,  presi- 
dent of  General  Motors  Europe. 

But  the  tough  question  is  how  long 
that  trend  can  endure.  What  has  been 
so  admirable  about  America's  six-year 


expansion  is  not  so  much  its  vigor  as  its 
staying  power.  Europe  has  yet  to  prove 
it  can  match  the  new  U.  S.  formula  of 
steady  growth,  low  inflation,  low  unem- 
ployment, and  booming  capital  markets. 
And  while  1997  and  1998  look  promising, 
Europe's  recovery  still  lacks  several 
building  blocks  that  have  been  crucial  to 
America's  long  growth  spurt  (table). 

For  one  thing,  Europe  has  just  begun 
a  streamlining  process  that  took  Cor- 
porate America  10  brutal  years  to  carry 
out.  And  downsizing  is  only  the  start. 
Without  structural  change,  from  dereg- 
ulation to  tax  laws  to  work  rules,  high- 
er growth  rates  may  not  be  enough  to 
cure  European  joblessness  and  set  the 
stage  for  a  long-running  expansion. 

In  the  U.  S.,  for  instance,  high  tech 
accounts  for  nearly  a  third  of  gross  do- 
mestic product,  powering  growth  and 
creating  well-paid  jobs  to  replace  those 
lost  in  manufacturing.  In  Europe,  high 
tech's  share  of  output  is  less  than  10%. 
Even  lower-paid  service  jobs  are  few 
and  far  between.  In  Germany  and 
France,  manufacturing  accounts  for  30% 


of  employment,  vs.  15%  i 
the  U.  S.  Without  deregulr 
tion  and  incentives  to  creat 
a  healthy  service  sector,  El 
rope's  core  economies  are  ur 
likely  to  duplicate  the  U 
miracle. 

Strong,  steady  productivit 
growth  is  another  elemeri 
still  largely  missing  in  Ei 
rope.  U.  S.  nonfinancial  oui 
put  per  hour  is  rising  an  es 
timated  2.4%  this  year,  u 
from  near  zero  in  1995.  I 
Europe,  by  contrast,  goverr 
ments  are  still  struggling  t 
unload  unproductive  asset 
in  state-owned  companies 
And  France,  for  example,  is  using  jot 
sharing  and  shorter  workweeks  to  de 
with  unemployment — tactics  that  ad 
little  to  economic  dynamism. 
SIGNS  OF  REFORM.  Still,  Europe 
economies  face  their  best  chance  i 
years  to  show  some  real  verve, 
stronger  dollar  and  the  lowest  interej 
rates  in  three  decades  are  boosting  e 
ports  and,  in  turn,  capital  investmen 
And  after  a  spell  of  fiscal  restraint  thi 
will  squeeze  1%  of  GDP  out  of  the  E 
economies  this  year,  Europe  next  yes 
may  be  able  to  ease  off  a  bit,  even  as 
prepares  for  monetary  union  in  1999. 

Most  important,  there  are  signs  th 
basic  economic  reform  has  become  par 
of  the  landscape.  In  Spain,  home  of  Eh 
rope's  most  arcane  labor  regulation: 
the  government  recently  adopted  a  bus 
ness-labor  pact  to  slice  compensatio 
packages  for  laid-off  workers  and  als 
made  it  easier  for  employers  to  she 
excess  labor.  The  reforms  are  expecte 
to  create  200,000  permanent  jobs. 

After  the  ups  and  downs  the  Cont 
nent  has  struggled  with  for  five  year 
the  brighter  growth  picture  is  a  relie 
Now,  the  real  test  will  be  whether  th 
key  economies,  France  and  German; 
use  the  opportunity  to  push  ahead  wit 
reforms  that  will  begin  to  cut  unen 
ployment — and  move  Europe  down  th 
road  to  U.  S.-style  economic  dynamisn 
By  Bill  Javetski  in  Paris  and  Than 
Peterson  in  Frankfurt,  with  Willia^ 
Echikson  in  Brussels  and  John  Rossar. 
in  Rome 


Europe 
Has  Much 
Catching 
Up  To  Do 

DATA.  BIGNESS  WEEK 


DOWNSIZING 


American  companies 
spent  10  years  shifting 
workers  from  old-line 
manufacturing  into 
service  jobs.  Europe  has 
just  begun. 


EFFICIENCY 


In  the  U.S.,  companies 
and  individuals  have 
embraced  computers  to 
enhance  efficiency.  Euro- 
pean business  is  largely 
still  unwired. 


TECHNOLOGY 


PRODUCTIVITY 


High  tech  is  now  America's    While  U.S.  workers 


fastest-growing  sector, 
creating  jobs  and  domi- 
nating the  business  cycle. 
In  Europe,  tech  accounts 
for  less  than  10%  of  GDP. 


boost  output,  Europe's 
productivity  gains  come 
largely  from  job  cuts. 
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CFO  Vision 


THE  POWER  TO 

FIGURE  IT  OUT 
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nJDTHE  BUCK  STOPS  WITH  YOU 
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■  Improve  timeliness  and  availability  of 
business  reporting. 

■  Analyze  every  "slice"  of  your  business— 
from  branch  profitability  to  product  cost 
analysis — in  any  currency. 

Powerful,  award-winning  data  warehousing, 
OLAR  graphics,  and  EIS  capabilities  are  all 
included  in  one  fully  integrated,  easy-to-use 
solution.  It's  all  yours  from  one  vendor: 
SAS  Institute,  with  a  proven  track  record 
for  continuous  innovation  and  reliable 
support  at  more  than  29,000  organizations 
worldwide. .  .including  the  Fortune  100. 

For  a  free  preview  of  CFO  Vision, 
just  give  us  a  call  or  send  us  E-mail 

at  bw@sas.sas.com 


919.677.8200    Fax  919.677.4444  www.sas.com/vision/ 


SAS  is  a  registered  trademark,  and  CFO  Vision  a  trademark, 
of  SAS  Institute  Inc  Copyright  ©  1996  by  SAS  Institute  Inc. 
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BRITAIN 


BUSINESS  STARTS  TO 
GET  THE  MESSAGE 

A  "windfall  profits"  tax  and  other  Labor  moves  provoke  fears 


A wave  of  euphoria  swept  Britain  af- 
ter Prime  Minister  Tony  Blair's  May 
1  triumph.  Business  executives  did 
their  share  of  celebrating.  Now  it's  the 
morning  after,  and  some  of  them  are 
starting  to  groan  as  the  new  govern- 
ment rolls  out  its  program.  The  loudest 
complaints  are  coming  from  British 
Telecommunications  PLC,  which  Labor 
now  says  is  likely  to  be  hit  along  with 
other  privatized  utilities  by  a  planned 
"windfall  profits"  tax  of  up  to  $8  billion. 
On  May  15,  est  Chairman  Iain  D.  T.  Val- 
lance  threatened  to  mount  a  legal  chal- 
lenge to  the  tax.  "I  wouldn't  have  voted 
for  Labor,"  he  said,  if  Labor  had  includ- 
ed a  tax  on  bt  in  its  manifesto. 

Of  course,  Vallance  is  probably  en- 
gaging in  a  bit  of  gamesmanship.  Labor 
has  had  the  tax  on  the  table  for  more 
than  a  year,  and  bt  knew  it  might  get 
caught  in  the  net.  Still,  the  spat  shows 
that  business  is  discovering 
with  a  jolt  that  there  will 
be  real  differences  between 
a  Labor  government  and  its 
Conservative  predecessors. 
Above  all,  Blair's  team 
seems  much  more  inclined 
to  intervene  when  they  see 
public  welfare  at  stake — es- 
pecially if  they  can  gener- 
ate favorable  publicity. 

Labor  ministers  already 
are  pressing  business  on 


several  fronts,  from  the  arms  trade  to 
tobacco  sales  (table).  Foreign  Secretary 
Robin  Cook  has  vowed  that  British 
arms  won't  be  used  for  "external  ag- 
gression or  internal  repression."  That 
could  jeopardize  lucrative  deals  that 
British  Aerospace  PLC  has  with  regimes 
such  as  Indonesia's. 

Labor  also  has  launched  an  attack  on 
smoking.  Blair  is  readying  legislation 
banning  tobacco  advertising  and  spon- 
sorship of  sporting  events,  now  total- 
ing about  $16  million  a  year.  Barrie  Gill, 
chairman  of  sponsorship  consultants  ccs 
International,  says  this  wouldn't  hurt 
big  professional  sports  such  as  soccer, 
where  tobacco  is  already  out,  but  will 
slam  small  ones  such  as  snooker,  darts, 
and  bowls,  where  cigarette-company 
support  is  key. 

So  far,  all  this  is  relatively  minor.  But 
Blair  has  to  be  careful  that  his  ministers 


WHAT'S  MAKING  BUSINESS  NERVOUS 

►  Planned  "windfall  tax"  on  privatized  monop- 
olies, including  British  Telecom  and  electric 
utilities,  which  would  raise  up  to  $8  billion. 

►  Labor's  pledge  to  introduce  human  rights 
and  environmental  considerations  into  foreign 
policy  and  review  British  arms  sales. 

►  Proposed  ban  on  cigarette  ads  and  sponsor- 
ship of  sports  by  the  tobacco  industry. 

DATA  BUSINESS  WEEK 


don't  create  the  cumulative  effect  of  be- 
ing meddlesome  and  antibusiness.  The] 
windfall  profits  tax  is  likely  to  be  thd 
most  dangerous  issue  for  him.  If  bt  anc  j 
other  potential  targets  such  as  Britisll 
Gas  and  the  British  Airports  Authority 
(baa)  put  up  strong  resistance,  Blah 
could  quickly  get  a  black  eye  in  thf? 
business  community. 

The  tax  was  dreamed  up  by  now| 
Chancellor  Gordon  Brown's  aides  well 
before  the  election.  Brown  wanted  monjp 
ey  for  his  estimated  $5  billion  job-cre| 
ation  program.  The  solution:  a  special 
tax  on  the  water  and  electric  compa| 
nies  that  were  privatized  under  th(;i 
Conservatives.  These  companies  are  ait 
easy  target  because  the  public  believes, 
the  Tories  sold  them  too  cheaply  ancf 
because  many  of  their  executives  havd 
done  very  well  for  themselves  through 
buyouts  and  salary  increases. 

But  in  practice 


JOB  WANTED 
The  unemployed 
would  get  a 
welfare-to-work 
program  funded 
by  new  taxes 


the  tax  is  likely  Ui 
fall  on  curren 
shareholders,  no 
those  who  profite< 
from  privatizatioi.. 
six  or  more  year] 
ago  and  are  lonjf 
gone.  That  is  one  oj 
the  reasons  many  economists  considej 
the  tax  terrible  policy.  "The  public  per; 
ceives  it  as  a  tax  on  fat  cats,  when  oj 
course  it  isn't,"  says  Lucy  Chennels  of 
the  Institute  for  Fiscal  Studies,  a  Lon 
don  think  tank. 

Until  Brown  unveils  the  tax  thi 
summer,  it  is  hard  to  tell  how  muc. 
each  company  would  be  forced  to  paj 
Assuming  an  $8  billion  tax,  estimate 
of  the  cost  to  bt,  baa,  and  British  Ga 
range  from  $1.3  billion  to  $3.4  billion,  de 
pending  on  how  it's  assessed.  Roughf! 
30  water  and  power  companies  woul 
pay  the  remainder. 

With  controversy  growing,  Brow 
will  have  to  handle  the  tax  issue  card 
fully  as  he  draws  up  and  presents  hfl 
emergency  summer  budget.  Labor  see] 
bt  as  a  key  player  in  its  plan  to  booa 
high-tech  industry  and  doesn't  want  u 
alienate  the  company.  At  the  same  timd 
if  too  much  of  the  tax  is  shifted  to  thl 
privatized  utilities,  the  government  coul 
wind  up  in  a  fight  with  the  relativell 
new  U.  S.  owners  of  several  of  them.  \ 
Labor  also  will  have  to  be  very  cor 
vincing  that  this  is  a  one-time  tax  an 
that  it  won't  be  going  after  other  con 
panies  with  big  profits.  Blair  and  Brow 
can  probably  get  away  with  this  ta 
because  they  were  up  front  about  i 
But  another  politically  motivated  ta 
could  be  a  serious  blow  to  confidence 
By  Stanley  Reed  in  Londo 
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COMMENTARY 


By  Catherine  Yang 

WHEN  PROTECTIONISM  WEARS  CAMOUFLAGE 


The  proposed  merger  of  Boeing 
Co.  and  McDonnell  Douglas 
Corp.  could  lead  to  an  unprece- 
dented showdown  between  U.  S.  and 
European  antitrust  authorities.  On 
May  21,  the  European  Union  issued 
a  "statement  of  objections"  on  the 
deal — a  first  step  toward  blocking  it 
later  this  summer.  The  U.  S.  Federal 
Trade  Commission  is  expected  to 
approve  the  merger.  If  the  eu  rules 
against  it,  the  U.  S.  may  retaliate  by 
slapping  tariffs  on  European  aero- 
space rival  Airbus  Industrie — or 
other  trade  war-style  tactics. 

What's  disheartening  about  this  de- 
bate is  its  hypocrisy.  While  pretend- 
ing to  defend  competition  in  commer- 
cial aviation,  a  truly  global  industry, 
Brussels  and  Washington  continue  to 
protect  national  interests.  The  prob- 
lem is  that  antitiust  law  has  not  kept 
up  with  the  globalizing  economy.  Al- 
though the  idea  has  been  discussed 
for  years,  the  world 
still  lacks  a  neutral 
antitrust  enforcer 
authorized  to  make 
professional  deci- 
sions based  on  a  sin- 
gle set  of  interna- 
tionally agreed-upon 
rules. 

If  ever  a  case 
needed  international 
review,  Boeing-Mc- 
Donnell is  it.  The 
$14  billion  combina- 
tion would  leave 
only  two  civil  air- 
craft makers,  Boe- 
ing-McDonnell and 
Airbus.  And  few  in- 
dustries are  as  global  as  commercial 
aircraft.  Airlines  now  buy  planes 
from  just  three  companies.  Last 
year,  Boeing  had  about  65%  of  the 
market,  Airbus  had  31%,  and  St. 
Louis-based  McDonnell  Douglas  the 
remaining  4%. 

WORRIED.  The  eu's  Commissioner  for 
Competition,  Karel  van  Miert,  argues 
that  a  merger  would  increase  Boe- 
ing-McDonnell's market  share  in  Eu- 
rope to  a  level  that,  according  to  EU 
regulations,  would  "impede  effective 
competition"  there,  ftc  Chairman 
Robert  Pitofsky,  meanwhile,  will 


probably  claim  that  the  combination 
would  scarcely  change  the  competi- 
tive landscape  for  commercial  air- 
craft, since  McDonnell  Douglas  is 
such  a  weak  player. 

The  U.  S.  is  irked  by  the  muscle- 
flexing  of  European  trustbusters.  But 
America  is  just  as  guilty.  For  years, 
U.  S.  antitiust  authorities  have  insist- 


EUROPE  VS.  THE  U.S. 


ing-McDonnell  would  be  a  strong- 
competitor  to  rivals  Lockheed  Martin 
Corp.  and  Northrop  Grumman  Corp. 

Meanwhile,  many  aircraft-industry 
analysts  think  the  eu's  complaints 
about  the  Boeing-McDonnell  merger 
are  just  a  ploy  to  protect  Airbus. 
Indeed,  the  eu's  van  Miert  may 
have  difficulty  proving  that  McDon- 
nell would  increase  Boe- 
ing's civil-aircraft  mar- 
ket share  by  much.  But 
van  Miert  is  worried  by 
Boeing's  exclusive  con- 
tracts with  American 
Airlines  Inc.  and  Delta 
Air  Lines  Inc. — and,  re- 
cently, a  possible  deal 
with  Continental  Air- 
lines— under  which  the 
carriers  pledge  to  buy 
only  from  Boeing  over 
the  next  20  years. 

Skeptics  of  the  eu's 
motives  say  the  Euro- 
peans are  using  an- 
titrust concerns  as  a 
lever  to  win  concessions 
on  the  trade  front 


EU  competitiveness  czar 
van  Miert  (left)  may  block 
Boeing-McDonnell.  The  FTC's  J^^f^  in 
Pitofsky  could  argue  that 
McDonnell  is  too  weak  a 
commercial  player  to  matter 


ed  on  the  right  to 
extend  U.  S.  law  to 
foreign  companies 
overseas  when  the 
activity  affects  U.  S. 
consumers.  Last  De- 
cember, for  exam- 
ple, the  ftc  re- 
quired Swiss  pharmaceutical  makers 
Ciba-Geigy  Ltd.  and  Sandoz  Ltd.  to 
divest  some  U.  S.-based  operations 
before  merging  so  the  combined  com- 
pany wouldn't  dominate  research  and 
development  for  gene  therapy.  Now, 
the  Americans  are  worried  that  the 
eu  wants  to  exercise  the  same  ex- 
traterritorial prerogatives. 

Of  course,  the  U.  S.  has  reasons  to 
push  through  the  merger.  The  Penta- 
gon, facing  cutbacks  in  weapons 
spending,  has  encouraged  consolida- 
tion of  the  defense  industry  to  im- 
prove its  efficiency.  A  combined  Boe- 


Airbus  subsidies.  "Why 
not  just  come  out  and 
say  it's  a  quid  pro  quo?" 
asks  James  McAleese 
Jr.,  an  international  busi- 
ness lawyer  in  McLean,  Va.  Such  ac- 
cusations are  "on  the  verge  of  bad 
taste,"  sniffs  an  affronted  eu  official. 
Maintains  van  Miert:  "Our  analysis 
of  the  Boeing-McDonnell  Douglas 
file  is  conducted  strictly  on  the  basis 
of  the  European  merger  regulation 
and  nothing  else." 

In  theory,  the  Boeing-McDonnell 
review  could  be  a  chance  to  advance 
the  cause  of  worldwide  trustbust- 
ing — and  perhaps  of  creating  a  global 
antitrust  body.  As  a  first  step,  trust- 
busters should  cooperate  more.  That 
will  prove  ever  more  important  as 
global  competition  spurs  more 
megamergers.  Antitrust  should  not 
be  a  stalking  horse  for  economic  na- 
tionalism. When  that  happens,  the 
first  casualty  is  competition. 


Yang  follows  antitrust  policy  from 
Washington. 
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International  Outlook 


EDITED  BY  ROSE  BRADY 


CANADA:  CHRETIEN'S  NEXT  HONEYMOON 
MAY  GET  CUT  SHORT 


It's  a  running  joke  in  Canada  that  Prime  Minister  Jean 
Chretien  can  speak  neither  of  his  country's  official  lan- 
guages well.  Election  time  is  no  exception.  As  he  barn- 
storms around  Canada  just  days  before  a  June  2  national 
vote,  Chretien  routinely  slaughters  both  French  and  English  in 
his  speeches.  Nevertheless,  the  pugnacious  French-Canadian  is 
on  his  way  to  a  solid  victory.  Polls  predict  that  the  ruling 
Liberal  Party  will  win  about  40%  of  the  vote  in  the  five-party 
race  and  a  comfortable  majority  in  the  House  of  Commons. 

Canadians  seem  ready  to  endorse  Chretien's  management 
of  the  economy.  Since  taking  power  in  1993,  when  he  inherited 
a  fiscal  mess,  the  Prime  Minister  has  engi- 
neered a  dramatic  turnaround.  He  is  on  track 
to  balance  the  budget  by  1999,  wiping  out  a 
deficit  that  equalled  6%  of  Canada's  gross  do- 
mestic product  when  he  took  power.  Rock- 
bottom  inflation  of  under  2%  has  enabled  the 
Bank  of  Canada  to  slash  short-term  interest 
rates  to  the  lowest  levels  in  years — over  two 
percentage  points  below  U.S.  levels.  "Canada 
has  come  roaring  back,"  says  John  McCal- 
lum,  chief  economist  at  Royal  Bank  of  Cana- 
da. He  predicts  Canada  will  grow  3.5%  this 
year  and  next,  outpacing  almost  all  other 
Group  of  Seven  nations.  Unemployment,  now  " 
9.6%,  should  dip  below  9%  for  the  first  time  since  1990. 
NEW  APPEAL.  Like  President  Clinton,  Chretien  has  bolstered 
his  position  by  shifting  to  the  right.  Once  "almost  maniacal- 
ly opposed  to  the  [North  American]  Free  Trade  Agree- 
ment," Chretien  did  a  "total  about-face,"  says  Thomas  P. 
d'Aquino,  President  of  Canada's  Business  Council  on  Na- 
tional Issues.  Chretien  has  outdone  his  predecessors  in  cut- 
ting spending.  Now  he's  talking  about  slashing  Canada's 
high  personal  tax  rates. 

With  the  Liberals  so  far  in  front,  the  real  race  is  for  second 
place — and  the  right  to  lead  the  official  opposition.  Three 
parties  have  a  shot.  The  Calgary-based  Reform  Party,  which 


favors  a  smaller  federal  government  and  a  tough  line  to 
ward  separatist  Quebec,  is  poised  to  win  most  seats  in  Al 
berta  and  British  Columbia.  After  suffering  the  worst  defea 
by  a  jailing  party  ever  in  1993,  the  Progressive  Conservativ* 
Party  is  on  its  way  back  under  its  charismatic  leader,  Jeai 
Charest.  His  appeal  for  national  reconciliation  has  bounced  th< 
party  into  second  place  in  many  polls. 

If  the  Tories  regain  their  strength,  it  will  be  a  return  ti 
normalcy  in  Canadian  politics.  For  the  last  four  years,  th 
separatist  Bloc  Quebecois  ranked  as  the  official  opposition 
even  though  it  backs  the  breakup  of  Canada.  But  support  fo: 
the  Bloc  has  been  plunging  under  its  nev 
leader,  Gilles  Duceppe,  who  has  run  a  disas 
trous  campaign. 

A  poor  election  showing  by  the  Bloc,  how 
ever,  won't  excuse  Chretien  from  facing  Cana 
da's  knottiest  long-term  problem.  If  the  econ 
omy  stays  on  track,  his  key  challenge  couli 
be  another  separatist  threat  from  Quebec 
Quebec  Premier  Lucien  Bouchard,  who  cam< 
within  a  whisker  of  winning  the  1995  sover 
eignty  referendum,  is  expected  to  sweep  Que 
bee's  provincial  elections  in  1998.  If  he  does 
he's  likely  to  call  a  new  referendum  by  199£ 
Chretien  would  be  handicapped  in  a  re 
match  over  sovereignty.  Quebeckers  link  him  with  failed  el 
forts  to  meet  their  demands.  Polls  show  only  35%  of  Que 
beckers  have  a  favorable  view  of  Chretien,  while  60%  vie\ 
Bouchard  favorably.  And  the  one  thing  that  might  save  Cana 
da — a  new  offer  to  Quebec — may  be  hard  for  Chretien  to  sel 
given  the  Reform  Party's  opposition. 

Nothing  would  knock  the  wind  out  of  Canada's  economi 
sails  faster  than  a  oui  vote  for  Quebec  sovereignty.  Wit' 
polls  already  suggesting  that  a  new  referendum  would  be  to 
close  to  call,  Chretien  may  not  have  much  time  to  enjoy  hi 
economic  successes. 

By  William  C.  Symonds  in  Toront 


the  stump 


GLOBAL  WRAPUP 


CITY  SHAKEUP 

►  The  sweeping  changes  in  financial 
regulation  announced  on  May  20  by 
British  Chancellor  Gordon  Brown  are 
winning  cautious  approval.  But  his 
style  of  doing  things  is  causing  some 
alarm.  Brown  only  gave  Bank  of  Eng- 
land Governor  Eddie  George  a  day's 
no*  ice  of  his  decision  to  hand  the 
bank's  supervisory  powers  over  the 
banking  industry  to  a  strengthened 
Securities  &  Investments  Board  (sib). 
Brow  i  also  seems  to  have  consulted 
few  people  in  the  City  about  his  over- 


haul, which  gives  the  sib  authority 
over  the  entire  financial  sector. 

Nevertheless,  financial  professionals 
think  the  new  regulatory  setup  will  be 
more  transparent  than  the  City's  previ- 
ous hodgepodge  of  self-regulatoiy  orga- 
nizations— and  will  improve  London's 
ties  with  other  global  markets. 

CZECH  FINANCIAL  WOES 

►  The  Czech  Republic  may  no  longer 
be  able  to  boast  that  its  currency,  the 
koruna,  is  eastern  Europe's  most  sta- 
ble. Last  year  the  Czech  Republic 
posted  a  current  account  shortfall 


equivalent  to  8.6%  of  gross  domestic 
product,  and  in  recent  days  the 
koruna  took  a  pounding  from  short- 
selling  speculators  convinced  that  the 
currency  is  overvalued.  Battling  to 
support  it,  the  Czech  National  Bank 
intervened  in  the  market,  and  when 
that  wasn't  enough  it  jacked  up  inter- 
est rates.  Policymakers  may  still  be 
forced  to  devalue  the  koruna  or  allow 
it  to  float  freely  on  foreign  currency 
markets — an  effective  devaluation. 
High  interest  rates  could  force  a 
recession  in  the  already  weakened 
economy. 
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NOW  WITH  Siebel,  Compaq  ENABLES  IIIOI1LY  OPTIMIZED, 

ENTERPRISE-CLASS  SALES  INFORMATION  SOLUTIONS  TO  DRAMATICALLY  INCREASE 
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COMPAQ 


Compaq"— the  worldwide  leader  in  industry-standard  enterprise  computing  platforms.  Siebel  —the 


worldwide  leader  in  global  sales  information  software  solutions.  Together,  Compaq  and  Siebel  size,  test, 
and  optimize  proven  sales  information  solutions  for  their  global  customers.  The  result— dramatic  and  rapid  increases  in 
sales  productivity,  profitability,  and  customer  satisfaction.  Join  the  many  world-class,  industry-leading  organizations, 
such  as  Compaq,  who  have  standardized  on  Siebel  and  provide  your  company  with  a  proven  competitive  advantage. 
To  learn  more,  call  us  at  1-800-720-3115,  ext.  1320  or  visit  Siebel  at  www.siebel.com. 
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IN  THE  NEXT  FEW 


YEARS,  TV,  CABLE, 
THE  PHONE  SYSTEM 
AND  THE  INTERNET 
WILL  ALL  BECOME  ONE 


WILL  YOU  KNOW 
HOW  TO  PLAY? 


They  certainly  will.  They'll  be  as  comfortable 
in  front  of  a  computer  workstation  as  you  are  in 
front  of  a  TV  set.  Only  they'll  get  a  lot  more  out  of  it. 
It'll  be  their  fax,  their  phone,  their  interactive 
television,  their  library,  their  secretary,  their 

teacher,  their  partner.  Not  to  mention  their 
on-camera,  on-line,  interoffice  meeting  place. 

It's  the  way  society  will  operate;  it's  the  way 
ompanies  will  network;  it's  the  way  business  will  grow. 

Let's  get  ready  for  it.  We're  Bellcore. 
The  people  who've  already  built  the  foundation  for 
the  world's  most  sophisticated  Telecom  network. 
And  who've  been  living  and  breathing  the  future 
of  business  networking  ever  since.  Let's  talk. 
Let's  plan.  Let's  make  sure  that  when  somebody  says, 
t a g ,  you're  it  you'll  be  ready  to  play  and  win. 

1-800-521-CORE  (U.S.  &  CANADA) 
http://www.bellcore.com 


Bellcore 


Introducing 
Marriott  Rewards. 

It's  never  been 
easier  to  earn  points. 

(You  re  welcome ) 

Or  harder  to  decide 
where  to  use  them. 

(Sorry  ) 
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Harriott 

VACATION  CLUB 

VILLAS 


TbwnePlace 

Suites 


Nc  you  can  earn  points  at  nearly  a  thousand  different  hotels  in  the  Marriott  family,  so  free  vacations 
come  c  cker  than  ever.  Redeem  your  points  for  free  stays  at  our  hotels  or  at  selected  Ritz  Carlton 
partner  Mels,  cruises,  airline  miles,  or  choose  from  other  great  rewards.  For  more  information  click  over 
to  our  wt    site  (www.marriottrewards.com),  or  pick  up  the  phone  and  ca  II  800-249-0800  to  enroll. 


VISA 


Here's  an  offer  exclusively  for  VISA  cardholders: 

Pay  with  your  VISA  card  and  get  10%  bonus  points  now  through  November  15th. 


®*  Harriott  r  ewardss 
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IATEGIES 


RUNSWICK  WADES 
MTO  NEW  WATERS 

0  Larson  says  there's  more  to  recreation  than  boating 


his  quest  to  make  the 
/orld  a  better  place  for 
5isure  activities,  Bruns- 
wick Chairman  and  ceo 
r  N.  Larson  doesn't  get 

of  downtime.  Early  May 
d  Larson  in  a  Korean 
nasium  with  Juan  Anto- 
Samaranch,  president  of 

International  Olympic 
mittee,  demonstrating 
lswick  Corp.'s  portable 
ing  lanes  in  hopes  of  get- 
bowling  approved  as  an 
ipic  sport  in  2008.  That 
:  after  a  week  of  showing 
he  company's  newly  ac- 
id Mongoose  bikes  to 
irs  at  Brunswick's  Lake 
st  (111.)  headquarters  and 
issing  marketing  plans  for 
J.  S.  Marine  boat  unit  in 
igton,  Wash.  "This  is  fun," 

Larson  with  a  broad 
"For  a  guy  who's  spent  most  of 
fe  selling  headache  cures  and  fem- 

napkins,  what's  not  to  like?" 

former  marketing  executive  at 
son  &  Johnson  and  Kimberly-Clark 
i.,  Larson  may  be  enjoying  himself, 
lis  task  is  a  serious  one.  He  joined 
iswick  as  ceo  in  April,  1995,  and 
d  the  chairman's  title  in  October 
lat  year.  Since  then,  Larson  has 

overseeing  a  stem-to-stern  remake 
le  sluggish  152-year-old  company, 
he  mature  bowling  and  boating 
>,  he's  cutting  costs  and  pushing 
products.  To  offset  Brunswick's  re- 

IT0ND  BOWLING  BALLS 


[AY 

swick 
ped  its  line 
laller 

ig  boats  to 
entrate  on 
ir-margin 

ts 


liance  on  the  marine  business,  which 
brought  in  72%  of  1996  sales  and  75%  of 
operating  income,  Larson  has  acquired  a 
slew  of  recreational  companies  making 
everything  from  camping  gear  to  bikes. 
Above  all,  he's  fired  up  marketing  in 
hopes  of  turning  Brunswick  into  what 
director  Bettye  Martin  Musham  calls 
the  Disney  of  outdoor  activities. 

So  far,  results  look  promising.  In 
1996,  Brunswick's  operating  earnings 
rose  18%,  to  $304.8  million,  on  sales  up 
9%,  to  $3.2  billion.  That  has  helped  push 
Brunswick's  stock  up  45%  in  the  past 
year,  to  an  all-time  high  of  31%.  But  the 


FLEXIBLE  FLYER 

The  company  bought  the 
venerable  sledmaker  after 
research  showed  it  would  be  a 
good  fit  in  the  recre- 
ational area  ^  -'■  ~ 


boating  business  is  notoriously  depen- 
dent on  economic  cycles,  and  Larson's 
strategy  has  yet  to  be  tested  by  a  weak 
economy.  Meanwhile,  all  the  diversifica- 
tion carries  its  own  challenges,  including 
new  competitors.  "This  country  is  lit- 
tered with  companies  that  have  tried  to 
mute  cyclical  businesses  and  ended  up  in 
trouble,"  says  one  investor. 

Larson,  a  onetime  nuclear  submarine 
officer,  moved  fast.  Within  weeks  of  be- 
coming chairman,  he  gathered  150  ex- 
ecutives at  headquarters  and  delivered  a 
blunt  message.  "He  told  us  we  were  a 

CONTROL:  Larson  bought 
bikemaker  Mongoose  in  "97 

good  company,  but  not  a  great 
one,"  recalls  one  former  exec. 
Larson  pointed  out  that  many 
of  Brunswick's  best  innova- 
tions— from  the  Zebco  covered 
fishing  reel  to  automatic  bowl- 
ing-pin setters — were  decades 
old.  Soon  after,  he  cleaned 
house,  replacing  six  senior  ex- 
ecutives and  naming  five  new 
board  members  with  overseas 
and  marketing  skills. 
GUTSY  MOVES.  Larson  turned 
next  to  the  boat  and  engine 
business.  Using  Brunswick's 
pristine  balance  sheet  and  an- 
nual operating  cash  flow  of 
about  $400  million,  he  opened 
the  spigots,  doubling  capital 
spending  between  1995 
through  this  year.  Much  of  that  spend- 
ing went  to  develop  new  boating  prod- 
ucts to  appeal  to  a  wider  customer  base. 

To  minimize  the  ups  and  downs  of 
the  boat  business,  Brunswick  dropped 
its  line  of  smaller  fishing  boats,  which 
tended  to  be  more  cyclical.  Instead, 
many  of  the  88  new  boats  introduced 
since  Larson  took  over  have  been  in 
the  higher-margin  cruiser  and  yacht  seg- 
ment where  Brunswick  already  has 
about  40%  of  the  market,  one  of  the 
few  sectors  still  growing.  It's  a  gutsy 
expansion  in  an  industry  in  which  sales 
are  down  39%  from  their  1988  peak.  Ir- 


AMERICAN  CAMPER 

Brunswick  faces  competition 
from  the  likes  of  giant  Coleman 
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Wouldn't  it 
be  great  if  we 

COULD  ALL  FLY 
COMMERCIALS? 


The  way  people  fly  on  TV  isn't  the  way  people  fly  in  life.  Any  frequent  • 
flyer  knows  the  real  pieture:  long  lines,  crowded  planes,  delays.  But  stay 
tuned.  United  is  working  to  make  the  entire  travel  experience  easier  and 
more  professional,  especially  for  the  people  who  fly  the  most.  You'll  get  easier 
check-ins,  best  seats  available  and  more  information  updates.  Compared  to 
the  rest  of  the  airline  industry,  United  is  heading  in  a  different  direction. 


With  your  Premier  Cardyou'll 
get  dedicated  check-ins,  best 
seats  available  and  increased 
levels  of  service- 


United  is  upgrading  its        0  A  Our  employees  are  be, 

fleet  with  more  of  the  trained  to  help  mimn 

planes  our  customers  £Lj  the  hassles  of  travel, 

prefer  to  fly.  ^>~' 


The  Corporation 


relevant,  says  Larson.  "We  were  a  man- 
ufacturing company  in  our  focus,  proud 
of  our  ability  to  surf  the  [boating]  cy- 
cles," he  says.  "Now,  we're  running  a 
consumer-products  business.  Cyclicity 
doesn't  have  to  come  into  it."  Maybe. 
But  new  products  that  are  generating 
sales  now  could  hurt  performance  in  a 
weaker  market. 

The  newly  aggressive  Brunswick  is 
stirring  a  mixture  of  awe  and  ire  from 
rivals  and  dealers,  for  whom  the  com- 
pany is  both  the  dominant  supplier  of 
inboard  engines  and  a  competitor  in 
boats.  Some  of  those  companies  are  tak- 
ing action.  Although  the  Federal  Trade 
Commission  recently  dropped  a  four- 
year  antitrust  investigation  into 
Brunswick's  engine  business,  the  com- 
pany faces  a  suit  from  some  15  boat- 
builders.  They  claim  Binnswick  has  built 
a  monopoly  in  the  stern-drive  engine 
business  and  is  trying  to  build  one  in 
outboard  engines  and  boats  packaged 
with  them.  Larson  vigorously  denies 
the  charges. 

Despite  that  clout,  Larson  would  like 
to  lessen  the  dependence  on  the  cyclical 
boat  business.  He  hopes  recreation  will 
account  for  half  of  Brunswick's  sales  bv 


2000,  up  from  just  over  a  quarter  now. 
Brunswick  picked  its  acquisition  targets 
after  surveying  boat  customers  to  see 
what  other  outdoor  activities  they  pur- 
sued. Since  early  1996,  Brunswick  has 
spent  $500  million  to  buy  American 
Camper,  Roadmaster,  Flexible  Flyer,  ice 
chest  maker  Igloo  Products,  bikemaker 
Mongoose,  and  others. 
ONE  supplier.  There's  more  to  come. 
Larson  has  put  together  an  A-list  of 
about  25  sectors  with  top-selling  sport- 
ing goods  products  that  he  can  cross- 
market.  But  he's  going  at  it  carefully, 
ruling  out  team  sports  and  seasonal 
products  such  as  snowmobiles.  What 
ties  most  of  the  businesses  together, 
says  Larson,  is  the  ability  to  cross-mar- 
ket— selling  fishing  gear  to  boaters,  or 
bundling  biking  and  camping  products 
together — and  to  sell  it  all  through 
mass-market  retailers. 

This  summer,  Binnswick  will  unveil 
new  stores-within-stores  that  bring  to- 
gether many  of  its  products  in  one  dis- 
play at  big  retailers  such  as  Wal-Mart 
and  Kmart.  Jim  Potter,  Kmart's  sporting 
goods  merchandising  manager,  is  enthu- 
siastic about  dealing  with  a  single  sup- 
plier for  several  categories.  Still,  he  cau- 


tions: "It's  unproven  whether  Brunswic 
can  find  a  common  string  between  fisl 
ing,  camping,  and  coolers."  Brunswic 
board  member  Jay  W.  Lorsch,  a  huma 
relations  professor  at  Harvard  busines 
school,  a  supporter  of  Larson,  doesn 
underestimate  the  risks.  "The  questio 
is  do  we  have  the  management  caps 
bility  to  execute  as  we  get  bigger." 

Even  as  it  makes  the  attemp' 
Binnswick  will  face  a  host  of  new  rivals 
Bicycles,  for  example,  is  a  notoriousl; 
tough,  low-mai'gin  business.  Brunswick': 
Roadmaster  unit,  which  holds  about  18? 
of  the  low-end  bike  market,  faces  in 
dustry  power  Huffy  Corp.  with  25% 
"Maintaining  our  Xo.  1  position  is  ver 
important  to  Huffy,"  says  Chairmai 
Richard  L.  Molen.  He's  serious:  Jus 
weeks  after  Brunswick  bought  Road 
master,  Huffy  cut  prices  15%,  forcing 
Binnswick  to  slash  its  own  prices. 

Can  Brunswick  remake  itself  as 
recreation  powerhouse?  The  rising  tidi 
of  the  current  economic  boom  is  lifting 
lot  of  boats,  including  Brunswick's.  Th»3 
question  is  w*hether  Larson  can  avoij 
the  sandbars  after  the  tide  turns. 

By  Richard  A.  Melchel 
in  Lake  Forest,  lit 


AN  SOS  FROM  OUTBOARD  MARINE 


They  were  hired  within  months  of 
each  other,  with  strong  market- 
ing backgrounds  and  a  mission  to 
improve  their  boating  units  and  ex- 
plore new  opportunities. 

The  comparison  ends  there.  While 
Chairman  and  ceo  Peter  N.  Larson 
revs  up  Binnswick  Corp.'s  boats  and 
engines  and  steers  into  newT  ven- 
tures, Harry  W  Bowman,  his  coun- 
terpart at  archrival  and  neighbor 
Outboard  Marine  Corp.,  has  seen  his 
core  businesses  sputter.  After  churn- 
ing up  red  ink  or  flat  earnings  in  five 
of  the  last  seven  years — including  a 
$10.4  million  loss  "on  $1.1  billion  in 
sales  for  1996 — omc  has  hired  Sa- 
lomon Brothers  Inc.,  and  by  midsum- 
mer it  hopes  to  find  either  a  partner 
or  a  buyer. 

TIMING.  Bowman's  lack  of  success  at 
the  Waukegan  (111.)  company  is  cer- 
tainly not  for  want  of  trying.  A  for- 
mer senior  executive  at  Whirlpool 
Corp.  who  once  headed  its  European 
unit,  Bowman  has  taken  what  com- 
petitors and  dealers  say  are  essential 
steps.  Although  Outboard  Marine 
boasts  such  famous  brand  names  as 


Johnson  and  Evinrude  engines,  it 
suffered  from  archaic  manufacturing 
and  accounting  systems.  Meanwhile, 
poor  marketing  was  hurting  its  name 
among  dealers  and  customers.  So 
Bowman  replaced  nearly  two-thirds 
of  the  top  36  managers,  streamlined 
operations,  and  conducted  focus 
groups  with  customers. 

But  omc's  problems  proved  in- 
tractable. Like  Binnswick,  OMC 
pushed  into  the  boat  business  in  the 
1980s,  acquiring  such  brands  as 
Chris-Craft  and 
Seaswirl.  "omc  start- 
ed snapping  up  boat 
companies  that  sim- 
ply weren't  very  well 
run,"  says  Mark  R. 
Duchow,  president  of 
Gumee  (111.) 
Duchow's  Boat  Cen- 
ters. Also,  omc  fo- 
cused on  outboard 
engines  for  smaller 
boats  just  as  the  in- 
dustry shifted  to  in- 
board motors  and 
larger  boats. 


"No  sooner  did  we  buy  into  boats, 
than  we  were  hit  with  the  boating 
recession,"  says  Bowman,  who  says 
OMC  had  underinvested  in  new7  prod- 
ucts. 'We've  been  in  the  heart  of  the 
business  [small  boats]  that's  taken 
the  brunt  of  the  recent  softness." 

Now  omc  is  betting  heavily  on  its 
fuel-efficient  and  environmentally 
friendly  fict  outboard  engine.  And  it 
found  a  solid  partner  in  Volvo  ab  to 
help  produce  inboard  engines.  "OMC 
has  a  strong  franchise,"  says  Min- 
neapolis financier 


OUTBOARD  SINKS, 
BRUNSWICK  SOARS 
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Irwin  L.  Jacobs, 
chairman  of  boat- 
maker  Genmar 
Holdings  Inc.  Pos- 
sible buyers  for 
Binnswick  range 
from  Toyota  Motor 
Corp.  to  Volvo — or 
Genmar.  which 
could  take  the 
boats,  leaving  the 
engines  to  another 
buyer. 

By  Richard 
Melcher  in  Chicago 
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Or  can  something  be  unlike  anything  else? 


Should  ideas  conform  to  existing  categories? 


Or  create  new  ones? 


Today,  the  rule 


of  technology  is 
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ere  are  no  ru 


les. 


And  for  those  still  thinking  inside  the  box, 


perhaps  it's  time 


to  step  outside. 


1997  Chrysler  Sebring  JXi  Convertible  and  Town  &  Country  LXi 


fro  EXPERIENCE  A  FULL  RANGE  OF  AUTOMOTIVE  THINKING  FROM  COMPLETELY  OUTSIDE  THE  BOX, WE  INVITE  YOU  TO  VISIT  THE  1997  CHRYSLER 


on  the  Senior  TOUR 


By  Jeff  Williams 

Photography  by  Sam  Greenwoof 


It's  almost  an  even-money  bet  that 
a  player  who  succeeded  on  the  PGA 
TOUR  would  succeed  on  the  Senior 
TOUR,  as  well.  Those  players  who 
were  the  best  in  the  prime  of  their 
PGA  TOUR  careers  will  be  facing  the 
same  players  at  50  that  they  were  at 
30.  And  though  skills  start  to  dimin- 
ish more  rapidly  as  a  player  moves 
into  his  50s,  that  happens  to  every- 
body from  the  top  to  the  bottom  of 
the  pack.  Talent  being  unequal  at 
every  stage  of  a  professional  career, 
the  best  still  are  the  best. 

But  that  doesn't  mean  there  are 
no  changes  made  as  the  best  profes- 
sionals move  to  the  Senior  TOUR. 
And  that  doesn't  mean  some  of  the 
middle  of  the  pack  players  of  each 
generation  would  succeed  out  of  pro- 
portion to  their  modest  PGA  TOUR 
achievements.  The  absolute  constant 
is  change.  It  can  be  big  or  small,  but 
it's  always  inevitable.  Fueling  that 
change  is  the  constant  desire  to  win, 
the  desire  to  be  the  best  or  to  beat 
the  best. 

No  one  would  have  thought 
Jack  Nicklaus  would  have  been  less 
successful  as  a  Senior  TOUR  player 
than  during  his  glory  years  of  the 
1960s  and  70s.  No  one  would  have 
thought  Lee  Trevino  would  have  trou- 
ble winning  on  the  Senior  TOUR, 
nor  Raymond  Floyd,  nor  Hale  Irwin. 


Hale  Irwin 


And  these  players  have  not  been 
disappointing,  compiling  enviable 
records  on  the  Senior  TOUR  that 
match  their  achievements  on  the 
PGA  TOUR. 

Then  there  are  players  such 
as  Jim  Colbert,  Bob  Murphy  and 
Dave  Stockton,  all  of  whom  enjoyed 
solid  PGA  TOUR  careers.  They 


all  of  these  things.  I  can't  remember 
what  my  swing  was  when  I  was  20. 
I  couldn't  duplicate  it  if  I  wanted  to. 
So  to  keep  competitive,  to  keep 
winning,  you  have  to  change  a  few 
things.  I'd  say  the  most  constant 
thing  for  me  over  time  is  course 
management,  but  even  that  changes 
as  your  game  changes." 


T 


hey  have  excelled  on  the  Senior  TOUR,  winning 
multiple  tournaments  and  millions  of  dollars,  exceeding 
everyone's  expectations  but  their  own. 


have  excelled  on  the  Senior  TOUR, 
winning  multiple  tournaments  and 
millions  of  dollars,  exceeding  every- 
one's expectations  but  their  own. 

"You  change  all  the  time,"  said 
Nicklaus.  "It's  impossible  to  be  the 
same  player  at  50  that  you  were  at 
30.  Your  body  changes,  your  mind 
changes,  your  life  changes,  and  the 
way  you  play  golf  is  affected  by 


For  Nicklaus,  a  winner  of  18  pro- 
fessional major  championships  and 
considered  by  most  the  greatest  play- 
er who  ever  lived,  change  has  been 
dictated  by  an  inability  to  overpower 
both  the  golf  ball  and  the  golf  course 
the  way  he  once  did.  And  that  means 
keeping  pace  with  new  technology 
that  makes  equipment  friendly  and 
more  effective  for  the  aging  player. 
"I've  had  to  move  to  the  bigger 
drivers  with  lighter  shafts  like  every- 
body else,"  said  Nicklaus,  who  has 
his  own  equipment  company.  "You 
can't  lag  behind  in  that,  because 
everybody  you  are  playing  against  is 
looking  for  extra  yardage  and  more 
accuracy.  You  might  still  be  able  to 
play  forged  head  iron  clubs,  but  you 
can't  be  playing  old  woods  with  steel 
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its  because  everybody  will  be 
wing  it  right  past  you.  The  biggest 
t  of  my  game  was  that  I  was  able 
ake  apart  the  par-5s  when  I  had 
to  make  easy  birdies  or  an  eagle. 
11, 1  can't  do  that  on  par-5s  any- 
re  playing  with  the  old  equipment, 
had  to  change." 

It's  no  coincidence  Nicklaus  has 
i  eight  Senior  TOUR  major  cham- 
liships  among  his  10  total  victories 
le  playing  a  limited  schedule.  He 
>  just  doing  to  the  senior  field  the 
le  thing  he  did  25  years  ago. 
jee  Trevino  has  won  27  Senior 
UR  titles,  a  figure  equal  to  his 
ory  total  on  the  PGA  TOUR, 
e  his  competitors,  he  changed 
nore  modern  equipment, 
e  his  competitors,  he  put 
re  emphasis  on  health 

exercise,  although 

could  never 
cribe  him 
i  fitness  nut. 

for  Trevino, 
ore  stable  life 
i  second  wife 
udia  allowed 
i  to  concentrate 
y  on  preparing  Ljg| 
game  to  play  the 
UR,  and  allowed 
l  a  more  tranquil  environ- 
nt  to  play  and  win  than  during 
PGA  TOUR  days,  when  he 
it  through  a  divorce  and  a 
pie  of  fortunes  along  the  way. 
'I'd  have  to  say  that  life  for  me 

been  a  whole  lot  easier  since 
arted  playing  the  Senior  TOUR," 
1  Trevino.  "My  wife  Claudia  and 
new  family  have  meant  so  much 
ne.  I  just  have  felt  so  much  better 
>ut  life  that  it's  easier  to  play.  And 
lember,  these  are  54-hole  tourna- 
nts  with  no  cut.  We're  playing  for 
re  money  than  we  did  back  then. 
w  bad  can  that  be?" 
Floyd  made  relatively  little  change 
en  he  came  on  the  Senior  TOUR 
.992.  This  was  a  man  who  was 
npetitive  on  the  PGA  TOUR 
lit  to  the  end.  In  1992,  he  made 
tory  when  he  became  the  first 
yer  to  win  on  the  PGA  TOUR  and 

Senior  TOUR  in  the  same  year, 
won  the  Doral-Ryder  Open  for  the 
"d  time,  a  week  after  his  Miami 
ne  had  been  destroyed  by  fire. 


Then,  16  days  after  he  turned  50 
on  September  4,  he  won  the  GTE 
North  Classic. 

After  an  off  year  in  1996  when 
he  won  only  one  tournament,  Floyd 
finally  made  the  big  equipment 
change,  going  from  the  classic  forged 
blade  irons  he  was  playing 
to  a  new  set  of  Callaways. 
The  change  began  when 
he  took  his  two  sons, 
Raymond,  Jr.  and  Robert, 
to  get  new  Callaway 
drivers  at  the  company's 
Carlsbad,  CA  headquar- 
ters. After  going  through 
the  Callaway  club-fitting 
protocols  himself,  he 
decided  a  change  was  in 
order.  "I  just  thought  that 
with  my  contract  running 
out  on  my  old  clubs, 
maybe  it  was  time  to 
look  into  some- 
thing different," 
said  Floyd. 


golf  environment.  'The  biggest  thing 
for  me  was  thinking  I  was  going  to  be 
a  Senior  TOUR  player  now  and  not 
a  PGA  TOUR  player  and  recognizing 
the  difference,"  said  Irwin.  'That's 
easy  to  say  but  more  difficult  to  do. 
You're  going  from  the  intense  envi- 


^^^^^^^^ 


r 

"I  was  going  to  have 
to  change  sometime, 
and  that  seemed  the 
opportune  time  to  do 
it.  I  haven't  lost  the 
desire  to  win." 
Hale  Irwin  had 
already  changed  his 
equipment  during  his 
last  full  year  on  the  PGA 
TOUR  in  1995.  It  was 
not  only  a  way  of  staying 
competitive  against 
the  younger  players,  it 
was  also  in  anticipation 
of  playing  the  Senior 
TOUR.  If  he  was  going 
to  make  a  change,  he 
thought  it  better  to  do 
it  before  the  Senior 
TOUR  came  around  so 
ie  would  not  have  that 
distraction  to  deal  with 
once  he  transferred  his 
principal  place  of  business  from  one 
TOUR  to  the  other. 

For  Irwin,  it's  been  more  of  a 
mental  change,  adapting  to  a  new 


Raymond  Floyd 


ronment  of  72  holes  with  a  36-hole 
cut  to  a  54-hole  tournament  with 
no  cut.  You  have  to  adjust  your 
approach  to  the  game.  You  have  to 
be  more  aggressive  from  the  start 
to  put  yourself  in  a  position  to  win. 
You  are  playing  what  is  a  completely 
new  set  of  golf  courses  in  many 
new  cities,  and  you  have  to  adapt  to 
that.  It's  not  difficult  to  do,  but  you 
must  do  it.  The  biggest  change  has 
been  mental  for  me." 

Colbert  won  eight  times  on  the 
PGA  TOUR.  Murphy  won  five  times. 
Both  would  tell  you  they  had  decent 
careers  in  their  youth,  and  both 
would  tell  you  they  were  disappoint- 
ed they  didn't  win  more  often,  that 
they  didn't  win  a  major  championship. 
Now  Colbert  has  been  the  Senior 
TOUR's  leading  money-winner  for 
the  past  two  seasons  and  had  18 
victories  beginning  the  1997  season 
since  becoming  a  senior  in  1991. 
After  winning  the  Toshiba  Senior 
Classic  in  March,  Murphy  had  won 
1 1  times  since  becoming  a  senior  in 
1993.  And  what  they  both  will  tell  you 


is  that  the  single  biggest  change  in 
the  results  from  back  then  to  right 
now  has  been  in  their  health. 

"Heck,  I'm  a  lot  healthier  now  than 
when  I  was  30,"  said  Colbert,  who 
suffered  from  a  chronically  bad  back 
that  forced  him  off  the  PGA  TOUR 
at  the  end  of  1987.  'There  never  was 
a  clay  that  would  go  by  that  I  didn't 
have  some  sort  of  ache  or  pain,  espe- 
cially in  my  back.  You  just  couldn't 
develop  your  game.  You  can't  make 
your  game  better  if  you  can't  practice. 
I  tried  to  hold  in  there  as  best  I  could. 
I  pumped  painkillers  into  myself  and 
tried  some  gadgets,  but  they  never 
quite  worked." 

Then  Colbert  discovered  the 
medicinal  qualities  of  magnets.  At 
least,  they  seem  to  have  worked  on 


him.  A  long  rest  from  golf  and  exer- 
cise seemingly  had  healed  Colbert's 
back  during  his  first  two  Senior 
TOUR  seasons.  Then,  in  1993,  the 
pain  started  again,  and  he  thought  his 
career  had  been  cut  short.  In  1994  he 
was  introduced  to  the  magnets,  and 
he's  been  wearing  a  pair  at  the  base 
of  his  spine  since  then.  He  has  mag- 
nets in  the  seat  on  his  private  jet. 
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a  portable  magnetic  mattress  for  his 
hotel  rooms,  and  magnets  on  the  bed 
at  home.  Not  only  hasn't  he  had  back 
problems,  but  many  of  the  little  aches 
and  pains  in  the  rest  of  his  body  disap- 
peared. "Being  healthy  is  the  biggest 
reason  for  my  success,"  said  Colbert. 
"If  I  could  have  been  this  healthy  in 
my  younger  days,  I  know  I  could  have 
been  a  lot  more  competitive." 

For  Murphy,  the  lingering  health 
issue  was  arthritis.  Like  Colbert, 
deteriorating  health  chased  him  off 
the  golf  course  as  a  player  and  put 
him  in  the  position  of  television  com- 
mentator a  whole  lot  earlier  than  he 
had  wanted.  But  when  the  arthritis 
was  correctly  diagnosed  as  psoriatic 
arthritis,  and  the  correct  treatments 
could  be  administered  using  an  old 
cancer  chemotherapy  drug,  Murphy's 
swollen  hands  could  grip  a  club  again 
and  the  feel  returned  to  his  putter. 

'There's  no  question  that  getting 
this  arthritis  under  control  was  the 
key  to  everything,"  said  Murphy. 


of  his  playing  days.  When  the  Senior 
TOUR  came  around,  Stockton 
decided  to  give  it  his  full  attention, 
cutting  dramatically  back  on  corpo- 
rate outings  and  devoting  far  more 
time  to  practice  and  playing.  The 
result  has  been  four  successive 
million-dollar  seasons  through  the 
end  of  1996.  "I  divided  my  time  too 
much  back  in  later  years  on  the 
PGA  TOUR,  doing  those  outings," 
Stockton  said.  "They  were  pretty 
big  deals  and  they  made  me  a  fair 
amount  of  money,  more  money  than 
I  was  getting  from  tournament  golf. 


A 


"I'd  gone  for  years  not  knowing  for 
sure  what  was  bothering  me,  and 
I  must  admit  it  was  scary  at  times.  It 
wasn't  even  a  question  of  whether  I 
would  be  able  to  play  again,  but  what 
my  quality  of  life  would  be."  Needless 
to  say,  his  quality  of  life  improved 
dramatically,  and  so  did  his  golf. 

Stockton  was  an  11-time  winner 
on  the  PGA  TOUR,  including  two 
PGA  Championships.  Entering  the 
current  season,  he 
had  won  13  times  on 
the  Senior  TOUR.  He 
attributes  those  victo- 
ries to  a  change  he 
made  in  his  approach  to 
tournament  golf.  After 
Stockton  won  the  1976 
PGA  Championship, 
his  last  PGA  TOUR  vic- 
tory, his  time  became 
split  between  golf  and 
his  own  corporate  out- 
ing business,  which 
was  quite  lucrative  and 
would  hold  him  in  fine 
stead  for  the  duration 


\fter  Stockton  won  the  1976  PGA  Championship,  his  last 
PGA  TOUR  victory,  his  time  became  split  between  golf 
and  his  own  corporate  outing  business. 


By  the  time  the  Senior  TOUR  came 
around,  I  was  in  a  good  financial  posi- I 
tion  so  that  I  could  take  a  chance  on 
devoting  most  of  my  time  to  playing  I 
golf,  and  it's  paid  off  pretty  well." 

Professional  golfers  change  put- 
ters about  as  often  as  they  change 
their  socks.  That's  a  given.  Other 
changes  come  after  careful  consider- 
ation, from  the  knowledge  that  to 
stay  competitive  means  keeping  up 
with  the  latest  club 
and  ball  technology. 
Other  changes  come 
from  older  bodies  that 
can't  swing  quite  so 
freely.  "You  are  con- 
stantly evolving,"  said 
Nicklaus. 

What  doesn't  change 
is  the  burning  desire  to 
win.  "All  I  ever  thought 
about  is  the  trophy," 
Trevino  said.  "A  long 
time  ago  someone  told 
me  that  if  you  get  a  tro- 
phy, you  get  a  great  big 
check  to  go  with  it."  ■ 


od  customer  service  means 
ays  being  at  your  side.  Now 
en  your  business  needs  a 
-free  number  added,  question 
wered  or  any  problem  solved, 
call    does    it    all.  No 
iround.  No  double-talk.  No 
ng  twice.  So  if  your  business 
ver  in  a  rough  spot,  we'll 
happy  to  help  you  out. 
'UK  att .com/business 
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Teanir  Bayer: 

ReidHanley  v^j  %/ 


etting  the  Message  Out  About  Stroke 


Stroke  does  play  favorites  -  but 
:  doesn't  mean  any  segment  of 
population  is  immune  to  the 
d-leading  cause  of  death  and  the 
nary  cause  of  major  disability, 
strokes  Against  Stroke,  the  annual 
ireness  and  fund-raising  effort 
jnted  by  the  team  of  Bayer  Aspirin, 
American  Heart  Association  and 
PGA  TOUR,  has  emphasized  that 
expanding  Team  Bayer  for  1997. 
ler  Cup  captain  Tom  Kite,  NIKE 
LJR  standout  Chris  DiMarco  and 
}A  Hall  of  Famer  Nancy  Lopez 
join  Tom  Weiskopf  of  the  Senior 
LJR  on  Team  Bayer.  Former 
:ish  Open  and  U.S.  Senior  Open 
mpion  Weiskopf  and  former  U.S. 
in  winner  Kite  are  co-captains 
he  team. 

strokes  Against  Stroke  is  in  its 
d  year  and  has  raised  $144,000 
the  American  Heart  Association. 
y  is  Stroke  Awareness  Month,  and 
im  Bayer  will  earn  $1,000,  up  from 

0  last  year,  for  each  birdie  it  makes 
ournament  play  during  the  month. 
;  addition  of  Lopez  should  help 
team  in  all  areas. 

Vlaking  birdies  isn't  the  sole  aim 
"earn  Bayer.  Public  Awareness  is 
as  important.  Many  people  are 
cognizant  of  stroke's  stunning 
istics: 

1  Almost  half-a-million  Americans 
fer  a  stroke  each  year,  72  percent 
hem  are  more  than  65  years  of  age 
1 31  percent  die  within  the  first  year. 

■  More  than  149,000  people  die 

n  strokes  each  year  and  60  percent 
hem  are  women. 

■  There  are  approximately  one 
lion  Americans  15  years  old  and 
er  with  disabilities  resulting  from 
)kes. 

■  Aspirin  is  the  only  analgesic 
iroved  to  reduce  the  risk  evolving 

n  heart  attack  and  to  prevent  stroke 
1  recurrent  heart  attacks  when  used 
ler  a  physician's  supervision. 


Each  birdie  made  in  tournament  play  by 
Team  Bayer  in  May  will  earn  $  1 ,000  for 
Strokes  Against  Stroke.  Tom  Weiskopf  and 
Tom  Kite  are  co-captains  of  Team  Bayer. 

The  members  of  Team  Bayer  all 
have  been  personally  touched  by 
stroke  and  heart  disease.  Their  par- 
ticipation is  more  than  ceremonial. 
They  know  first-hand  what  can 
happen  and  are  sharing  their  experi- 
ences with  golf  fans. 

"I  really  think  there  are  very  few 
people  today  who  have  not  been 
affected  by  heart  attack  or  stroke  in 
some  sort  of  way,  either  through  a 
family  member  or  close  friend,"  said 
Kite.  'This  is  something  that  touches 
all  of  us." 


Weiskopf  has  a  special  reason 
for  being  involved  in  the  Strokes 
Against  Stroke  program.  In  1994,  his 
best  friend,  Bert  Yancey,  died  after 
suffering  a  heart  attack  on  the  prac- 
tice tee  before  the  Franklin  Quest 
Championship.  Weiskopf  dedicated 
the  tournament  to  his  fellow  Senior 
TOUR  player,  birdied  the  final  three 
holes  and  then  birdied  the  first  play- 
off hole  to  win  the  tournament. 

He  became  involved  with  the  pro- 
gram after  Yancey's  death  and  was 
captain  of  Team  Bayer  in  1995.  Heart 
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Or  Allen  Seals  of  (he  American  Heart  Association 
(left)  with  Tom  Weiskopf  and  Tom  Kile 

attack  and  stroke  was  something 
that  happened  to  other  people  until 
Yancey  died. 

"Bert's  death  might  have  been 
avoided  if  he  had  known  more  about 
reducing  his  risk  for  heart  attack  and 
stroke,"  said  Weiskopf,  who  is  a  noted 
golf  course  architect  in  addition  to 
being  one  of  the  top  players  on  the 
Senior  TOUR.  "After  his  death,  I 
wanted  to  become  more  involved  to 
help  people  prevent  themselves  from 
becoming  at  risk  for  these  diseases." 

DiMarco's  grandfather  has  had 
quintuple  heart  bypass  surgery.  His 
wife  Amy's  grandfather  has  had  three 
strokes  in  the  past  15  years. 

Kite's  experience  with  stroke  hit 
very  close  to  home.  His  father,  Tom, 
Sr.,  suffered  a  stroke  eight  years 
ago  when  the  two  were  playing  golf. 
Fortunately,  Kite  was  with  his  father 
and  was  able  to  get  help.  Tom,  Sr. 
recovered  from  the  stroke  and  got 
back  on  the  golf  course. 

"Dad  and  I  had  no  clue,"  said  Kite. 
"We  were  playing  golf  together,  and 
I  noticed  his  speech  became  slurred 
and  then  he  felt  some  numbness 
down  his  left  side.  I  could  see  that  he 
wasn't  functioning  right,  but  I  didn't 
think,  stroke  at  first." 

Like  Kite,  many  people  aren't  aware 
of  the  warning  signals  of  stroke  or 
heart  attack.  A  Bayer  survey  revealed 
76  percent  of  Americans  are  unable 
to  give  an  accurate  description  of 
a  stroke  and  more  than  one-third 
of  those  surveyed  didn't  know  the 
warning  signals. 

Lopez,  arguably  the  greatest 
woman  player  of  all-time,  was  like 
many  women  before  she  joined  Team 
Bayer.  As  a  mother  of  three,  she  was 
always  too  busy  to  worry  about  her 
own  health.  When  she  read  informa- 
tion about  strokes  provided  by  Team 
Bayer,  she  decided  to  start  work  even 
before  she  hit  the  golf  course. 

"I  had  my  own  little  meetings  in 
Albany  (GA),  where  I  live,  talked  to 
women  and  handed  out  brochures 
Team  Bayer  had  sent  me  so  they  could 
be  more  aware.  I  thought  I  knew  a  lit- 
tle bit  about  this,  but  I  really  didn't. 
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"You  have  to  be  aware  of  the 
headaches,  the  numbness  and  even 
losing  sight  in  one  eye.  You  have  to 
watch  those  things.  If  you  don't  know 
the  signs  of  a  mini-stroke,  you  can 
have  a  stroke  and  die." 

Working  with  the  American  Heart 
Association  was  a  natural  for  Lopez. 
Her  mother  died  of  a  heart  attack, 
and  her  father  suffers  from  conges- 
tive heart  failure.  Diabetes  runs  in 
her  family,  and  her  husband,  Ray 
Knight  who  is  the  manager  of  the 
Cincinnati  Reds,  has  high  choles- 
terol. Her  home  state  of  Georgia  is 
part  of  the  Stroke  Belt  that  includes 
Alabama,  Arkansas,  Kentucky, 
Indiana,  Louisiana,  Mississippi, 
North  and  South  Carolina,  Tennessee 
and  Virginia,  where  stroke  mortality 
is  significantly  higher  than  the 
U.S.  average." 

"We  basically  wanted  to  show  that 
stroke  and  heart  disease  touches 
everyone,"  said  Rob  Schumm,  senior 


Stroke  can  often  be  prevented 
through  recognition  of  warning  sig- 
nals and  taking  immediate  action. 
Severe  headache,  blurred  vision, 
difficulty  speaking  or  understanding 
others,  muscle  weakness,  dizziness 
and  numbness  are  among  the  most 
common  symptoms.  Strokes  are 
often  preceded  by  a  TIA,  an  episode 
of  stroke  symptoms  often  called  a 
mini-stroke.  Research  shows  36  per- 
cent of  those  who  have  a  TIA  will  go 
on  to  have  a  full  stroke. 

A  change  in  diet  and  lifestyle  can 
reduce  the  risk  of  a  recurrent  stroke. 
Research  also  has  shown  that  aspirin, 
used  under  a  physician's  supervision, 
can  help  prevent  recurrent  heart 
attack  and  stroke  in  patients  who 
have  had  a  TIA. 

Charity  and  golf  have  been  long- 
time partners,  and  Strokes  Against 
Stroke  is  just  one  of  the  several 
programs  PGA  TOUR  and  Senior 
PGA  TOUR  players  support.  Bayer 


R 


esearch  also  has  shown  that  aspirin,  used  under  a 
physician  's  supervision,  can  help  prevent  recurrent  heart 
attack  and  stroke  in  patients  who  have  had  a  TIA. 


brand  manager  for  Bayer.  "Specifical- 
ly, we  wanted  to  address  the  risks 
associated  with  women.  We  felt 
Nancy  Lopez  would  be  a  great  help. 
One  of  the  things  not  recognized  is 
the  risk  of  stroke  and  heart  disease 
in  women.  The  earliest  research  on 
aspirin  and  prevention  was  recent. 
Now  the  FDA  has  signaled  it  intends 
to  approve  the  use  of  aspirin  for 
prevention  of  a  stroke  following 
a  TIA  (transient  ischemic  attack)  in 
women.  That's  17  years  after  it  was 
approved  in  men." 


believed  golf  would  be  the  perfect 
vehicle  to  promote  education  about 
stroke  and  heart  disease.  Those 
on-line  can  find  out  more  about  the 
program  at  http/7 www.amhrt.org. 

Team  members  were  very  busy 
this  May.  Kite,  who  would  love  to 
be  a  playing  Ryder  Cup  captain  in 
the  fall  in  Spain,  competed  in  the 
Shell  Houston  Open,  the  GTE  Byron 
Nelson  Classic  and  the  MasterCard 
Colonial.  DiMarco  played  four  NIKE 
TOUR  events.  Weiskopf,  who  plays  a 
limited  Senior  TOUR  schedule,  also 
was  active.  Lopez  played  in  the  Sprint 
Titleholders  Championship,  the 
Sara  Lee  Classic  and  the  LPGA 
Championship.  Bayer  Aspirin  will 
present  its  donation  check  at  the 
Kemper  Open  on  June  3. 

Strokes  Against  Stroke  is  more 
than  a  catchy  title.  "I  realize  the 
thing  I  can  probably  best  bring  to 
the  program  is  to  heighten  people's 
awareness  of  heart  disease  and 
stroke,"  said  Weiskopf.  'To  get  the 
message  out  to  eveiyone  is  the 
significant  part  of  being  captain  of 
Team  Bayer."  ■ 
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Village 

By  Melanie  Hauser  ^^^^^^ 


By 

Sam  Snead  called  it  a  diamond 
in  the  rough. 

Byron  Nelson  thought  it  was 
fantastic. 

And  Johnny  Miller?  The  most 
recent  player  to  be  voted  into  the 
Hall  of  Fame  said  the  World  Golf 
Village  and  its  centerpiece  -  the 
75,000-square-foot  World  Golf  Hall 
of  Fame  -  was  long  overdue. 

The  occasion?  A  gala  first-peek 
look  at  the  project,  under  construc- 
tion along  Interstate  95  near 
St.  Augustine,  FL,  when  those  three 
greats  were  joined  by  Arnold  Palmer, 
Jack  Nicklaus  and  Gene  Sarazen 
to  help  bury  a  time  capsule  that 
will  be  unearthed  in  2047. 

The  gala  -  which  drew  about 
700  guests  -  was  a  rare  chance  to 
glimpse  those  six  legends  of  the 
game,  who  represent  five  generations 
and  a  collective  46  major  titles  at  the 
same  time.  Sarazen  even  donned  his 
signature  plus-fours  and  wingtips 
for  the  occasion. 

"It's  just  fantastic  that  golf  has 
gotten  big  enough  for  things  like  this 
to  happen,"  Nelson  said  after  looking 
over  some  of  the  area  under  construc- 
tion. "I  think  it  will  help  the  younger 
players.  If  someone  has  the  ambition 
of  being  a  great  player,  a  place  like 
this  will  encourage  him." 

Beyond  the  Hall  of  Fame,  the 
240-acre  project,  which  is  to  be  com- 
pleted in  the  spring  of  1998,  is  being 
developed  to  provide  a  total  resort 


experience.  Other  amenities  include 
an  adjoining  IMAX  Theater;  the 
300-room  World  Golf  Resort  Hotel, 
a  10-story  facility  being  developed  by 
John  Q.  Hammons,  Inc.;  a  conference 
center;  54  holes  of  golf  and  a  golf 
academy,    developed  « 
by  Scratch  Golf;  The  ^ 
Residences  corporate 
villas  by  EcoGroup;  the 
Vistana   World  Golf 
Village  Resort,  a  com- 
plex of  interval  vacation 
villas;  the  Shops  at  the 
World  Golf  Village,  an 
upscale  shopping  area 
developed  by  Childress- 
Klein;  the  World  Golf 
Village  Spa  developed 
by  Divot  Corp.;  plus  the 
new  headquarters  for 
PGA  TOUR  Productions 
and  a  Mayo  Clinic  facility. 

The  first  18-hole  course,  scheduled 
to  open  late  this  year,  will  be  called 
"The  Slammer  and  The  Squire,"  in 
honor  of  co-design  consultants  Snead 
and  Sarazen.  Negotiations  also  are 
underway  for  Palmer  and  Nicklaus  to 
collaborate  on  a  second  18-hole  course. 

"From  what  I've  seen,  the  poten- 
tial is  fantastic,"  Palmer  said.  "What 
they're  doing  and  what  they're  plan- 
ning to  do  is  going  to  help  golf  a  lot." 

The  World  Golf  Hall  of  Fame  rep- 
resents a  unique  partnership  of  the 
major  golf  organizations  and  Tours 
from  around  the  world,  including 


Hall  of  Eanie  tower. 


the  Royal  &  Ancient  Golf  Club  at 
St.  Andrews,  PGA  European  Tour, 
the  United  States  Golf  Association, 
the  PGA  of  America,  LPGA  and 
the  PGA  TOUR 

"I'm  delighted  to  see  it  all  come 
together  under  the  guidance  of  (Worl( 
Golf  Village  Chairman  and  PGA  TOUI 
Commissioner)  Tim  Finchem,"  said 
Hall  of  Famer  Gary  Player.  "I  hope 
it  will  continue  to  have  a  great  interna- 
tional flavor  and  that  everyone  will 
be  recognized." 

Recently,  Shell  Oil  Company 
signed  on  as  the  lone  founding  part- 
ner in  the  project.  Shell  will  provide 
financial  support  and  play  a  lead 
role  in  the  World  Golf  Foundation, 
whose  charitable  mission  is  to  intro- 
duce young  people  to  the  game 
and,  through  the  golf  experience, 
promote  scholastic  achievement, 
community  service  and  the  values  of 
honesty,  integrity  and  sportsmanship 
Houston  is  one  of  the  target  cities. 

"We  will  be  building  facilities, 
low-cost  in  nature,  that  can  provide 
entry  points  to  kids  of  all  ages  and 
all  backgrounds  and 
all  persuasions  to  take 
up  the  game  of  golf," 
Finchem  said.  "They 
will  be  available,  accessi- 
ble, low-cost  facilities 
around  the  world." 

Shell  has  had  a  long, 
rich  history  with  golf.  Th 
company,  which  entered 
into  an  unprecedented 
20-year  partnership  in 
the  project,  also  sponsors 
the  Shell  Houston  Open 
and  the  revived  Shell's 
Wonderful  World  of  Golf 
"This  project  represents  a  signifi- 
cant collaboration  on  every  level,  fron 
the  involvement  of  all  the  golf  associ- 
ations to  the  participation  of  an  elite 
group  of  development  partners,"  said 
Ruffin  Beckwith,  Executive  Director 
of  World  Golf  Village.  "Having  a 
founding  partner  like  Shell,  which 
has  so  much  experience  in  golf  and 
an  extraordinary  public  conscience, 
provides  the  final  collaborative 
piece  necessary  for  success." 

As  encompassing  as  the  World 
Golf  Village  and  the  Foundation's 
outreach  programs  will  be,  the  focal 
point  remains  the  World  Golf  Hall  of 
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ie,  a  truly  unified  shrine 
t  will  honor  the  game's 
itest  players  and  contribu- 
5.  The  71  members  of 
former  Hall  of  Fame  in 
ehurst,  NC  and  LPGA 
I  of  Fame  will  be  "grandfa- 
•ed"  into  the  new  facility, 
rwo    new  induction 
nues  have  been  created 
professional  golfers:  the 
\.  TOUR  Hall  of  Fame  and 
International  Ballot.  A 
cial  distinction  category 
)  has  been  created  to 
or  any  amateur  or  other 
ividual    deserving  of 
agnition  through  his  or 
contribution  to  the  game, 
lie  first  PGA  TOUR  and 
rnational  elections  were 
ducted  in  1996,  with  Miller  the 
r  player  to  receive  the  necessary 
bs  cast  on  either  ballot.  Tony 
din  of  England  came  closest  to 
tion  on  the  International  Ballot, 
ng  just  1.25  percent  shy  of  the 
>ercent  required  for  induction. 
:he  1997  ballots  will  be  distribut- 

0  the  respective  voting  bodies 
summer,  and  results  will  be 
ounced  in  the  fall.  Any  new 
ictees  will  join  Miller  at  the  inau- 
al  ceremonies  next  year  when 
World  Golf  Village  opens. 
»/Iiller,  for  one,  didn't  realize  how 
:h  being  voted  into  the  Hall  would 
in  to  him. 

It's  a  nice,  warm,  fuzzy  feeling," 

1  Miller.  "It  was  like  I  could  say, 
in  the  Hall  of  Fame.  That's  cool.' 
l  Snead  would  be  in  every 
I  of  Fame.  For 
I  had  to  wait 
turn." 
filler,  who 
med  with  Snead 
ie  1976  British 
;n,  said  the  project 
allow  today's 
ng  players  and 
se  in  the  future 
;et  to  know  -  or 
naps  be  introduced 
players  like  Snead 
Nelson. 

juests  at  the  preview 
e  invited  to  sign  a 
d  girder  that  will  crown 
Hall  of  Fame  tower.  All 


Gene  Sarazen  reviews  designs  for  the  new  World  Golf  Village  course. 

26  organizations  represented  on  the 
Hall's  advisory  committee  contribut- 
ed memorabilia  and  50-year  vision 
statements  for  the  time  capsule. 

Although  St.  Andrews  will  always 
be  recognized  as  the  home  of  golf, 
the  World  Golf  Village  is  destined  to 
become  home  to  the  game's  history. 

'This  reminds  us  of  how  the  game 
began,  where  it  is  now  and,  if  the 
time  capsule  is  to  be  believed  when 
they  open  it,  where  it's  going  to  be  in 
50  years,"  said  Michael  Bonallack, 
^    secretary  of  the  Royal  &  Ancient 
|  Golf  Club  at  St.  Andrews. 
I      "St.  Andrews  is  still  the  home 
of  golf.  However,  these  days, 
especially  in  Florida,  second 
homes  are  pretty  important, 
too.  And  I  know  that  golfers 
coming  here  from  all  over 
the  world  will  appreciate  the 
second  home  you've  creat- 
ed here,  which  will  help 
preserve  history  and  the 
records  of  the  game." 
"It  will  sort  of  bridge 

\golf  from  one  genera- 
tion to  the  next," 

Miller  said.  'With 
e  the  exhibits,  you'll 
be  able  to  go  see 
things  from  Ben 
Hogan  and  Byron  and 
Sam  -  you  won't  be  able 
to  forget  them.  You're 
»  going  to  be  amazed 
i|  at  what  you'll  be 
mm  able  to  see." 


The  exhibits  are  being 
developed  by  Ralph  Applebaum 
Associates  of  New  York,  the 
world's  premier  exhibit  design 
firm.  The  process  is  being  over- 
seen by  Karen  Bednarski,  Director 
of  the  World  Golf  Hall  of  Fame. 
Artifacts  from  the  Pinehurst  facility 
are  being  incorporated  into  the 
museum  exhibits,  but  the  overall 
experience  is  intended  to  stimulate 
golfers  and  non-golfers  alike 
through  modern  technology 
and  interactive  displays. 

"Not  only  will  it  have  such  a 
wonderful  collection,  it  will  be 
a  very  interactive  Hall  of  Fame," 
says  Bednarski,  who  was  the 
curator  at  the  United  States  Golf 
Association's  Golf  House  for 
seven  years.  'There  will  be  a 
large  variety  of  things  for  people  to 
do  there.  People  traditionally  think 
of  museums  as  a  place  to  go  and 
look  at  something,  whereas  this 
Hall  of  Fame  will  provide  visitors 
with  the  opportunity  to  participate, 
to  experience  golf." 

World  Golf  Village  is  intended  to 
be  as  much  an  educational  experience 
as  it  is  an  attraction.  This  theme  will 
be  conveyed  further  once  the  World 
Golf  Library  and  Resource  Center 
opens  in  several  years.  Housed  in  an 
independent  building,  it  will  become 
the  preeminent  source  for  golf 
literature  and  information. 

The  educational  experience,  how- 
ever, will  not  be  limited  to  the  physical 
presence  of  the  Village.  Proceeds 
from  the  Hall  of  Fame,  IMAX  Theater, 
Library  and  various  charitable  initia- 
tives will  be  channeled  to  the  World 
Golf  Foundation. 

"We  think  in  10  years,  through  the 
efforts  of  this  foundation,  it  is  not 
unrealistic  to  assume  that  we  can  be 
exposing  a  quarter  of  a  million  kids  a 
year  to  golf  on  a  systematic  and  thor- 
ough basis,"  Finchem  said.  "That's 
our  challenge.  And  we  take  up  this 
challenge  knowing  that  in  the  World 
Golf  Foundation,  we  will  be  able  to 
utilize  the  involvement  of  every  major 
golf  organization  in  the  world. 

"This  is  not  a  PGA  TOUR  initiative. 
It's  an  initiative  that  comes  from  all  of 
us,  recognizing  that  the  future  of  the 
game  is  dependent  on  the  extent  to 
which  we  get  kids  involved."  ■ 


Things  we've  noticed  about  the  American  workplace: 
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rhe  new  Chevy  Malibu 

You  gel  a  lot  for 
a  better  price.  (Really) 


Up  to  100,000  miles  before  its  first  tune-up!  -More  room  for  five  than  Camry, 
Stratus  or  Contour.  »A  bigger  trunk  than  Taurus.  *  Lubed  for  lif  e  chassis. 
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II  even  won  the  Motor  Trent!  1997  Car  of  the  Year  Award!  "The  bottom  line? 


trust  us,  you'll  love  it.  •  1  800  New  Malibu  •www.chevrolet.com/malibu 
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Senior  TOUR 


take  the  High  Lob  Shot  Work  for  You 


Phil  Stambaugh  with  Bob  Charles 
>tography  by  Sam  Greenwood 

lecause  of  Bob  Charles'  low  profile,  many  golf  aficiona- 
don't  realize  he  has  been  one  of  the  Senior  PGA 
JR's  premier  players  for  the  last  decade.  When  he 
ed  50  with  little  fanfare  in  March  1986,  Charles 
?rally  was  regarded  as  perhaps  the  finest  left-hander 
to  play  the  game.  He  had  won  more  than  50  titles 
dwide,  including  five  PGA  TOUR  events,  and  captured 
mly  major  championship  at  the  1963  British  Open 
jyal  Lytham  &  St.  Annes. 

[owever,  no  one  could  have  envisioned  the  outstanding 
ar  career  the  quiet  New  Zealander  would  put  together, 
■les  ranked  third  on  the  all-time  victory  list  with  23  official 
;  beginning  the  1997  season,  including  at  least  one  tour- 
ent  win  in  nine  of  the  11  years  he's  played  the  Senior 
JR.  At  the  age  of  60  last  season,  he  successfully  defend- 
is  title  at  the  Hyatt  Regency  Maui  Kaanapali  Classic 
was  one  of  the  leading  players  in  the  MasterCard 
mpions  competition  for  players  60  and  over, 
harles  was  the  Senior  TOUR's  leading  money-winner 
)88  and  1989  and  claimed  the  Byron  Nelson  Trophy 
owest  scoring  average  in  1988,  1989  and  1993.  He  also 
led  the  Senior  TOUR  in  greens  in  regulation  in 
1991  and  1993  and  was  the  leading  putter  in  1989, 
But  don't  underestimate  him  around  the  green. 
Charles  possesses  one  of  the  finest  short  games 
on  either  TOUR. 

"I  guess  the  key  to  my  success  around  the 
greens  over  the  years  is  that  I've  worked  on  it  for 
hours  on  end  and  have  built  up  a  lot  of  confidence 
when  do  I  miss  a  green,"  Charles  said.  "While 
I  see  a  variety  of  swings  over  the  course  of  the 
year  in  our  pro-ams,  it  is  in  the  short  game  where 
t  of  my  amateur  partners  consistently  struggle." 
'harles  notes  that  the  high  lob  shot,  in  particular,  gives 
high  handicappers  the  most  fits. 
Around  the  green,  there  are  certain  situa- 
s  that  require  a  player  to  hit  the  ball  high 
have  it  stop  quickly  near  the  pin.  It  really 
jldn't  be  the  type  of  shot  that  will  ruin 
rest  of  your  day,  should  it?" 
"o  play  the  shot  effectively,  Charles 
)hasizes  four  key  things  to  remember: 
'ELAX.  Most  players  are  anxious  to  hit 
ball  and  build  up  quite  a  bit  of  tension  in 
r  forearms  and  grip  prior  to  playing  the 

t.  2)  concentrate  on  the  club- 
:e  going  through  the  ball,  not 

THE  BALL.  Golf  is  a  game  of  hand-eye 


coordination,  and  it's 
important  to  concentrate 
on  the  ball  and  visualize 
the  clubface  passing 
THROUGH   the  ball. 
While  the  concept  seems 
simple  enough,  the  fact 
is  most  amateurs  end 
up    quitting    on  the 
shot  because  they've 
taken  their  eye  off  the 
ball.  3)  THINK  S-L-O-W 
M-O-T-I-O-N.  You  must 
convince  yourself  to  take 
a  long,  lazy  swing  for 
a  short  shot.  In  order 
to  keep  his  tempo  and 
timing  sharp,  Sam  Snead 
used  to  practice  for 
hours  by  making  a  full 
backswing  and  control- 
ling his  distance  on  the  follow-through.  4)  FINISH  WITH 
THE  CLUBFACE  AIMED  AT  THE  SKY.  If  you're  a  right- 
handed  player,  a  key  swing  thought  is  to  feel  like  you're 
keeping  the  knuckles  of  the  left  hand  pointing  in  the  same 
direction  as  the  clubface  throughout  the  shot.  If  you  do 
that,  the  ball  will  pop  into  the  air  quickly  and  land  with 
very  little  forward  roll.  Rolling  the  right  hand  over  the  left 
in  this  situation  is  a  no-no! 

While  these  four  points  get  special  emphasis,  Charles 
also  has  several  thoughts  to  keep  in  mind  prior  to  hitting 
the  high  lob  shot. 

"You  must  play  the  shot  with  your  sand  wedge  or  a  lob 
wedge,  open  your  stance  slightly  and  make  sure  your 
hands  are  in  back  of  or  even  with  the  ball. 
If  you  use  any  other  club  or  get  your  hands 
ahead  of  the  ball  on  the  setup,  you  take  loft 
off  the  shot  and  make  it  almost  impossible 
to  get  the  ball  to  stop  quickly  close  to  the 
hole,"  he  said. 

By  following  Charles'  advice,  you  may 
not  become  a  short-game  wizard,  but  you 
will  almost  certainly  save  a  few  strokes  with 
just  a  little  practice  The  quick  jab  around 
the  greens  will  become  a  thing  of  the  past. 
By  adding  the  high  lob  shot  to  your  reper- 
toire, you  should  find  it  easier  to  encounter 
those  difficult  situations  around  the  green.  ■ 
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Dr.  Gil's  Drill  Can  Help  You  Hit  It  Farther 

By  Phil  Stambaugh  with  Gil  Morgan 
Photography  by  Sam  Greenwood 

Gil  Morgan  may  have  a  degree  in  Optometry,  but 
the  soft-spoken  Oklahoman  has  never  practiced  the 
profession,  never  used  an  eyechart  and  never  pre- 
scribed glasses  for  any  patient.  In  1973,  he  chose  to 
go  a  different  direction  in  life,  and  for  more  than  20 
years,  Morgan  has  focused  on  a  small  white  ball 
instead  of  a  pupil  or  a  retina.  The  results  have  been 
seven  victories  on  the  PGA  TOUR,  as  well  as 
two  more  on  the  Senior  PGA  TOUR  after 
winning  The  Tradition  in  April. 

The  man  affectionately  known  to  his 
peers  as  "Doc"  didn't  take  long  to  make 
his  presence  known  on  the  Senior 
TOUR  late  in  the  1996  season.  He 
became  the  Senior  TOUR's  youngest 
champion  when  he  won  the  Ralphs 
Senior  Classic  in  Los  Angeles  just 
11  days  after  turning  50.  Now 
Morgan  envisions  big  things 
in  his  new  career. 

"Even  though  I  am 
new  to  the  Senior  TOUR, 
I  quickly  found  out  that  *. 
the  guys  on  this  TOUR 
can  also  hit  the  ball  a  long 
way,"  Morgan  said.  "I  think 
the  distances  some  of  these  older 
players  can  drive  the  ball  surprises  our  ama- 
teurs more  than  anything  else.  Probably  the 
most  commonly  asked  question  I  get  in  pro-am 
events  is,  'How  do  you  hit  the  ball  considerably 
longer  than  I  do  with  about  half  the  effort?'" 

According  to  the  good  doctor,  length  off 
the  tee  is  no  mystery.  It  comes  from  storing 
the  maximum  amount  of  energy  possible  and 
then  generating  it  at  the  precise  moment 
of  impact.  Morgan  believes  there  are  three 
things  a  person  must  do  to  achieve  the  maxi- 
mum amount  of  clubhead  speed  in  relation 
to  his  or  her  size  and  body  structure: 

■  He  or  she  must  be  able  to  create  a  90- 
degree  angle  between  the  shaft  and  the 
left  arm  and  maintain  that  throughout 
the  swing  in  a  fairly  straight  position. 

■  From  the  address  position,  he  or  she 
musi  1  ■  ,,!)](■  to  turn  the  shoulder- 
90  degrees  on  the  backswing. 

■  From  the  address  point,  he  or  she 
must  be  able  to  turn  the  hips  45  degrees 
on  the  backswing. 


"What  I  see  most  often  is  that  an  amateur  will  not  get  int< 
all  of  these  positions  in  the  golf  swing.  By  omitting  even 
one  of  these  points,  they  lose  some  of  the  energy  needed 
for  proper  clubhead  speed  and  power,"  Morgan  said. 

A  drill  that  Morgan  advocates  will  help  one  achieve 
a  perfect  backswing  with  just  a  small  amount  of  practice 
The  beauty  is  that  you  can  do  it  either  inside  the  home 
or  outside  in  the  yard.  With  just  a  small  amount  of 
repetition,  Morgan's  tip  will  help  a  person  gain  the 
proper  sensation  and  feel  of  a  solid  backswing. 
The  exercise  guarantees  a  fairly  straight  left  ar 
and  encourages  a  full  turn  with  both  the  shoulder 
and  hips,  all  musts  for  accumulating  maximum 
clubhead  speed. 

■  From  the  normal  address  position,  cock  your 
wrists  upward  so  the  clubhead  is  pointing 
toward  the  sky. 

Jft  the  arms  up  to  eye  level  and  rotate  the 
shoulders  as  far  as  possible,  allowing  the  hips 
to  turn  and  the  left  knee  to  move  slightly  to 
the  right. 

■  Hold  that  position  for  30  seconds  to  allow 
your  muscles  to  memorize  what  you  are 
feeling  the  correct  backswing  position. 

Morgan  also  stresses  the  importance  of 
being  able  to  hear  the  release  of  the  club- 
head on  the  downswing. 

"If  done  properly,  the  club  will  usually 
whistle  through  the  hitting  area.  If  you 
release  the  clubhead  with  just  your  arms, 
it  will  not  make  much  of  a  sound,"  he  said 
"If  you  can  release  the  club  as  if  you 
are  swinging  a  baseball  bat,  you'll  hear 
a  noise.  Your  hands  will  turn  over 
through  the  hitting  zone,  releasing  the 
power  stored  by  the  backswing  drill." 
Following  Dr.  Gil's  advice  to  the 
letter  will  help  cure  your  distance 
problems.  ■ 


Introducing  Sky  Word  Plus. 


When  you  re  out  of  paging  range,  SkyTel"  is  the  only  nationwide  service  that  will  store 
jour  messages  and  automatically  deliver  them  to  you  when  you  get  back.  With  other  companies,  you'd  never  even  know 
you  were  paged.  That's  why  the  company  that  was  the  first  to  ojjer  nationwide  text  paging 
is  used  hy  more  Fortune"  1000  companies  than  anyone.  Because  getting  the  message 
is  always  serious  business.  ltnUfl»(j  nfl^^fljfl  am 

Sky  Tel  features  advanced  messaging  pagers  by  Motorola. 


due  Qt  (ease-  signing 
(Ind.  security  deposit)* 


APfe  CttAAC  Quick  Sell&brQtlon 
financing** 


*i££st  pQywvis  for  park  wtmt  ultra  Model,  shown,  are  hughe*. 


\rJltU  such  ^oYQbie  QlteimGtiy/es,  fcejre.  Is  no  w\oyc  QccommodWmc 
pl9ce  on  PBirk  Avenue  {hrM  pgirfc  Avenue,. 

welcome  to  P&rfc  Avenue.,  completely  redesigned  Inside  and  out, 
the  sH-new  park  Avenue  Is  a  place  of  Improved)  'ride,  room  and  comfort, 
it  's  &  place  where  dramatic  acoustic  Improvements  have  the  power  to  shut 
out  urb&n  unpleasantness,  a  place  where  dual  climate  controls  respond 
Individually  to  both  driver  and  front  passenger .  a  place  where  siV  adults  can 
relay.  In  seats  that  provide  exceptional  comfort  and  support.  And,  for  a  limited 
time  only,  a  place  made,  even  more  accommodating  by  these  special  offers. 

$ee  your  &uicte  dealer  for  details. 


!0)  PARK  AVfNUf  «>BUICK 

^     4,   THE  POWER  OF  UNDERSTATEMENT' 


For  all  offers,  you  must  take  retail  delivery  from  dealer  stock  by  June  30, 1997,  See  participating  dealer  for  qualification  details.  *Taxes,  license,  title  fees  and  insurance 
extra,  36,000  miles  allowed.  GMAC  must  approve  lease.  Example  based  on  specially  equipped  Park  Avenue  SE  model.  Payments  may  be  higher  in  AL,  CA,  CT,  HI,  ID,  IW 
NY,  OR,  Rl,  TX,  VA  and  WA. 

**Length  of  contract  is  limited.  Other  rates  for  longer  contracts.  Dealer  financial  participation  may  affect  consumer  cost. 

tOffer  not  available  in  CA,  ID,  OR  and  WA.    '  For  information,  visit  our  Web  site  at  http://www.parkavenue.buick.com  or  call  1 -800-4A-BUICK.  ©1 997  GM  Corp.  All 
rights  reserved.  Park  Avenue  is  a  registered  trademark  of  GM  Corp.  Buckle  up,  America! 


ports  Business 


>OTING 


HAT  DO  WOMEN  WANT? 
HNS, ACTUALLY 

sy're  crowding  target  ranges-and  firing  up  weapons  sales 


iva  Freifeld,  a  film  and  TV  editor 
based  in  New  York,  was  a  raging 
handgun-hater  when  she  began  do- 
•esearch  two  years  ago  for  an  anti- 
documentary.  A  child  in  her  family 
been  injured  by  a  friend  playing 
his  father's  gun.  "I  had  never 
tied  a  gun,"  she  recalls.  "I  was  hor- 
1  by  them."  But  when  a  friend  per- 
ed  her  to  try  shooting,  "I  found  I 
i  it,"  the  52-year-old  Freifeld  now 
ssses. 

reifeld  is  one  of  an  estimated  TA 
on  American  women  who  regularly 
icipate  in  shooting  sports  such  as 
ets,  clays,  and  sheet,  up  80%  from 
.  And  2Vi  million  more  hunt — double 
number  in  1988 — according  to  the 
onal  Shooting  Sports  Foundation 
F),  a  trade  organization  for  the 
rms  industry. 

decade  ago,  the  nssf  was  project- 
p*owth  of  no  more  than  1%  a  year, 


concedes  Vice-President  Douglas  Painter. 
Now,  with  the  industry  aggressively  at- 
tempting to  attract  women,  growth  could 
increase  as  much  as  15%  to  20%  per 
year,  he  says.  The  influx  of  women  has 
given  business  a  boost,  greatly  expanded 
demand  for  training  and  shooting  ranges, 
and  inspired  new  lines  of  shooting  wear. 

At  the  Blue  Trails  Range  in  Walling- 
ford,  Conn.,  owner  David  Lyman  esti- 
mates that  women  now  account  for  40% 
of  his  clientele.  "It  used  to  be  maybe  5% 
to  10%,"  he  says.  Smith  &  Wesson  Corp. 
offers  "women  only"  courses  at  its  new 
$3  million  firearms  training  center  in 
Springfield,  Mass.  And  women's  shooting 
competitions  around  the  country,  many 
of  them  for  charity,  are  booked  solid. 

Gun  manufacturers  recognize  a  hot 
target  when  they  see  one.  Some  have 
tailored  firearms  to  female  proportions 
and  tastes.  Smith  &  Wesson's  LadySmith 
offers  several  models — .357  magnums, 


DIFFERENT  STANCE:  Once  "horrified" 
by  guns,  Freifeld  now  loves  shooting 


.38  specials,  and  9mms — all  in  rose-dec- 
orated cases.  Vice-President  Jonathan 
E.  Mossberg  of  0.  F.  Mossberg  &  Sons 
Inc.  in  North  Haven,  Conn.,  calls 
weapons  for  women  the  fastest-growing 
segment  of  the  business. 

Browning,  a  Utah-based  subsidiary 
of  France's  Giat  Industries,  enlisted  the 
aid  of  Sue  King,  executive  director  of 
the  Women's  Shooting  Sports  Founda- 
tion in  Houston,  to  design  its  light- 
weight turquoise  shotgun.  And  Beretta 
usa  Corp.  reports  its  small-caliber  pis- 
tols with  tip-up  barrels  (for  easier  load- 
ing) and  adjustable-stock  shotguns  are 
particularly  popular  with  women.  Both 
Browning  and  Beretta  also  offer  lines  of 
women's  shooting  wear. 
"MACHO"  BAGGAGE.  Other  clothing  and 
equipment  makers  have  women  in  their 
sights,  too.  Orvis  Co.  in  Manchester, 
Vt.,  long  a  leading  supplier  of  sporting 
gear,  operates  several  shooting  schools. 
It  runs  1,000  students  a  year  through  its 
two-  and  three-day  programs  at  $900 
to  $1,100  each.  "About  35%  of  our  stu- 
dents are  women,"  says  an  Orvis 
spokesman.  "Ten  years  ago  it  was  5%." 

It's  so  chic  to  shoot  that  Chanel  Inc. 
last  year  acquired  Britain's  tony  Hol- 
land &  Holland  Ltd.  and  opened  a  shop 
on  Manhattan's  West  57th  Street.  "With 
clothing,  it  can  cost  you  almost  $7,000  to 
get  equipped  for  serious  competitive 
shooting,"  says  Deborah  Lyman  of  the 
Blue  Trails  Range.  So  many  women 
shooters  tend  to  be  corporate  executives 
or  professionals  like  Lilly  Sieu,  34,  an  in- 
dependent computer  consultant  who  won 
first  place  last  month  in  the  World  Eng- 
lish Shooting  Clays  Championship  in  San 
Antonio.  "Every  contract  that  I  get  I 
negotiate  for  time  off  to  go  shoot,"  says 
Lyman.  Boulder  (Colo.)  Physician  Bar- 
bara A.  Phillips,  42,  who  learned  how 
to  use  a  gun  for  protection,  calls  shoot- 
ing "a  good  family  sport." 

Why  are  all  these  women  going  gun- 
ning? In  many  cases,  it's  husbands  or 
boyfriends  who  get  the  women  inter- 
ested. Then  they  realize  they  can  com- 
pete at  the  same  level  as  the  men — or 
higher.  Freifeld  believes  that  women 
make  better  shooters  than  men  because 
they  don't  bring  "macho"  baggage  to 
the  sport.  But  the  wssf's  King,  a  former 
instructor,  dismisses  the  female  superi- 
ority thesis  as  "mostly  nonsense."  Who's 
right?  Only  the  bull's-eye  knows  for 
sure.  But  women  have  definitely  found  a 
home  on  the  range. 

By  Resa  King  in  Wallingford,  Conn., 
with  Sandra  Dallas  in  Denver 
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Annual  Design  Awards 


■97  INDUSTRIAL  DESIGN  EXCELLENCE  AWARDS 


Need  to  design  a  product?  Require  a  new 
product  line?  How  about  a  bigger  product 
development  strategy?  Not  broad  enough? 
How  about  help  in 
creating  an  innova- 
tive corporate  culture? 

For  answers,  just  check  out  the 
1997  Industrial  Design  Excellence 
Awards  of  products  from  around  the  world,  juried  by 
the  Industrial  Designers  Society  of  America  and  spon- 
sored by  business  week.  The  fast-evolving  field  of 
product  design  is  pervading  all  the  nooks  and  crannies 
of  the  business  world  in  the  U.  S.,  Europe,  and  Asia. 
CEOs  are  turning  to  its  special  problem-solving  abilities 
to  fulfill  business  needs  that  go  beyond  the  traditional 
functions  of  industrial  design. 

Product  design  is  not  abandoning  what  it  has  al- 
ways done  well.  Take  "Wal-Mart"  design.  In  the 
'80s  and  early  '90s,  much  of  the  best  design  came  out  $P 
of  the  computer  and  medical 
industries.  The  1997  ideas  shows 
that  good  design  has  moved  into 
more  pedestrian  products,  such 
as  housewares. 
Rubbermaid,  Cole- 
man, Bissell,  and 
Black  &  Decker 
are  all  purveyors 
of  excellent  Wal- 
Mart-type  design 
(page  99). 

Higher  up  the 
product  food  chain, 
aesthetics  are  mak- 
ing a  comeback  af- 
ter years  of  looka- 
likes.  There  are 
beautifully  crafted 
cars,  speakers, 


cameras,  and  computers.  Just  take  a  glance  at  the  ne\  fS 
elph  camera  from  Canon,  the  sculptured  Chrysle 
Sebring  convertible,  Itoki's  stark  chair,  Kenwood 
sleek  multimedia  speakers,  an 
Philips  Electronics'  Velo  1  hanci 
held  computer. 

Companies  not  previous! 
known  for  their  design  effort  wo! 
a  lot  of  awards  this  year.  The  same  held  true  for  cou: 
tries,  especially  in  Asia.  Design  is  now  key  to  breakin 
out  of  Asia's  original-equipment-manu- 
facturer ghetto  and  cre- 


EASY  TOUCH 

TOSHIBA'S  INFINIA  PC 
HAS  A  USER-FRIENDLY 
FRONT  CONTROL  PANEL 
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ND  IDEA 

OOD'S  MULTI- 
\  SPEAKERS 
>  FEAST  FOR 
YES  AND  EARS 


y  global  name  brands  for  Samsung, 
and  Acer  in  American  and  Euro- 
i  markets. 

t  the  leading  edge  of  design  is  the 
sformation  of  the  industry  to  one  that 
focuses  on  process  as 
well  as  product.  For 
corporations  that  are  de- 
manding top-line  revenue 
growth  but  don't  have 
pricing  power,  design  is 
proving  it  can  deliver  innov- 
ative new  products  that  car- 
ry fat  profit  margins.  It  can 
also  reconfigure  assembly 
work  to  save  costs.  The 
country's  largest  con- 
sulting firms,  such  as 
McKinsey  &  Co.  and 
Boston  Consulting 
ip,  increasingly  offer  design  as  a  so- 
m  to  corporate  growth  problems.  In 
Perot  Systems  Corp.  recently  bought 
Doblin  Group  design  shop  to  help  com- 
es innovate. 

0  it's  hardly  an  accident  that  many  de 
ers  themselves  increasingly  offer  their 

consulting  advice.  "Design  has  been  shifting 

1  form-giving  to  competitive  strategy,"  says  Lou 
zi,  jury  chair  and  vice-president  for  multimedia 
lucts  and  services  at  Thomson  Consumer  Elec- 
ics.  "This  year's  awards  entries  signal  the  beginning 
et  another  new  era — applying  design's  problem- 
ing  skills  to  address  overall  strategic  business 

38." 

)EO's  strategic  work  with  Steelcase  Inc.  is  a  case  in 
t.  Steelcase  has  taken  an  investment  stake  in  the 
Alto-based  design  firm  to  guarantee  its  help  in  in- 
citing for  the  future  (ideo  also  runs  a  "Samsung 


Uni- 
versity" to  help 
that  Korean  company  with  its 
design  strategy),  ideo  won  a  silver 
award  for  organizing  Steelcase's 
wealth  of  information  and  designing  a 
software  interface  to  provide  ac- 
cess to  the  treasure  trove  for 
its  researchers  and  designers. 
It  also  won  a  bronze  award 
for  researching  new  work 
patterns  for  Steelcase  to 
suggest   what   kinds  of 
work-support  furniture 
would  be  needed  in  the  fu- 
ture, and  a  gold  for  set- 
ting up  its  new  showroom 
in  New  York. 

LIGHT  FANTASTIC 

BLACK  &  DECKER'S  FLEXIBLE 
FLOODLIGHT:  HOW  TO  GIVE  A 
WORKADAY  PRODUCT  PIZZAZZ 

Few  of  the  award 
winners  compare  with  the 
sheer  exuberance  of  Haworth 
Inc.'s  Office  Explorations,  which  won  a 
gold.  This  is  tine  innovation  strategy  in  its  purest  form. 
Haworth  pushed  the  envelope  in  developing  entirely 
new  archetypes  of  furniture.  The  goal  was  to  build  pro- 
totypes based  on  recent  research  in  chaos  theory,  neu- 
roscience,  and  organizational  theory  that  would  pro- 


THE  BEST 
PRODUCT 
DESIGNS 

OF  THE 

YEAR 
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SNAPPY 

THE  BODY  OF 
CANON'S  CHIC 
ELPH  IS  MADE  OF 
STAINLESS  STEEL 


voke  discussion 
with  researchers, 
clients,  and  oth- 
ers. Check  out 
the  Wake  and 
Drift,  the  Sit- 
Stand  Chair,  and 
the  8-Ball  on 
page  106. 

Xerox  Corp. 
won  a  bronze 
award  for  jog- 
ging its  corpo- 
rate culture  with 
the  "Couture" 
Digital  Kiosk 
concept — a  futuristic  digital  docu- 
ment processor  that  highlights 
what  could  be  the  company's 
many  paths  to  the  21st  century. 
Lexmark  International  Inc.'s  gold- 
winning  curved  Color  Jetprinter 
2030  was  an  effort  at  denning  the 
new  company's  (it  was  spun  off 
from  IBM)  entire  competitive  po- 
sition vis-a-vis  industrial  giant 
Hewlett-Packard  Co.  Its  curved 
surfaces  lowered  tooling  costs, 
provided  a  distinctive,  el- 
egant brand  identity,  ,| 

ALL  IN  ONE 

SHRADES  TOUGH  TOOL 
BOASTS  21  PLIERS, 
SCREWDIVERS.  KNIVES... 


WINNERS  FOR  1997... 

Here  are  many  of  the,  design  firms  and  corpo- . 
rations  whose  products  won  Industrial  Design 
Excellence  Awards  in  1997: 


( 


DESIGN  FIRMS 


AWARDS 

GOLD  SILVER  BRONZE  TOTAL 


IDEO 

3 

4 

3 

10 

FITCH 

3 

4 

7 

PENTAGRAM  DESIGN 

1 

3 

2 

6 

FROGDESIGN 

2 

1 

2 

5 

LUNAR  DESIGN 

2 

3 

5 

ZIBA  DESIGN 

2 

2 

5 

ALTITUDE 

2 

3 

E  LAB 

1 

3 

R  APPLEBAUM  ASSOCIATES 

1 

2 

CARLSON  TECHNOLOGY 

1 

2 

HF/ID 

2 

2 

ION  DESIGN 

1 

2 

COCO  RAYNES  ASSOCIATES 

1 

2 

WORKTOOLS 

1 

2 

CORPORATIONS 

APPLE  COMPUTER 

4 

4 

COMPAQ  COMPUTER 

2 

2 

4 

STEELCASE 

1 

2 

1 

4 

SAMSUNG  ELECTRONICS 

1 

3 

4 

BLACK  &  DECKER 

3 

3 

PITNEY  BOWES 

1 

2 

3 

COLEMAN 

1 

1 

2 

FIRST  ALERT 

2 

2 

HEARTSTREAM 

1 

1 

2 

HARMAN/JBL 

2 

2 

MICROSOFT 

2 

2 

NCR 

2 

2 

NV  PHILIPS 

1 

1 

2 

RUBBERMAID 

2 

2 

ii 


even 

allowed  for  a 
smaller  footprint  for 
this  home-office  printer.  This  was 
not  just  a  simple  exercise  in  product 
design.  It  was  much  broader  marketing 
strategy. 

The  1997  ideas  show  that  high-tech  product  design 
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continues  to  be 
first-rate.  In 
personal  com- 
puters, the  dom- 
inant trend  is 
convergence — 
entertainment, 
education,  and 
computing.  The 
small  office  and 
home  office  in- 
creasingly de- 
termine the  de- 
sign direction. 
IBM's  Aptiva 
(page  103),  which  won  a  gol 
was  a  "risky  visual  solution  for 
mass-market  product,"  accordir 
to  juror  Katherine  McCoy, 
was  an  adventurous  design  f< 
home  and  entry-level  users 
Toshiba's  Infinia,  a  bronze  wi 
ner,  redefined  controls  to  fun 
tion  like  those  of  normal  app 
ances,  rather  than  PCs'.  Pitn(  pler 
Bowes  Inc.  piled  into  the  hon 
office  market  with  two  winners 
including    a  personal 
postage-meter  ma- 
chine. 

Then  there  was  the 
cool    low-tech  stuff. 
Spectrum  Boston  Con- 
sulting Inc.  and  Hunt 


the  lowly  stapler  by  shaping  it  like  a 
joystick.  This  gold  winner  is  so  intuitive, 
a  person  simply  grips  and  squeezes 
($19.95).  The  Shrade  multipurpose  fold- 
ing Tough  Tool  by  Chase  Design  fits  com- 
fortably in  the  hand  ($79.95)  and  has  21 
kinds  of  knives,  screwdrivers,  wire  cut- 
ters, pliers,  and  other  devices  tucked  in 
the  handles.  The  Impulse  2  Snorkel  is  both 
snazzy  and  easy  to  clear  ($40).  Zelco's  amusing- 
computer  accessories  by  Bernstein  Design  As- 
sociates allow  people  to  get  their  mouse,  pens, 
and  other  items  off  the  desk.  There  is 
even  a  bud  vase  ($12.95).  "This  product 
removes  clutter  and  helps  to  hu- 
manize the  computer  environ 
ment,"  says  Robert  Blaich, 
juror  and  head  of  Blaich 
Associates.  "It's  great 


NICE  CURVES 

THE  JETPRINTER 
GIVES  NEWCOMER 
LEXMARK  STRONG 
BRAND  IDENTITY 


ER  MATE 

ON'S  NEW 
LER  STANDS 
ND.  MAKING  IT 
TO  GRIP 


having  whimsy  in 
a  product  for  a 
change." 

The  opposite  of 
whimsy  is  frog- 
design  Inc.'s  gold-winning  graphical 
user  interface  for  German  consumer- 
electronics  retailer  Karstadt/Neck- 
ermann.  Designers  at  frog  dumped 
the  labyrinth  of  buttons,  sliders,  and 
knobs  of  conventional  stereo  sys- 
tems for  a  GUI  based  on  clear,  friend- 
ly, and  familiar  images.  It  is  the 
heart  of  a  handheld  remote.  Philips 
Electronics'  BV300  Series  of  mobile 
ly  systems  is  equally  compact  and  easy  to  use. 
ome  982  entrants  from  around  the  world  received 
awards  in  1997,  including  29  golds.  Eight  coun- 
5  are  among  the  winners:  the  mmmmi_mmm_^mm_^ 
>.,  South  Korea,  Germany, 
m,  Canada,  Singapore, 
,ain,  and  the  Netherlands. 

Philips,  Thom- 
son, lg,  and 
McBell  PTE  in 
Singapore  are 
among  the 
Asian  and  Euro- 
pean winners. 

Of  the  indepen- 
dent design  houses 
winning  awards, 
smaller  firms  such  as  E- 
Lab,  hf/id,  Ralph  Ap- 
plebaum,  Ion  Design, 
Altitude,  and  Work- 
|   tools  joined  the  much 
bigger  ideo,  Fitch, 
Pentagram  Design, 
frogdesign,  Lunar 
Design,  and  ziba. 
Among  the  corpo- 
rations, South 
Korea's  Samsung 
Group  broke  into 
the  top  ranks, 
joining  Apple 
Computer,  Com- 
paq, Steelcase, 
Black  &  Decker, 
and  others. 

idea's  14 
jurors  were: 
jury  chair  Lenzi 


HOT  WHEELS 

CHRYSLER 
CAME  UP  WITH  A 
SCULPTURED  LOOK 
FOR  ITS  SEBRING 


...AND  OVER  THE  PAST  5  YEARS 

It  takes  something  special  to  win  year  after 
year.  Here  are  some  of  the  best: 


DESIGN  FIRMS 

1993-96 

1997 

TOTAL 

IDEO 

21 

10 

31 

ZIBA  DESIGN 

21 

5 

26 

FITCH  INC. 

10 

7 

17 

FROGDESIGN 

6 

5 

11 

DESIGN  CONTINUUM 

13 

0 

13 

LUNAR  DESIGN 

7 

5 

12 

HAUSER 

9 

0 

9 

ALTITUDE 

4 

3 

7 

PENTAGRAM  DESIGN 

1 

6 

7 

R.  APPLEBAUM  ASSOCIATES  4 

2 

6 

HENRY  DREYFUSS  ASSOC. 

5 

1 

6 

BURDICK  GROUP 

4 

1 

5 

DESIGN  CENTRAL 

4 

1 

5 

DESIGN  EDGE* 

5 

5 

ION  DESIGN 

3 

2 

5 

CORPORATIONS 

APPLE  COMPUTER 

10 

4 

14 

NCR 

9 

2 

11 

BLACK  &  DECKER 

7 

3 

10 

MICROSOFT 

7 

2 

9 

STEELCASE 

5 

4 

9 

HEWLETT-PACKARD 

7 

1 

8 

CHRYSLER 

5 

2 

7 

THOMSON* 

7 

7 

GENERAL  MOTORS 

5 

1 

6 

HERMAN  MILLER 

5 

1 

6 

RUBBERMAID 

4 

2 

6 

IBM 

4 

1 

5 

FORD 

5 

0 

5 

HARMAN  INT'L 

3 

2 

5 

SAMSUNG  ELECTRONICS 

1 

4 

5 

of  Thomson; 
Robert  Blaich; 
Christoph 
Boeninger, 
deputy  direc- 
tor of  prod- 
uct design  at 
Siemens;  Ken 
Brazell,  se- 
nior industri- 
al design  manager  at  Ryobi  Concepts 
International;  Brace  Claxton,  direc- 
tor of  design  and  communications  at 
Motorola;  Betsy  Goodrich  of  manta 
Product  Development  Inc.;  Mark 
Kimbrough  at  Design  Edge;  Eun  Sook  Kwon,  associate 
professor  at  KAIST-Industrial  Design  Dept.  in  Korea; 
Katherine  McCoy  at  McCoy  &  McCoy  Associates; 

Michael    McCoy  at 
McCoy  &  McCoy  As- 
sociates; Kazuo  Mo- 
rohoshi,  executive 
vice-president  for 
Toyota's  Calty  Design 
Research;  Clement  Mok, 
chairman  of  Studio  Ar- 
chetype; Carl  Price,  digital 
imaging  vice-president  of 
industrial  design  at  Texas 
Instruments;  Esther  Rat- 
ner,  associate  professor  at 
Arizona  State  University. 

In  the  following  pages, 
business  week  takes  a  look 
at  the  highlights  of  the  1997 
competition.  From  cars  to 
concepts,  there  are  products 
you've  probably  never 
seen  before. 

By  Bruce  Nussbaum 
in  New  York 


•UNABLE  TO  ENTER  BECAUSE  ITS  DESIGNERS  WERE  JURORS 
DATA:  INDUSTRIAL  DESIGNERS  SOCIETY  OF  AMERICA 


AKING  WAVES 

THE  IMPULSE  2  SNORKEL 
IS  BOTH  SNAZZY  AND 
EASY  TO  CLEAR 
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COOL  COMPUTER 
DUDE 

Apple  eMate 

Designer:  Apple  Computer  Inc. 


From  the  start,  it  was  clear  that  Apple  Computer 
Inc.  designer  Thomas  Meyerhoffer  faced  a  tall 
order:  to  come  up  with  a  computer  that  would 
be  irresistible  to  kids  from  kindergartners  to  high 
schoolers.  What  he  came  up  with  is  the  eMate,  a 
translucent,  Space  Age-looking  purse  that 
is  compact  enough  for  small  hands  yet  so 
sturdy  it  can  take  a  playground  beating. 
Equally  cool:  its  $800  price  tag,  which  is  far 
less  than  the  typical  $l,500-plus  for  most  classroom 
computers. 

Judging  from  the  early  reactions,  Meyerhoffer  passed 
the  test.  Throwing  aside  the  typical  portable  PC's  bor- 
ing, boxy  shape,  the  32-year-old  designer  took  a  gamble 


on  a  radical  new  look  that  combine)! 
curves,  sharp  edges,  and  an  unusual  ms 
terial  for  the  casing:  polycarbonate,  th 
same  rugged  stuff  that's  used  in  pre 
tective  goggles.  "The  kids  think  it's  r€ 
ally  cool,"  says  Ted  Perry,  an  educato 
in  Carmichael,  Calif.  "It  doesn't  loo 
like  something  they  should  be  worrie 
about." 

On  the  contrary,  eMate  was  designe 
to  be  as  inviting  as  possible.  Whil 
there's  no  comfy  way  to  pick  up  today 
laptops,  eMate  features  a  sturdy  hand! 
and  a  thin  front  edge  for  tiny  hands  t 
clasp.  The  oversize  clamshell  top  leave 
plenty  of  room  for  students  to  rest  thei 
arms  while  drawing  on  the  screen  wit 
the  stylus.  And  Meyerhoffer  adde 
touches  out  of  sheer  whimsy.  When  nc 
using  the  stylus,  students  can  store  i'  ft 
inkwell-style,  in  two  holes  along  th 
sides  of  the  keyboard. 

That  doesn't  mean  this  is  just  a  kid 
version  of  a  product  designed  for  adult; 
Meyerhoffer  was  careful  not  to  belitt 
the  fashion  sense  of  a  generation  wit  ; 
sophisticated  tastes  about  the  sneaker 
skateboards,  and  clothes  they  buy. 
you  give  them  something  that  looks  lik 
it's  from  Toys  'R'  Us,  they're  going  t  <■' 
say  'Get  that  out  of  here,' "  says  Mej 
erhoffer.  Nor  is  the  see-through  exterior  just  a  trick  t 
grab  a  kid's  attention.  Meyerhoffer  opted  for  a  darl 
green  color  that  creates  an  air  of  mystery  and  is  still 
selling  point  for  the  adults,  who  are  writing  the  pui 
chase  orders.  "If  it  was  totally  clear,  it  would  look  lik 
it  costs  $25.  After  all,  this  is  an  $800  computer,"  sayf|l! 
Meyerhoffer. 

He  did  have  one  major  advantage  in  coming  up  wit 
this  new  look.  While  portable  computer's  require  clunk 
disk  drives  and  power  supplies,  the  eMate  is  based  o 
Apple's  more  efficient  Newton  software,  which  elim  > 
nated  the  need  for  such  parts.  That  not  only  makes  th 
eMate  sleeker  but  more  reliable. 
Apple's  top  brass  couldn't  be  more  enthusiastic.  Ur 
dor  pressure  to  conic  up  with  standai 
fpMENTSTR'AL     Products,  Apple  execs  decided  to  let  Mej 
erhoffer  go  hog- wild,  a  departure  from  Aj « 
pie's  conservative  design  approach  over  th 
past  two  years.  "I  wanted  to  bring  back  the  iconi 
quality  of  our  products,"  says  Meyerhoffer.  "That 
what  Apple  is  supposed  to  be  about — doing  product 
that  set  us  apart."  In  this  case,  far  apart. 

By  Peter  Burrows  in  Cupertino,  Call 
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CAR 

ROM  A  BOTTLE 


Ka 

gner.-  Ford  Motor  Co. 

^  or  Fritz  Mayhew, 
Ford's  chief  Euro- 
pean small-car  de- 
er, inspiration  for  an 
•d-winning  design  ar- 
1  in  a  bottle  of  water, 
le  and  his  wife  shared 
mantic  lunch  at  Lon- 
3  Canteen  restaurant, 
hew  was  suddenly  dis- 
ted  by  the  bottle  of 
m  water  their  waiter 
placed  before  them. 
;ed  mountains  etched 
y  the  top  of  the  bottle 
inded  Mayhew  of  an 
7  design  Ford  Motor 
5  German  studio  had 
proposed  for  a  new 
3pean  small  car.  "Sun- 
;  was  shining  on  the 
le,  and  I  said,  'There 
' "  recalls  Mayhew.  "It 
one  of  those  'aha!' 
lents." 

ayhew  brought  the 
m  bottle  back  to 
I's  Dunton  (England) 
gn  studio  that  after- 
i  in  early  1994,  and  it 
ime  one  of  the  influ- 
s  of  the  sharp  design 
le  of  the  Ford  Ka.  Ka, 
•h  in  Egyptian  mythol- 
means  "the  vital  spir- 
ithin  man,"  takes  car 
gn  in  a  new  direction. 
Ka's  crisp  lines,  wide 
ice,  and  angular  tilt 
•esent  a  rejection  of 
rounded,  aerodynamic 
id  Ford  pioneered  in 
5  with  the  original 
rus.  The  Ka  is  what 
:1  calls  "new  edge"  de- 


sign, which  builds  a  de- 
sign from  intersections  of 
straight  lines  rather  than 
depending  on  soft,  flowing 
curves.  It  is  Ford's  look  to 
the  future,  says  Mayhew, 
who  was  recently  promot- 


braced  the  little  car.  Brisk 
demand  is  expected  to 
boost  annual  Ka  output 
from  120,000  to  200,000 
units.  That  is  helping  to 
give  a  much-needed  lift  to 
Ford's  Euro- 
pean opera- 
tions, which 
lost  $291  million  in  1996. 

Ford  is  also  counting  on 
the  Ka  to  invigorate  its 
money-losing  operations  in 
South  America,  where  the 
car  was  recently  launched. 
The  Ka's  next  stop  is  the 


TRANSPORTATION 


GOLD 


sharp-lined  designs  show- 
ing up  in  everything  from 
architecture  to  water  bot- 
tles, they  decided  to  go 
edgy.  It  took  the  backing 
of  then-European  Chair- 
man Jacques 
A.  Nasser,  now 
Ford's  No.  2 
executive,  to  persuade 
Ford's  skeptical  senior 
management  to  take  the 
bold  turn  away  from  the 
aero  look.  Mayhew  and  his 
team  brought  their  new 
concept    from  drawing 


ed  to  head  designer  of 
large  and  luxury  cars  for 
the  auto  maker. 

What's  most  amazing, 
though,  is  that  Ford  didn't 
launch  its  new  design  con- 
cept on  a  big,  expensive 
car.  The  Ka  sells  for 
$12,000— and  it's  less  than 
12  feet  long,  four  and  a 
half  feet  shorter  than  a 
Taurus.  Since  the  Ka  was 
launched  last  fall,  Euro- 
pean consumers  have  em- 


emerging  Asian  markets. 
For  now,  Ford  believes 
the  car  is  too  small  for 
U.  S.  tastes.  "But  that's 
not  a  dead  subject,"  says 
Ford  Chairman  Alex  Trot- 
man.  "It  could  happen." 

The  original  Ka  concept 
that  top  Ford  executives 
approved  called  for  a  car 
that  looked  "soft  and 
cute,"  says  Mayhew.  But 
after  Mayhew  and  his  de- 
signers  began  noticing 


board  to  showroom  in  a 
speedy  24  months. 

Today,  the  spunky 
sprite  of  a  car  is  a  favorite 
among  Ford's  top  execu- 
tives. "It  takes  me  back 
to  driving  a  little  MG," 
gushes  British-born  Trot- 
man.  Even  more  impor- 
tant, the  Ka  is  helping  re- 
store Ford's  reputation  as 
a  design  risk-taker. 

By  Keith  Naughton  in 
Dearborn,  Mich. 


BUSINESS  WEEK  /  JUNE  2,  1997  97 


Annual  Design  Awards 


THE  WHOLE  WORLD 
IN  YOUR  HANDS 

Velo  1 

Designer:  Lunar  Design  and  Philips  Electronics 


Making  handheld  computing  devices  look  cool 
has  never  been  deemed  as  important  as  mak- 
ing them  useful.  But  leave  it  to  Philips  Elec- 
tronics, the  Netherlands-based  consumer-electronics 
giant  known  for  integrating  appealing  forms  with 
function,  to  demand  that  its  designers  do  both.  The 
company's  rocket-logoed  first  entry  in  the  handheld 
computer  categoiy,  the  Velo  1,  would  do  George  Jetson 
proud — and  is  designed  to  help  Joe  Executive  get 
the  job  done. 

The  Velo  1  is  small  enough  (about  the 
size  of  an  old-fashioned  billfold)  and  light 
enough  (13  ounces)  to  fit  into  a  shirt  pocket.  The  ma- 
chine's soft,  textured  gray  casing,  with  its  curved 
edges,  sets  it  apart  from  so  many  of  its  boxy,  charcoal- 
colored  competitors.  And  its  rocket  logo  gives  its 
frontispiece  a  dash  of  whimsy.  But  the  device's  func- 
tional features  also  set  it  apart  from  many  of  its  rivals, 
says  Max  Yoshimoto  of  Lunar  Design  in  Palo  Alto, 
Calif.,  which  Philips  hired  to  help  define  the  product 
and  execute  its  design.  Many  of  those  features  arose 
from  what  Yoshimoto  calls  "asking  what  the  product 


CONSUMER  PRODUCTS 


BRONZE 


would  deliver  before  we  eve 
sketched  it  on  paper." 

Market  research  showe 
that  what  mobile  professioi 
als  really  wanted  was  bas 
word  processing  and  the  abi 
ity  to  check  electronic  ma 
and  send  files  and  faxes  whe 
they  are  traveling  on  H 
road.  So  Lunar  Design  set 
work.  A  built-in  modem  r< 
places  a  PC  card  while  still  a 
lowing  on-the-go  Interne 
surfing,  and  a  subtle  pop-oi 
phone  jack  emerges  from  s 
unlikely  but  handy  spot  ne: 
to  the  monitor's  face.  An 
instead  of  a  trackball  ( 
mouse,  there  is  a  stylu 
which  clicks  into  an  indente 
trough  on  the  inside  to  keep 
from  being  lost. 

Velo  l's  keyboard  is  biggf 
than  you  might  assume  whe 
the  product's  case  is  close' 
and  its  array  of  buttons 
comfortably  spaced  for  easie 
touch  typing  than  users  g< 
with  many  handheld  device 
And  here's  a  nifty  bonus:  Ft 
those  moments  of  inspiratid 
on  the  road,  there's  a  vok  ;i 
recorder  on  the  outside,  which  is  operated  by  a  buttc  r 
above  the  rocket  logo. 

The  Velo  1  plugs  into  a  docking  station,  where 
can  synchronize  files  with  a  desktop  machine.  And  1 
make  sure  the  computer  isn't  obsolete  before  it's  oi 
of  the  box,  memory  and  other  functions  are  upgrade .» 
able  via  two  industry-standard  miniature  card  slot 
Philips  is  pricing  the  Velo  1  at  $699  with  for 
megabytes  of  memory. 

Although  the  Philips  name  is  well  know 
in  consumer  electronics,  it  didn't  enjcs 
much  brand  awareness  in  the  persona 
computer  arena.  So  when  Philips  was  tapped  as  one 
seven  electronics  companies  to  work  with  Microso 
Corp.  in  creating  handheld  devices  that  run  the  Wii 
dows  ce  operating  system,  the  company  knew  it  hg 
to  design  a  product  that  stood  apart  from  the  crow 
It  appears  the  Dutch  outfit  has  succeeded.  The  Ve 
1  was  named  Best  Hand-Held  Product  at  Comdex 
by  Byte  magazine  and  is  an  Editor's  Choice  product 
PC  magazine. 

By  Julie  Tilsner  in  San  Francisi 


I 

'fit! 
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ESIGNS 
QR  LIVING 

r  Classics  Intellivent  food-storage  system 
? ider  sled 

3  Green  portable  cleaner 

gners:  Rubbermaid  Inc.,  Bissel  Inc. 


^  all  it  Wal-Mart  de- 
sign. One  of  the  ba- 
)  sic  truths  of  design 
te  U.  S.,  and  increas- 
,  in  Europe  and  Asia, 
he  need  to  design 
ucts  for  distributors, 
just  cus- 
rs.  Distrib- 

have  their 
s  and  requirements 

often  differ  from  a 
jet's  ultimate  end-user, 
they  have  clout, 
nerica's  Wal-Mart 
ss  Inc.  is  the  biggest 
ibutor  anywhere.  It  is 
argest  single  customer 
roduct  in  the  world, 
it  has  its  own  special 
%\i  parameters.  Wal- 
;  makes  its  profit  on 
ic  and  wants  as  many 
ucts  as  possible  to  say 

me"  as  peo- 
pass  by.  Of 
se,  there  are 
y  sections  in 
:ore,  selling 
y  kinds  of 
ucts,  includ- 

some  that 
f  high  prices, 
since  space  is 
a  premium, 
Mart  loves 
ucts  designed 
it  14-by-14- 
shelves.  And 
pecially  likes 
ucts  that  cost 
than  $20. 
ubbermaid 


CONSUMER  PRODUCTS 


BRONZE 


Inc.'s  Clear  Classics  Intel- 
livent System  of  food-stor- 
age containers  is  pure 
Wal-Mart  design.  The  win- 
ner comes  in  four  sizes, 
from  one  pint  to  3.5 
quarts,  that  fit  easily  onto 
shelves.  The 
price  is  right, 
from  $4.99  to 
$8.99.  These  products  hit 
another  Wal-Mart  design 
button:  They  look  good.  In 
addition,  they  have  an  in- 
novative steam  vent  that 
allows  food  to  travel 
from  the  freezer  to  the 
microwave  to  the 
table  without  remov- 
ing the  lid.  (Ergo,  no 
splattering  in  the 
microwave.) 

Of  course,  not  all 
products  sold  in 


V 


Wal-Mart  can  fit  into 
14-by-14  shelving. 
But  if  design 
ers  create 
them  to 
stack  and 
save  space, 
they  have 
shot  at  selling  to 
Wal-Mart.  Rubber- 
maid's  Icy  Rider 
sled   fits   that  bill. 
After  field  research,  a 
competitive 
product 
analysis,  and 
consumer  fo- 
cus groups, 
Rubbermaid 
discovered  that 
parents 


ride 


■    i"'-SKr'::-:5?''vi  " 


down  the 
hill  with 

their  children,  and  kids 
slide  down  with  friends, 
but  people  rarely  use  sleds 
alone.  So  Rubbermaid  de- 
signed one  to  meet  these 
needs.  Its  design  features  a 
seat  big  enough  for  two, 
molded  handles,  and  steer- 
ing. Lastly,  after  research- 
ing Wal-Mart's  needs,  Rub- 


beiniaid  made  the 
Icy  Rider  thin  and 
'  stackable. 

Bissell  Inc.'s  Little 
Green  portable  vacu- 
um cleaner  is  designed 
to  communicate  to  the 
shopper  walking  the  aisles 
that  it's  easy  to  carry  and 
use.  It's  for  people  who 
want  a  lightweight  (9.9 
pounds)  liquid  cleaner 
for  carpets,  cars,  and  fur- 
niture. It  sells  for  $79  to 
$99. 

Rubbermaid's  food-stor- 
age containers  and  sled 
and  Bissell's  vacuum  were 
all  designed  with  distribu- 
tor and  customer  in  mind. 
Size,  price,  looks,  and  fea- 
tures were  equally  impor- 
tant. These  bronze  win- 
ners show  that  designing 
for  the  masses  is  every  bit 
as  complex  as  designing 
for  the  elite.  And  perhaps, 
just  as  rewarding. 

By  Bruce  Nussbaum 
in  New  York 
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NO-NUISANCE 
LIFESAVERS 

Coleman  Safe  Keep  Monitors 
Designer:  ZIBA  Design 


G: 


ood  product  design  is  visually  appealing.  But 
.great  product  design  goes  much  further.  Witness 
the  gold-award-winning  Safe  Keep 
Monitor  product  line  that  Portland  (Ore.)- 
based  ZIBA  Design  Inc.  developed  for  Cole- 
man Co.  It  perfectly  illustrates  that  great  design  need 
not  be  flashy,  fancy,  or  slick.  In  fact,  one  of  the  design 
challenges  with  this 
line  of  home  safety  de- 
vices, which  includes 
smoke  and  carbon 
monoxide  detectors, 
was  making  the  prod- 
ucts fade  into  the  back- 
ground when  not  in 
use,  while  being  acces- 
sible and  easy  to  oper- 
ate under  highly 
stressful  conditions. 

Two  years  ago,  Cole- 
man, the  U.S.  camp- 
ing-gear pioneer,  was 
scouting  for  new  brand 
extensions.  Home  safe- 
ty monitoring  fit  the 
bill  in  two  key  ways: 
It  leveraged  Coleman's 
reputation  for  making 
safe  and  reliable  emer- 
gency gear  such  as 
lanterns  and  portable 
stoves.  And  there  were 
clear  problems  with  ex- 
isting devices.  Heading 
this  list  was  "nuisance" 
activation  from  inno- 
cent causes  such  as 

charred  toast.   Some    _  _ 

consumers  get  so  an- 
noyed at  trying  to  stifle  the  screeching  devices  by  fan- 
ning a  magazine  at  them  or  climbing  on  a  chair  to 
push  a  deactivation  button,  they  end  up  taking  the 
batteries  out  and  forsaking  the  protection  entirely. 

ZIBA  stuck  with  traditional  detectors'  off-white  color 
and  round  shape,  which  tend  to  make  them  unobtmsive. 


CONSUMER  PRODUCTS 

G 

OLD 

But  it  gave  the  front  cover  what  ZIBA  President  So! 
Vossoughi  calls  a  big,  concave  "broom  button,"  alio 
a  person  simply  to  reach  up  with  a  broom  handle 
shut  off  the  alarm  when  accidentally  triggered.  Th 
particularly  important  to  elderly  people,  who  beco: 
flustered  at  the  alarms  and  have  trouble  climbing  up 
deactivate  them.  The  button's  shape — not  its  color- 
used  to  cue  users  because  ziba's  research  found  cc 
sumers  don't  want  to  draw  visual  attention  to  these  ( 
vices.  With  the  exaggerated  button,  however,  "zi 
took  a  simple  look,  but  communicated  a  basic,  fun( 
mental  improvement  in  the  functioning 
the  detector,"  says  Coleman  Executive  Vi 
President  David  K.  Stearns. 
The  broom  button,  plus  a  feature  enabling  the  ( 
vices  to  be  mounted  on  existing  smoke-detector  bra< 

ets  to  allow  consume 
to  switch  brands  e£ 
ly,  helped  Wichil 
based  Coleman  cs 
ture  a  remarkat 
40%  market  share 
less  than  a  year.  "T| 
is  what  design  shoi 
be  about — defining 
problem  and  moving 
business  forwart 
says  Vossoughi. 

The  idea  of  a  I 
button  was  translat 
to  the  carbon  monc 
ide  detectors,  ti 
ziba's  key  contributi] 
for  the  CO  monitc 
was  a  small  door  ti 
opens  to  reveal  a 
ten  message  when 
alarm  goes  off.  Tui 
out,  many  people 
stall  the  devices  wii 
out  understanding 
nature  of  the  threat! 
CO,  a  colorless,  odd 
less  gas.  At  high  le 
els,  for  example,  p^ 
pie  should  immediat 
evacuate  the  premisj 
to  avoid  losing  cc 
sciousness.  Searching  for  a  manual  could  risk  injury  | 
even  death. 

Put  simply,  this  is  life-saving  technology,  mc 
appropriately  and  accessibly  packaged.  A  winnil 
combination. 

By  Joan  O'C.  Hamilton  in  San  Francis 
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Recently  we  were  part  of 
a  medical  breakthrough,  although 
he  deserves  some  of  the  credit. 
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DESIGN  EXPLORATIONS 


BRONZE 


THE  HUNGRIEST 
TIGER 


"Junior"  TV 
"Weeble"  telephone 
NETboard  computer 
Designer:  Samsung  Group 

Few  things  are  as 
important  to  the  fu- 
ture economic  suc- 
cess of  the  Asian  Tigers 
as  design.  No  longer  the 
least  expensive  produc- 
ers— China  is  now  the 
low-cost  platform — the 
Tigers  are  struggling  to 
shift  from  OEM,  or  original 
equipment  manufacturers, 
to  purveyors  of  original 
brand-name  products. 

Which  is  why  Korea's 
smashing  success  at  win- 
ning no  fewer  than  four 
Industrial  Design  Excel- 
lence Awards  (idea)  in  the 
product-concept  category 
is  so  extraordinary.  Sam- 
sung Group  alone  won 


nior"  tv  looks  like  fun,  and 
its  wearable  remote  is 
simple  to  use.  Both  won 
bronze  awards. 

lg's  Hammer  Drill  con- 
cept is  specifically  de- 
signed by  Fitch  Inc.  as  a 
device  to  help  the  Korean 
company  to  shift  from  OEM 
to  brand-name  producer. 
LG  already  sells  electric 
power  tools  in  30  coun- 
tries, but  under  the  la- 
bels of  other  companies. 
Now,  it  wants  to 
build  its  own 
world  image. 
This  bronze  win- 
ner also  went 
for  a  young, 
"rugged"  look. 
For  Asia,  the 
next  step  will 
be  translating 
these  concepts 
into  actual  marketable 
products.  Portland  (Ore.)- 
based  ziba  Design  Inc.  is 
helping  Taiwan's  Acer  Inc., 
the  personal-computer 
manufacturer, 
make  the  tran- 
sition. Last 


DESIGN 

EXPLORATIONS 

S  1 
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year,  Acer  won  an  idi 
for  its  Aspire  PC,  design* 
by  ziba.  ziba  is  now  cr  j 
ating  an  overall  produ 
road  map  for  Acer  for  tl 
next  five  years. 

The  Korean  brea 
through  in  design  conce 
reflects  the  directu 
its  big  companies  are  ta 
ing  to  establish  the 
brands  worldwide.  No 
it's  time  to  translate  spe 
ulative  ideation  into  pra 
matic  practice. 

By  Bru 
Nussbaum  ■ 
New  York 


three  awards,  reflecting  a 
broad  effort  to  strengthen 
its  product  design.  Win- 
ners came  from  Samsung's 
far-flung  operations  in 
Seoul,  Palo  Alto,  Calif., 
and  Middlesex,  England. 
The  NETboard  computer 
concept,  which  won  a  sil- 
ver medal,  targets  U.  S. 
students  16  to  25  years 
old.  The  NETboard  appears 
rugged,  "sportsy,"  and 
cool. 

The  "Weeble"  phone 
idea  is  a  whimsical  take 
on  the  standard  phone.  It 
shakes  right  to  left  when 
the  phone  rings  and  de- 
mands attention  from  the 
listener.  The  portable  "Ju- 
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3E  STEALTH 
OMPUTER 

a  S  Series 
jner:  IBM 

r  Then  IBM  decided  to  give  its  plain-looking  Ap- 
\i  tiva  a  jazzy  new  look,  one  of  the  first  things 

Y  the  computer  giant  did  was  dispatch  teams 
searchers  to  take  pictures  of  PCs.  That's  right,  ac- 
photographs,  from  2,000  homes  around  the  world, 
collected  photos  of  PCs  perched  on  tiny  desktops 
the  kids'  toys  in  the  fam- 
oom,  crammed  into  bed- 
i  corners  next  to  piles  of 
dry,  even  buried  in  the 
ment  by  the  boiler, 
hat  did  Big  Blue  learn 
all  those  Kodak  mo- 
;s?  Space  is  at  a  premi- 

The  desk  at  home  is 
i  smaller  than  the  one  at 

office,  especially  from 
;  to  back.  So  while  some 
lakers  are  softening  the 

of  their  machines  with 
der  edges  and  eye-pleas- 
colors,  the  consumer  is 
staring  at  a  space-eating 
ster  that  has  more  in 
non  with  its  big  putty- 
•ed  cousin  at  work  than 

fun-loving  gadgets  in  the 
2.  The  typical  home  PC, 

cables  in  the  back  and 
l  needed  in  the  front  for 
keyboard,  mouse,  speak- 
joystick,  and  possibly  a 

ophone,  is  at  best  a  tight  fit.  Throw  in  a  printer, 
OMs  for  children  and  adults,  and  a  few  manuals, 
it's  chaos. 

VI  wanted  to  bring  some  order  to  all  of  this.  The 
for  designers  was  to  create  a  premium  line  of 
imedia  PCs  and  establish  Big  Blue  as  a  cutting- 
PC  maker.  Among  consumers,  IBM  was 
as  your  father's  computer  company. 
Blue  rarely  made  the  shopping  list  for 
;  home-PC  buyers.  So  James  A.  Fire- 
e,  general  manager  of  IBM's  new  consumer  unit, 
Dut  to  produce  an  attractive,  sleek  new  design 
bm's  home  PCs.  "You  need  to  create  personality, 


and  design  is  a  key  component  of  that,"  he  says.  "It 
creates  an  emotional  attachment  for  consumers." 

The  ibm  Aptiva  S  Series — code-named  Stealth — does 
have  personality.  It's  the  only  "split  system"  on  the 
market:  To  save  space,  IBM  designers  put  the  CD-ROM, 
diskette  drive,  and  power  switch  in  a  slim  console  that 
sits  on  the  desk.  The  rest  of  the  charcoal-colored  PC — 
the  hard  disk,  expansion  slots,  and  the  motherboard — 
are  in  a  cabinet  that  can  be  stashed  under  the  desk. 
Want  to  load  your  favorite  game?  Push  on  the  center  of 
the  console,  and  up  pop  the  cd-rom  and  diskette.  No 
more  moving  the  keyboard  to  let  the  CD-ROM  slip  out  or 
sticking  your  head  under  the  desk  to  fish  for  the 
diskette.  And  when  the  console  is  closed,  the  keyboard 
rests  on  top,  under  the  monitor,  which  has  built-in 
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speakers.  "This  was  an  adventurous  solution  for  a 
mass-market  product,"  says  Katherine  McCoy  of  McCoy 
&  McCoy  Associates  in  Buena  Vista,  Colo.  "It  was 
risky  and  made  an  engaging  product  statement." 

Consumers  are  paying  attention.  In  1996,  IBM  sold 
515,000  Aptivas  in  the  U.  S.,  according  to  market  re- 
searcher International  Data  Corp.  Now,  IBM 
is  making  a  comeback  in  the  consumer  busi- 
ness. Ranked  No.  3  in  the  U.  S.,  IBM  has 
5.7%  of  the  market,  up  from  a  3.2%  share  in 
1995.  In  IBM's  case,  you  might  say  a  picture  is  worth  a 
few  points  of  market  share. 

By  Ira  Sager  in  New  York 
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Inbox 


m 

Calendar 


J  o  urn  a  I 


Tasks 


D  \y\ 6 [From 

Gretchen  Almy 


Carrie  Cameron      NGW  T3Sk 


Alert:  Because  of  a  N6W  Task  RegUest 

Mr,  Zagula,  the  pre  

now  be  presenting 

Carrie  Cameron  AutoPreviCW 


Contacts 


Microsoft  Office  97/now/ 

it's  going  to  be  f© 

to  stay  disorganize 


©1997  Microsoft  Corporation.  All  rights  reserved. 

Microsoft  and  Where  do  you  want  to  go  today?  are  registered  trademarks  and  Outlook  is  a  trademark  of  Microsoft  Corporation. 


ddress  Book 


Plan  a  Meeting 


ie@wk.com 
mlil@wk.com 
attr@wk.com 


10 am 

11°°' 

12 pm 


00 


Production  Meeting  (5th  floor 
conf) 


"where  we  are  headed"  meeting 
(my  office) 


2Qs  Lunch  with  client  (TBD) 


Meeting  with  Lor  i  Newman 


y,  really  hard 

)eople  are  inclined  to  neatly  arrange,  file,  cross-reference  and  deploy  strategic  bits  of  information,  like 
his-name,  the  guy  who  sent  you  the  e-mail  about  the  thing  on  Tuesday. ..or  Wednesday.  Well,  here's 
5ws  for  the  highly  with-it  and  the  chronically  disorganized  alike:  the  new  Microsoft  Outlook 97  desktop 
ition  manager.  It's  part  of  new  Microsoft  Office  97,  and  it's  here  to  help  you  get  organized  (or,  as  the 
ay  be,  way  more  organized).  Outlook  puts  your  e-mail,  electronic  scheduling,  "to-do"  lists  and  contacts 
cozy  interface.  It  helps  you  do  smart  things,  like  preview  the  first  three  lines  of  your  e-mails  to  quickly 
te  news  from  junk.  And  you  can  easily  share,  link  and  move  information;  for  instance,  drag  an  e-mail 
e  contacts  icon  and  a  new  contact  file  is  automatically  created  for  you.  Now,  that's  functionality. 
)  know  more?  Block  out  a  little  time  to  visit  our  Web  site. 


Where  do  you  want  to  go  today?*  www.microsoft.com/office/ 


Annual  Design  Awards 


SUITE 
DREAMS 

Office  Explorations 
Designer:  Haworth  Inc. 


In  contract  furniture, 
Haworth  Inc.  has  not 
been  known  as  a  "go 
wild"  kind  of  company. 
But  Office  Explorations,  a 
gold-wanning  group  of  fur- 
niture prototypes  for  the 
future,  puts  Haworth  at 
the  head  of  the  pack  for 
conceptual  exuberance. 

In  the  new  work  world 
of  teams  and  high  technol- 
ogy, the  prototypes  at- 
tempt to  improve  office 


workers'  productivity  by 
reorganizing  their  desks — 
and  making  them  just  a  bit 
less  comfortable.  Take  the 
"sit/stand  chair,"  a  backless 
chair  that  encourages 
movement  and  mental 
stimulation.  The  chair  is 
paired  with  the  Wake 
workstation,  which  is  de- 
signed to  eliminate  clutter 
and  airange  materials  spa- 
tially the  way  research 
shows  the  mind  does. 


Sounds  like  pretty 
heavy  stuff.  But  the  idea 
judges  were  impressed 
with  how  Haworth,  based 
in  Holland,  Mich.,  pushed 
the  envelope  of  creativity. 
"It  explores  new  possibili- 
ties for  organizing  infor- 
mation, technology,  docu- 
ments, and  work  tools," 
says  Michael 
McCoy  of  Mc- 
Coy &  McCoy 
Associates  in  Buena  Vista, 
Colo.  A  futuristic  piece  of 
furniture  called  the  Drift 
is  a  curved  wall  of  opaque 
fiberglass  that  displays 
files  and  work  items  up- 
right. Attached  is  a  small 
table  designed  for  a  lap- 
top computer.  And  there's 
not  much  chance  of  relax  - 


DESIGN  EXPLORATIONS 


GOLD 


ing  on  Wake's  chair— 
three-wheeled  contraptit 
that's  equipped  with  a  \ 
cycle  seat  and  a  writii 
surface. 

None  of  the  Office  El 
plorations  items  is  read 
for  sale,  and  it  may  I 
that  people  will  simpi 
refuse  to  accept  anythir 
so  radical 
these  pieces 
office  furnitur 
But  Haworth's  prototype 
are  certainly  provocate 
and  challenge  establish* 
norms.  Who  knows?  Oi 
day  we  may  all  go  to  tl 
office  and  find  a  Wake  ai 
a  Drift  instead  of  our  det 
and  chair. 

By  Bill  Vlas 
in  Detro 
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ranee  Telecom  just  opened  a  new  door 
in  broadcast  communications. 


V**'  «*• 


3 


We  proudly  announce 
GlobeCast,the  new  world  leader 
in  broadcast  services. 

From  around  the  world  to  your  front  door, 
our  new  GlobeCasfdivision  transmits  more 
news,  entertainment  and  sporting  events  than 
anyone  else. 

So  when  you  watch  your  favorite  team 
in  the  NBA,  the  NHL,  Major  League  Baseball 
or  the  1998  World  Cup,  odds  are  we're  bringing 
it  to  you.  And  when  it  comes  to  major  events 
broadcast  on  ABC,  CBS,  Fox  or  NBC,  we're  there 
to  make  sure  you  see  it. 

GlobeCast's  video  service  is  another  of  the 
world-class  communications  capabilities  of 
France  Telecom,  a  leader  in  voice,  data,  wireless, 
cable  and  online  services.  We  invite  you  to  visit 
us  at  www.francetelecom.com. 

Together,  we  can  build  the  world  to  come. 


....  jmmmmn 


[£ssr)  France  Telecom 
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The  U.  S.  military  is  notorious  for  demanding  cus- 
tom-made, gold-plated  equipment.  But  when  sol- 
diers at  the  Army's  elite  rapid-reaction  forces, 
based  at  Fort  Bragg,  N.  C,  tested  the  Gator — an  in- 
expensive off-road  utility  vehicle  for  sale  down 
at  the  local  John  Deere  dealer — they  loved  it.  "It  func- 
tions flawlessly  in 
evacuating  [wound 
ed]  soldiers  from 
foxholes,"  says 
Colonel  Frederick 
Gerber,  comman- 
der of  the  55th 
Medical  Group 
(Airborne)  at  Fort 
Bragg.  "And  I  can 
buy  eight  [Gators] 
for  the  price  of 
one  Humvee." 

The  military  is 
just  the  latest  con- 
vert to  be  wowed 
by  the  Gator.  The 
vehicle — -in  four- 
and  six-wheel  ver- 
sions— is  already 
being  used  by 
farmers,  contrac- 
tors, and  sports 
teams,  including 
the  world  champi- 
on Green  Bay 
Packers,  who  haul 
around  equipment 
and  transport  in- 
jured players  to 
the  locker  room. 

No  wonder  the 
judges  saw  the 
Gator  as  "a  classic 
case  of  strategic 
product  planning," 
says  juror  Kather- 
ine  McCoy  of  de- 
sign firm  McCoy  &  McCoy  Associates.  In  designing 
the  Gator,  McCoy  says,  Deere  and  partner  Henry  Drey- 
fuss  Associates  "identified  some  real  needs  that  were 
not  being  met"  by  existing  products.  She  calls  the  re- 
sult an  entirely  "new  product  type,"  which, 
like  Sony  Corp.'s  Walkman,  has  revolution- 
ary potential  to  create  new  markets. 

The  Gator  began  in  1990,  when  Deere's  design  team, 
with  partner  Dreyfuss,  was  asked  to  develop  an  off- 
road  utility  vehicle  that  possessed  both  durability  and 


f 


1 


OFF-ROAD, 
ON-TARGET 


Gator 
Designer: 


John  Deere  and  Henry  Dreyfuss  Associates 


TRANSPORTATION 


BRONZE 


pizzazz.  To  harden  its  durability,  the  prototype  w 
subjected  to  15,000  hours  of  off-road  testing,  from  tl 
broiling  Arizona  sands  to  the  muck  of  Wisconsin  mars 
es.  The  designers  made  it  easy  to  operate.  And 
product  personality,  they  broke  with  Deere  tradition 
giving  it  a  name,  Gator,  rather  than  a  model  numb( 

and  a  logo. 

When  the  fir 
Gators  rolled  o 
of  Deere's  Wellai 
(Ont.)  factory 
1993,  even  Deei 
dealers  such 
Richard  Miller  s; 
they  didn't  kno 
exactly  how 
market  them, 
first,  "I  sold  the 
mainly  as  toys  f 
big  boys,"  recal 
Miller,  whose  des 
ership    is  ne<i 
Nashville.  Bi 
when    custome)  : 
"began  to  reali;  > 
how  versatile  th 
piece  of  equipmei 
is,"  Miller  adds,  h  - 
sales    took  oii 
They're  up  400' 
this  year. 

Now,  Deere 
expanding  tfo- 
Gator  line.  TI 
new  Turf  Gato 
which  drives  like 
golf  car  and  fe: 
tures  high-flotatic 
tires  that  don 
mar  delicate  go 
greens,  helped 
secure  an  exch 
sive  contract 
supply    the  PG 

Tour's  Tournament  Players  Clubs.  The  "Med-Bed," 
stretcher  that  can  be  quickly  attached  to  the  vehicl 
helped  win  over  the  Packers.  And  the  first  Gator  wit 
a  diesel  engine  opened  up  the  military  market.  (This 
the  version  that  took  the  1997  idea.)  Deei 
cannibalized  parts  from  existing  produd 
and  used  design-for-assembly  to  keep  price 
low,  ranging  from  $5,800  to  $9,425.  This  is  design  ii 
novation  at  its  best. 

By  William  C.  Symonds  in  Torom 
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CAMERA 
J  A  WET  SUIT 

k  Fun  Saver  Sports  Camera 
>ner:  Eastman  Kodak  Co. 


]  he  rugged  sports 
look  is  definitely  a 
leitmotif   for  this 
s  crop  of  products, 
glance  at  the  gold- 
ng  Kodak 
Saver 
ts  Cam- 
ill  wrapped  in  rubber 
eye-catching  colors, 
stman    Kodak  Co. 
ed  to  extend  its  cur- 
one-time-use — "dis- 
Dle"  is  out — water- 
:    camera    to  any 
>or  sport.  People  hik- 
biking,  boating,  or 
ng  volleyball  on  the 


CONSUMER  PRODUCTS 

G 

OLD 

beach  could  capture  the 
moment  with  the  camera. 
So  it  had  to  have  some  se- 
rious attitude  for  fun  and 
be  tough  enough  to  sur- 
vive rough  use. 

The  design 
team  did  re- 
search in  the  U.  S.  and 
Germany  and  found  that 
consumers  wanted  prod- 
ucts that  could  take  a 
punch.  Kodak  replaced  the 
plastic  of  its  underwater 
camera  with  a  tough  lub- 
ber "wet  suit"  that's  easy 
to  grip  with  one  hand. 
Then  it  designed  an  over- 


size film-advance  knob  with 
a  large  shutter  button  that 
can  be  used  when  wearing 
gloves.  It  made  sure  vir- 
tually all  the  parts  get  re- 
cycled or  reused,  too.  Be- 
ing green  is  part  of  the 
marketing  effort. 
Two  cameras  won  gold 


awards  in  1997:  Canon 
Inc.'s  elegant  stainless  steel 
elph,  priced  at  $420,  and 
the  sporty,  rubberized  Ko- 
dak Fun  Saver,  priced  at 
$12.95.  Both  were  excellent 
examples  of  temfic  design. 
By  Bruce  Nussbaum 
in  New  York 


1997  IDEA  WINNERS 


ESS  &  INDUSTRIAL  EQUIPMENT 


S  Series  IBM  Corp.,  Research 
e  Park,  N.C. 

stprinter  2030  Lexmark  Intl. 
;xington,  Ky. 

I10M  Laser  Bar  Code  Scanner 

Technologies,  Inc./Datalogic 
Holtsvilie,  N.Y.,  and  Bologna, 
ml  Altitude,  Inc.,  Somei-ville, 

sdia  Speakers  ZIBA  Design, 
d,  Ore.,  and  Kenwood  Corp., 
Seaeh,  Calif. 

tation  and  AlphaServer  Design 

ge  Digital  Equipment  Corp., 
ro,  Mass.,  and  IDEO  Product 
pmenL,  Lexington,  Mass. 
Load  Carrying  System  Carlson 
logy  Inc.,  Livonia,  Mich.,  and 
Acq.  Management,  Alexan- 
i.,  for  GM/Hughes  Aircraft 
•lington,  Va. 

300  Apple  Computer  Inc., 
ino,  Calif. 

rtable  Performance  Series 

nc,  Boston,  and  JBL  Profes- 

Northridge,  Calif. 

300  Series  European  Center 

led  Pallet  Truck  Design 

1,  Columbus,  Ohio,  and  Crown 

nent  Corp.,  New  Bremen, 


Ohio,  and  Munich 

Network  Server  Series  Lunar  Design, 
Palo  Alto,  Calif.,  and  Apple  Comput- 
er Inc.,  Cupertino,  Calif. 
Personal  Post  Office™  Pitney  Bowes 
Inc.,  Shelton,  Conn. 
TapeStor  Drive  Family  frogdesign, 
inc.,  Sunnyvale,  Calif.,  Austin,  Tex., 
New  York,  and  Altensteig,  Germany, 
for  Seagate  Technology,  Costa  Mesa, 
Calif. 

BRONZE 

12.0  Volt  Flexible  Floodlight  Altitude, 
Inc.,  Somerville,  Mass.,  Black  & 
Decker,  Inc.,  Shelton,  Conn.,  and  De- 
Walt,  Towson,  Md. 
Computer  Cap  VENT,  Campbell, 
Calif.,  for  Virtual  Vision,  Inc.,  Red- 
mond, Wash. 

DocuMatch™  Integrated  Mail  System 

Pitney  Bowes  Inc.,  Shelton,  Conn. 
FD40  Paper  Folding  Machine  Pitney 
Bowes  Inc.,  Shelton,  Conn. 
HP  LaserJet  5L  ZIBA  Design,  Port- 
land, Ore.,  and  Hewlett-Packard, 
Boise,  Idaho 

02  Desktop  Workstation  Silicon 
Graphics,  Inc.,  Mountain  View,  Calif, 
Alchemy,  Inc.,  San  Francisco,  and 
Lunar  Design,  Inc.,  Palo  Alto,  Calif., 
for  Silicon  Graphics,  Inc. 
Personal  Environments  System  Fitch 
Inc.,  Boston,  and  Johnson  Controls, 
Milwaukee 


PowerPort  Platinum  Pro  Fax/Modem 
Connector  Lunar  Design,  Palo  Alto, 
Calif.,  and  Global  Village  Communica- 
tion, Sunnyvale,  Calif 
Origin  2000/Onyx  2  Rack  System 
Taylor  &  Chu  Industrial  Design,  a 
member  of  DESIGNet,  San  Francis- 
co; Silicon  Graphics  Inc.  SSG,  Moun- 
tain View,  Calif.;  Moto  Development 
Group,  San  Francisco;  Impacc,  Red- 
mond City,  Calif.;  and  SurfaceLine, 
Cupertino,  Calif. 

Symmetra  Power-Array  12000  Bleck 
Design  Group,  Chelmsford,  Mass.,  for 
American  Power  Conversion  Co., 
West  Kingston,  R.I. 
Tool  Box  Product  Systems  Intl.,  Lan- 
caster, Perm.,  and  Black  &  Decker, 
Inc.,  Towson,  Md. 


GOLD 

The  BOSTON®  Grip  Stand  Up  Stapler 

Spectrum  Boston  Consulting,  Boston, 
for  Hunt  Manufacturing  Co., 
Philadelphia 

Computer  Accessories  Zelco  Indus- 
tries, Inc.,  Mt.  Vemon,  N.Y.,  and 
Bernstein  Design  Associates,  New 
York 

Elph  Canon  Inc.,  Tokyo 
Fun  Saver  Sports  Camera  Eastman 
Kodak  Co.,  Rochester,  N.Y. 
Perfect  Fit  In-line  Skate  Leisure, 


Inc.,  Chanhassen,  Minn.,  for  Launch 
Sports,  Chanhassen,  Minn. 
Schrade  Tough  Tool  ChaseDesign, 
Inc.,  Skaneateles,  N.Y,  for  Imperial 
Schrade  Corp.,  Ellenville,  N.Y. 
Safe  Keep  Monitors  ZIBA  Design, 
Inc.,  Portland,  Ore.,  and  The  Cole- 
man Co.,  Wichita 
Toast  Logic  Toaster  with  Window 
frogdesign,  inc.,  Sunnyvale,  Calif., 
Austin,  Tex.,  New  York,  and 
Altensteig,  Germany,  for  Sunbeam- 
Oster,  Schaumbiu'g,  111. 

SILVER 

2-in-l  Easel  Table  Fisher- Price,  Inc., 
East  Aurora,  N.Y. 
Children's  Furniture  MetaMorf,  Inc., 
Portland,  Ore. 

Digital  Home  Theater  Television 

Montalbano  Development  Inc.,  Great 
Neck,  N.Y,  Projectavision  Inc.,  New 
York,  and  Lunar  Design  Inc.,  Palo 
Alto,  Calif. 

ERGO  2000™  Putty  Knife  and 
Scraper  Deskey  Associates,  New 
York,  for  Red  Devil,  Inc.,  Union, 
N.J. 

Equinox  ZIBA  Design,  Portland, 
Ore.,  and  NEC  America,  Mountain 
View,  Calif. 

For  Women  Only  Brushes  ECCO 
Design,  Inc.,  New  York,  for  Goody 
Products,  Peachtree  City,  Ga. 
Heat  Stream  Ceramic  Heater  Line 
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Superiori 


There's  a 


different 


kind  of 

Internet 

network. 

Where 

compromise 

is  not  an  optior 

-  innovation 

never  stops. 


When  you're  operating  a  network  built  exclusively  to  meet  the 
demands  of  business,  you  can't  be  anything  less  than  fanatical 
about  technology  and  service.  You  create  an  advanced 
architecture  for  unrivaled  performance,  and  room  for  growth. 
You  make  it  fully  redundant  for  maximum  reliability.  You  deliver 
unmatched  local  access  with  over  850  points-of-presence. 
Then  you  get  the  best  minds  in  the  business  to  monitor 
and  support  the  network  around-the-clock.  At  UUNET/ 
we're  continuously  redefining  what  business-class 
Internet  access  means.  Is  this  obsession?  Perhaps.  But  it's 
why  more  companies  choose 
us  than  any  other  Internet 
provider.  Call  1  800  265  0479 
www.uu.net/bw13 


t  ! 

liol 
t 


Fa 
Oil 


(•206  5600  Web  Hosting:  1  800  258  4039  VARs/Resellers:  +1  703  208  5269 

jllUNET  Technologies.  Inc.,  3  subsidiary  ol  WoildCom,  Inc. 
All  i!((lil4.ifesr>tyed.  The  U.UNET  logo  is  a  legislernd  tiademaik 


tinual  Design  Awards 


Lir  Inc.,  Phoenix,  and  Desig- 
Scottsdale,  Ariz, 
i  2  Snorkel  U.S.  Divers  Co., 
brest,  Calif.,  and  Placentia, 

Tape  Strip  Dispenser  3M,  St. 

[inn. 

i  All-in-One  Desktop  PC  Com- 
mputer  Corp.,  Houston 
i  Minitower  Series  4000, 
nd  8000  Compaq  Computer 
rlouston,  Fitch  Inc.,  Columbus, 
nd  Harman/JBL,  Los  Angeles 
•ack™  Pocket  Attachment 
Survival,  Inc.,  Seattle 
leyboard  Support  IDEO  Prod- 
relopment,  San  Francisco,  and 
to,  Calif.,  for  details,  Caledo- 
:h. 

imate  Hanger™  Beyond 
Inc.,  Chicago 

X 

3attery  Box  Designhaus,  Inc., 
Wash.,  for  Blue  Sea  Systems, 
lam,  Wash. 

lassies™  Intellivent™  System 
Storage  Containers  Rubber- 
lc,  Wooster,  Ohio 
Boards  Gad  Shaanan  Design, 
al,  and  Trudeau,  Montreal 
rip™  WorkTools,  Inc.,  Chats- 
Calif.,  for  Endeavor  Tool  Co., 
cuilford,  Conn. 
rM  Steerable  Snow  Sled 
maid  Inc.,  Wooster,  Ohio 
Pentagram  Design,  San  Fran- 
ir  Toshiba  America  Informa- 
stems,  Irvine,  Calif, 
her  220  Kouo  Design,  Singa- 
r  McBell  PTE  Ltd.,  Singapore 
reen™  BISSEL  Inc.,  Grand 
Mich.,  and  Mito  Product  De- 
ent,  Jenison,  Mich, 
ar  Camping  Lantern  Human 
;  Industrial  Design,  Inc.,  New 
nd  The  Coleman  Co.,  Wichita 
lie  Upright  Vacuum  Cleaner 
hita  Appliance  Corp.,  Danville, 
:1  Matsushita  Electric  Home 
ice  Design  Dept.,  Osaka,  Japan 
i  1000  Series  Portable  PC 
\  Computer  Corp.,  Houston 
Light  Outdoor  Lanterns  Alti- 
ic,  Somerville,  Mass.,  and 
i  Decker,  Inc.,  Shelton,  Conn, 
rip™  Fire  Extinguishers  Prod- 
lesis,  Inc.,  Cambridge,  Mass., 
•st  Alert/BRK  Brands,  Auro- 

:™  Safety  Gate  Insight  Product 
anient,  LLC,  Chicago,  for  BRK 
/First  Alert,  Inc.,  Aurora,  111. 
irb  360  IDEO  Product  Devel- 
,,  Boston,  for  SpaceTec  IMC, 
Mass. 

t  Tiller/Edger  Fitch  Inc., 

>us,  Ohio,  for  Garden  Way 

Bnsselear,  N.Y. 

Lunar  Design,  Palo  Alto, 

ind  Philips  Electronics,  Sunny- 

alif. 

'  Hockey  Protective  Equipment 
,  EPX70,  SGX70,  SGX90 

Inc.,  Montreal 


DESIGN  EXPLORATIONS 


Corporate  Consulting  Design  Strategy 
and  Process  NCR  Design  Center  and 
NCR  Corporate  Design  Integrity, 
Dayton,  for  NCR  Corp. 
All  Activity  Vehicle  Concept  Mer- 
cedes-Benz Advanced  Design  of 
N.A.,  Irvine,  Calif.,  and  Mercedes- 
Benz  AG/Bereich  Design,  Sindelftn- 
gen,  Germany 

CAVEAT  2.0,  Computer  Assisted 
Video  Ethnography  Analysis  Tool  E- 

Lab,  LLC,  Chicago 
Digital  Ink  EDRC,  and  Carnegie 
Mellon  University  Dept.  of  Design, 
Pittsburgh,  for  Intel  Corp.,  Santa 
Clara,  Calif. 

MIDCAB  Surgical  System  Hiemstra 
Design,  San  Francisco,  for  Cardio- 
Thoracic  Systems,  Cupertino,  Calif. 
Office  Explorations  Haworth,  Inc., 
Holland,  Mich. 

T.H.I.S.  (Tandem  Hardware  Image 
Strategy)  Tandem  Computers,  Inc., 
Cupertino,  Calif.,  and  EXO  Design, 
Pleasanton,  Calif. 

SILVER 

ForeRunner  Research  IDEO  Product 
Development,  San  Francisco,  for 
Heaitstream,  Seattle 
Information  Appliances  Conceptual 
Design  Program  Pentagram  Design, 
San  Francisco,  for  Diba,  Inc.,  Menlo 
Park,  Calif. 

Macintosh  Athena  Concept  Apple 
Computer,  Inc.,  Cupertino,  Calif. 
NETboard  Samsung  Electronic  Co., 
Palo  Alto,  Calif. 

Plymouth  "PRONTO"  Concept  Vehicle 

Chrysler  Pacifica,  Carlsbad,  Calif. 
Rainbow-Advanced  Product  Frame- 
work Nortel,  Ottawa,  Canada 

BRONZE 

Biofeedback  Snowboard  Carr  & 
Lamb  Design,  Syracuse,  N.Y.,  and 
Point,  Richmond,  Vt. 
"Couture"  Series  Visual  Paradigm 

Xerox  Corp.,  Rochester,  N.Y. 
Enterprise  Power  Mac  frogdesign,  inc., 
Sunnyvale,  Calif.,  Austin,  Tex.,  New 
York,  and  Altensteig,  Germany,  for 
Mac  World,  San  Francisco 
Funny  Telecom  Series  "Weeble 
Phone"  Samsung  Electronics  Co., 
Ltd.,  Seoul 

The  Future  of  Work  IDEO  Product 
Development,  San  Francisco,  and 
London,  for  Steelcase,  Grand  Rapids 
"Junior"  TV  Samsung  Design  Europe, 
London 

Keep  on  Flippin'  IDEO  Product  De- 
velopment, Palo  Alto,  Calif. 
Hammer  Drill  Concept  Fitch  Inc., 
Columbus,  Ohio,  for  LG  Industrial 
Systems  Co.,  Ltd.,  Joong  Gu,  Seoul 
"Quick  Draw"  Battery  Case 
Carlson  Technology  Inc.,  Livonia, 
Mich.,  and  A.D.  Little,  Cambridge, 
Mass.,  for  US  Army  Natick  RD&E 
Center,  Natick,  Mass. 
Vickers  Neonatal  Intensive  Care  Work- 
station Human  Factors  Industrial 
Design,  Inc.,  New  York,  for  Air- 
Shields,  Inc.,  Marietta,  Ga. 


I'liii'iii^iiriniii,:- 


GOLD 

Airtecture  Festo  Corporate  Design, 


Esslingen,  <  lermany 
IDEO  Product  Development/S.F.  Stu- 
dio Baum  Thornley  Architects,  San 
Francisco,  and  IDEO  Product  Devel- 
opment, San  Francisco 
Steelcase  WorkLife  New  York  IDEO 
Product  Development,  Palo  Alto, 
Calif.,  and  San  Francisco;  Kohn  Ped- 
erson  Fox,  New  York;  E-Lab  Inc., 
Chicago;  and  eMotion  Studios, 
Sausalito,  Calif.;  for  Steelcase  Work- 
Life,  New  York 

SILVER 

200  Newbury  St/Niketown  Coco 
Raynes  Associates,  Inc.,  Boston,  for 
Child,  Bertman,  Tseckares  Inc., 
Boston,  and  The  Two  Hundred  New- 
bury Street  Corp. 

Celebration  Temporary  Preview  Center 

Pentagram  Architecture  and  Penta- 
gram Design,  New  York,  for  Walt 
Disney  Imagineering,  Celebration, 
Fla. 

Market  Site-ViewScape™  Display  Con- 
trol System  Imtech  Corp.,  Denville, 
N  J.,  for  The  Nasdaq  Stock  Market, 
Washington,  D.C. 

Martin  Luther  King,  Jr.,  Visitor  Center 

Ralph  Appelbaum  Associates,  New 
York;  Northern  Light  Productions, 
Boston;  Malone  Displays,  Decatur, 
Ga.;  Atta,  Inc.,  New  York;  and  Mag- 
num Corp.,  Atlanta;  for  Martin 
Luther  King,  Jr.,  National  Historic 
Site,  Atlanta 

Smart  Space  Smart  Design  Inc., 
New  York,  and  Risa  Honig  &  Bryce 
Sander's  Architects,  New  York 
The  Fashion  Center  Information  Kiosk 

Pentagram  Architecture  and  Penta- 
gram Design,  New  York,  for  The 
Fashion  Center  Business  Improve- 
ment District,  New  York 

BRONZE 

"Bearing  Witness:  A  Community  Re- 
members" Ralph  Appelbaum  Associ- 
ates, New  York.;  John  Roth,  Clare- 
mont,  Calif.;  Jody  Small,  Fairlawn, 
N.Y;  Electrosonic,  Minneapolis;  and 
Maltbie  Associates,  Mt.  Laurel,  NJ.; 
for  Holocaust  Museum  Houston 
"Corian?  Corian!"  Trade  Show  Exhibit 
Pentagram  Architecture  and  Penta- 
gram Design,  New  York,  for  DuPont 
Corian,  Wilmington,  Del. 
Environmental  Strategy  frogdesign. 
inc.,  Sunnyvale,  Calif.,  Austin,  Tex., 
New  York,  and  Altensteig,  Germany; 
Michael  McDonough,  New  York;  Lori 
Weitzner  Design,  New  York;  and  Ar- 
ehitekturbo  Belzner  +  Partner;  for 
Lufthansa  German  Airlines,  Frank- 
furt/Main, Germany 
Furniture  Showroom  Kane  Design 
Studio,  San  Francisco,  for  Tuohy 
Furniture  Corp.,  St.  Paul,  Minn. 
Information  Systems  for  Cultural  Ac- 
cessibility in  Museums  Coco  Raynes 
Associates,  Inc.,  Boston,  for  Direction 
des  Musees  de  France,  Paris 
Retail  Merchandising  Program  Retail 
Planning  Associates  Inc.,  Columbus, 
Ohio,  for  Microsoft,  Redmond,  Wash. 
Renovation  for  ADA  Compliance  Ra- 
tio Architects,  Inc.,  Indianapolis,  for 
Cummins  Engine  Co.,  Inc.,  Colum- 
bus, Ind. 


Swatch  Olympic  Pavilion  Exhibition 

eight  inc.,  San  Francisco,  for  Swatch 
AG,  Switzerland 


PACKAGING  &  GRAPHICS 


GOLD 

Dual  Stereo  Graphical  Interface  User 

frogdesign,  inc.,  Sunnyvale,  Calif., 
Austin,  Tex,  New  York,  and  Al- 
tensteig, Gennany,  for  Karstadt- 
Neckermann,  Essen,  Germany 
G.H.  Bass  &  Co.  Packaging  Penta- 
gram Design,  New  York,  for  G.H. 
Bass  &  Co.,  South  Portland,  Me. 

SILVER 

Apple  Advanced  Chinese  Input  Suite 
(ACIS)  Apple-ISS  Research  Center, 
Singapore 

Frappuccino  Four-Pack  and  Bottle 
Packaging  Honiall  Anderson  Design 
Works,  Inc.,  Seattle,  for  Starbucks 
Coffee  Co.,  Seattle 
I.D.  Annual  Design  Review  '96  CD- 
ROM  Fitch  Inc.,  Columbus,  Ohio,  I.D. 
Magazine,  New  York 
Observation  Access  IDEO  Product 
Development,  San  Francisco,  and  E- 
Lab,  Inc.,  Chicago,  for  Steelcase, 
Grand  Rapids,  Mich. 

BRONZE 

Presario  Packaging/Global  Packaging 
Strategy  Fitch  Inc.,  Columbus,  Ohio, 
and  Compaq  Computer  Corp., 
Houston 

Cooper  Inline  Hockey  Protective  Gear 
Hanger  Visual  Marketing  Associates, 
Inc.,  Dayton,  Ohio,  for  Canstar 
Sports  Group,  Inc.,  Greenland,  N.H. 
Laserfile®  CD  Package  Laserfile  Int'l. 
Inc.,  Englewood  Cliffs,  NJ.,  and  De- 
sign Core,  Inc.,  Redding,  Conn. 
MSN  Program  Viewer  (Core  User 
Interface)  Microsoft,  Redmond,  Wash. 
"Seokkuram"  Multimedia  Title 
Samsung  Electronics  Co.,  Ltd.,  Seoul, 
for  the  United  Nations,  New  York 


GOLD 

Ka  Ford  Motor  Co.,  Dearborn,  Mich. 
SILVER 

Magnum™  20"  Wiper  Blade  Work- 
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A  complete  list  of  idea  winners, 
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and  Student  Designs,  can  be  found 
online  at  iwmv.busimssiveek.com 
or  America  Online:  Keyword:  BW 
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(provided  on  the  last  page)  and  send  it  to  the  Industrial 
Designers  Society  of  America:  fax  (703)  759-7679. 
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The  economics  of 
a  TV  supershow 
and  what  it  means 
for  NBC  and  the  industry 

■  t  is  the  first  TV  series  to  command  more  than  $1  million  a 
I  minute  for  advertising — a  mark  previously  attained  only 
I  by  the  Super  Bowl.  Its  growing  strength  has  helped  a 

■  smart  network  dominate  prime  time — and  news,  morn- 
ings, and  late  nights,  too.  It  has  shattered  the  ceiling  of 
what  a  network  will  pay  to  keep  a  show  and  even  its  sup- 
porting actors.  It  effortlessly  creates  cultural  artifacts 
and  major  tourist  attractions  out  of  the  quotidian  doings 
of  its  characters.  It  has  so  permeated  popular  con- 
sciousness that  the  august  New  York  Times's  op-ed 
page  warned  recently  that  the  show  was  con- 
tributing to  the  coarsening  of  American  life.  It 
will  cost  nbc  about  $120  million  to  bring  it  back 
for  its  ninth  season.  That's  more  than  10%  of 
nbc's  entire  prime-time  budget  for  26  shows. 
But  it  probably  is  worth  every  penny,  even  be- 
fore you  start  counting  the  $180  million  or  so  the 
network  will  get  from  advertising  alone. 

Seinfeld  is  the  rarest  commodity  in  the  en- 
tertainment business — a  sure  thing.  The  show's 
strategic  importance  to  nbc  reaches  far  beyond 
just  the  network's  profit  on  the  show,  nbc  has 
leveraged  Seinfeld  and  its  prime-time  strength  in 
such  a  way  as  to  put  considerable  distance  be- 
tween it  and  other  broadcast  and  cable  networks. 
Indeed,  by  delivering  the  key  demographics  ad- 
vertisers seek,  nbc  last  year  was  nearly  seven 
times  as  profitable  as  abc,  the  only  other  net- 
work to  make  money  in  1996. 
RAINY  DAY.  All  the  while,  nbc  has  been  busily  us- 
ing S^'w/eiei-generated  lucre  to  diversify  into  ca- 
ble networks  and  international  markets  and  to 
snare  the  long-term  rights  to  hugely  expensive  future  events 
such  as  the  Olympic  Games.  "It  almost  defies  logic  what  the 
value  of  that  program  is"  to  NBC,  says  top  media  buyer  Bet- 
sy Frank  of  Zenith  Media  Services,  who  buys  ad  time  for 
such  clients  as  General  Motors  and  Toyota's  Lexus.  "Seinfeld 
is  one  of  the  most  important  shows  in  history." 

But  nbc  is  assured  of  the  show  for  only  one  more  season, 
and  it  is  gunning  to  build  itself  up  so  that  the  juggernaut  con- 
tinues after  Seinfeld  is  gone,  nbc  ceo  Bob  Wright  knows  full 
well  that,  while  nbc  may  be  sitting  pretty  now,  network  TV  is 
turning  into  a  gruesome  business.  In  1992,  60%  of  viewers 
were  tuned  to  one  of  the  Big  Three  networks  during  prime 


time.  But  this  past  season,  only  49%  were  watching.  Viewt 
are  defecting  mainly  to  cable  networks  and  upstart  broadc; 
networks  Fox,  wb,  and  upn. 

Wright's  plan  is  to  hedge  smartly  against  the  inevitable  d  ; 
when  his  network  no  longer  rules  the  ratings.  Spurring  h 
on  is  the  unsettling  knowledge  that  the  economic  underp 
nings  of  the  Big  Three  networks  are  getting  rickety.  NB 
ability  to  take  advantage  of  its  brawn  will  ideally  propel  t 
company  into  a  different  mode — one  more  profitable  th 
the  other  old-line  networks— in  the  coming  lean  years. 

Getting  Seinfeld  for  another  season  buys  Wright  mc 
time.  He  also  benefits  from  the  financial  weakness  of 
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titors.  Rignt  now,  abc's  core  network,  not  including 
stations,  is  barely  profitable  and  trending  downward, 
Fox  breaks  even  and  cbs,  wb,  and  upn  lose  money,  ac- 
*  to  Merrill  Lynch  &  Co.  media  analyst  Jessica  Reif  Co- 
[eanwhile,  nbc's  profits  from  the  network  alone  stood  at 
nillion  last  year,  "nbc  has  a  vastly  disproportionate 
of  the  networks'  profitability,"  Wright  says.  "By  1998, 
lave  all  of  it.  That's  not  a  good  thing.  That  tells  you 
is  something  wrong  with  the  business  if  one  company 
the  profits." 

's  profits  don't  begin  and  end  with  Seinfeld,  though  the 
las  been  a  big  contributor.  The  network  profit,  plus  the 


$500  million  more  kicked  in  by  cable-  and  television-station  op- 
erations, delivered  parent  General  Electric  Co.  an  operating 
profit  of  nearly  $1  billion  last  year.  For  years,  Wright  has 
been  wringing  excess  costs  out  of  the  network — about  $400 
million  worth — all  the  while  building  up  valuable  new  long- 
term  assets. 

Wright's  most  valuable  short-term  asset  is  undeniably 
Seinfeld,  though  the  network  doesn't  actually  own  it 
(page  121).  In  a  deal  inked  just  days  before  May  12,  when 
nbc  unveiled  its  fall  lineup,  the  Peacock  Network  agreed  to 
pay  more  than  $5  million  per  episode  to  bring  Jerry,  Elaine, 
George,  and  Kramer  back  for  at  least  one  more  season.  The 
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sitcom  is  now  the  most  expensive  regular  series  in  television 
history.  As  the  "Hallelujah  Chorus"  from  Handel's  Messiah  re- 
sounded through  an  auditorium  filled  with  advertisers  as  the 
network  presented  its  new  fall  schedule,  nbc  Entertainment 
President  Warren  Littlefield  did  little  to  downplay  the  im- 
portance of  the  show  to  the  network.  "Praise  the  Lord!" 
Littlefield  shouted.  "Seinfeld's  back." 

The  return  of  the  show  was  anything  but  assured,  since  the 
three  supporting-cast  members  had  demanded  a  combined  $66 
million  for  their  services.  But  after  the  concerted  efforts  of 
the  nbc  brass,  featuring  the  offering  of  GE  stock  options  and 
an  appearance  by  GE  Chairman  John  F.  Welch,  a  deal  was 


struck  to  pay  Jason  Alexander,  Julia  Louis-Dreyfus, 
Michael  Richards  $13  million  apiece  for  the  season.  Star  J 
ry  Seinfeld  had  already  agreed  to  return.  His  price  tag:  !  . 
million  as  an  actor,  writer,  and  producer,  plus  a  cut  of 
profits. 

PARADOX.  Seinfeld's  audience  actually  shrank  a  bit  in 
past  season,  while  nbc's  total  audience  shrank  by  a  sober 
10%.  Even  so,  the  network  handed  in  a  stellar  financial  p 
formance  (charts,  page  120). 

What's  going  on?  Paradoxically,  as  the  big  networks 
viewers,  advertisers  will  pay  more  for  the  shows  that  reac 
huge  audience  in  one  fell  swoop,  nbc's  top  programs — such 


The  Seinfeld  Effect 


NBC  and  other  people-even  the  "Soup  Nazi" 
-make  huge  sums  from  the  show  and 
the  cultural  miniphenomena  it  sparks 


POWER  TO  DIVERSIFY 

Profit-rich  NBC  has  busily 
been  diversifying  into  cable 
and  international  markets 


BUY  THIS 

In  addition  to  their 
show  salaries,  the 
actors  are  making  a 
bundle  hawking  every- 
thing from  pretzels  to 
credit  cards  to  hair  dye 


™BC  NBC 

EUROPE 


: 


Noshers 

line  up  to  be  served  by 
the  real  "Soup  Nazi" 


SHOWCASE 

Real  products  and  places 
woven  into  the  show 
gain  cachet  and  become, 
in  some  cases,  tourist 
destinations 


Junior  Mints  and  babka 
became  household  words 
after  being  featured  on 
the  show 


•Id,  er,  and  Friends — are  the  closest  big  advertisers  can 
)  achieving  critical  mass.  This  is  not  just  about  pure 
,  though.  Seinfeld  is  the  No.  1  comedy,  sure,  but  it  also 
tchet:  Advertisers  want  to  be  at  the  most  exclusive  par- 
fiere's  so  much  coming  at  people,  and  they're  tired  of  it," 
3hilip  Guarascio,  vice-president  for  advertising  and  mar- 
l  at  GM.  "So  when  you  look  at  putting  together  ad 
you  have  to  account  for  media  fatigue.  What  is  it  that 
;  you  up?"  Big  shows  like  Seinfeld  and  er.  Increasingly, 
inctive,  unpromoted  programs  will  fall  out  of  favor, 
it  advertising  benefit  isn't  limited  to  Seinfeld.  The 
;  nine  30-second  ad  slots  each  week  have  become  so  pre- 
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■  COMPETITION 

mean  NBC  can 
o  buy  the  rights  to 
time  events  such  as 
;he  Olympics 


HIS... 

iiences  allow 
promote  other 
ivily:  Even  the 
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Shows  scheduled  before  and 
after  Seinfeld,  such  as  Fired 
Up,  get  the  spillover  audience. 
They  may  become  minihits  that 
NBC  can  use  to  build  up  anoth- 
er night's  programming 
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r  Thursday  hits,  such  as 
et  NBC  lock  up  the  whole 
, — the  most  valuable  one 
ivertisers,  when  viewers 
laking  their  weekend  plans 
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d  reruns  have 
normously  strong 
lication,  crushing 
tition  outside  of 
time  as  well 


MAKE  THE  AFFILIATES  HAPPY 

Strong  prime-time  ratings  and 
NBC's  purchase  of  big  events 
make  affiliate  stations  rich — 
and  make  it  tough  for  them  to 
complain  about  NBC's  cable 
ventures 


cious  that  blue-chip  advertisers  often  agree  to  buy  time  on 
the  network's  less  desirable  shows  just  to  get  on  Seinfeld:  Ad- 
vertisers' fever  over  Seinfeld  means  that  other  shows  on 
NBC  get  a  spillover  pickup  in  ad  rates.  "They  act  like  they're 
giving  away  their  chil- 
dren when  they  [sell 
time  on]  Seinfeld" 
says  Paul  Schulman, 
who  buys  about  $175  million  worth  of  TV  time  annually. 

In  fact,  Seinfeld  has  changed  the  economics  of  television, 
and  the  effects  are  felt  widely.  At  11  p.m.  on  a  recent 
Wednesday  night  in  New  York,  a  six-year-old  Seinfeld  rerun 
(about  a  white  cashmere  sweater  with  an  unfortunate  red  dot) 
clobbered  all  the  network-affiliate  news  shows,  even  wnbc's. 
The  lucky  station  that  has  the  syndication  rights  to 
Seinfeld  reruns  in  New  York,  wpix,  even  won  the  February 
Nielsen  sweeps  for  the  entire  late-night  time  period.  "Without 
exaggeration,  it  has  changed  viewing  patterns  in  New  York," 
exults  wpix  station  manager  Paul  Bissonette,  who  notes  that 
the  station  is  getting  prime-time-level  ad  rates  for  the  renins. 
Then  there's  the  ripple  effect  on  the  demands  that  TV 
v  stars  might  now  make  for  big  raises.  The  industry  is 
njfw  abuzz  over  the  rich  packages  snared  by  the  Seinfeld 
stars.  "We've  been  talking  a  lot  among  ourselves 
about  this,"  says  Brooke  Shields,  star  of  Suddenly  Su- 
san, which  will  lead  into  a  Monday  night  of  comedy  on 
nbc.  "The  stakes  are  higher  now  for  everyone."  Naturally, 
the  people  left  picking  up  the  tab  for  pricier  talent  are  less  san- 
guine about  the  idea.  "Everyone  wants  to  reach  out  and  stran- 
gle nbc,"  says  Jack  Fentress,  director  of  programming  at 
Petry  Media  Corp.,  which  sells  commercial  time  for  TV  stations. 
The  eye-popping  Seinfeld  paychecks  "create  problems  not  only 
with  supporting  actors  but  with  leading  actors  in  hit  shows  that 
aren't  making  as  much  as  Seinfeld's  supporting  cast.  Who's  go- 
ing to  absorb  these  costs?" 

HUMBLE  START.  Ironically,  Seinfeld  was  a  program  nbc  bare- 
ly wanted  when  it  premiered  in  1989,  and  the  series'  ratings 
were  middling  for  years.  Director  Rob  Reiner,  head  of  Castle 
Rock  Entertainment,  the  show's  producer,  had  to  implore 
nbc  execs  to  give  the  show  a  chance.  Despite  its  humble  be- 
ginnings, Seinfeld  became  a  hit  in  1993,  after  nbc  gave  it  a 
break  and  scheduled  it  after  the  popular  Cheers  on  Thursday 
nights.  It  was  a  tried-and-true  tactic  for  the  network,  which 
has  been  dominant  on  Thursdays  for  more  than  a  decade,  as 
it  tunneled  the  strength  of  The  Cosby  Show  into  Family 
Ties,  Cheers,  and  then  Seinfeld. 

Since  then,  Seinfeld  has  returned  the  favor.  Shows  placed 
in  the  half-hour  before  and  after  Seinfeld's  9  p.m.  Thursday 
berth  have  benefited,  because  millions  of  viewers  got  into  the 
habit  of  watching  them.  "You  could  read  the  phone  book  after 
Seinfeld  and  get  a  25  [percent]  share,"  says  Steve  Sternberg, 
a  partner  at  bjk&e  Media  Group,  the  media-buying  arm  of 
Bozell  Advertising.  Over  the  years,  Frasier,  Mad  About  You, 
Caroline,  in  the  City,  and  Suddenly  Susan  have  enjoyed  the 
Seinfeld  Effect.  It's  not  foolproof:  The  Single  Guy  was  can- 
celed this  season  after  it  failed  to  make  it  on  its  own. 
Nonetheless,  of  the  17  new  or  returning  sitcoms  on  nbc's  new 
schedule,  seven  are  or  were  placed  next  to  Seinfeld  at  some 
point.  Anchored  by  Seinfeld,  "Thursday  is  our  Cape  Canaver- 
al," notes  Littlefield. 

nbc  furthered  its  ratings  dominance  by  seeding  new  nights 
with  Seinfeld  spore.  Frasier  has  made  NBC  strong  on  Tuesday, 
and  the  network  hopes  that  Caroline  in  the  City,  Suddenly 
Susan,  and  The  Naked  Truth  will  do  so  on  Mondays  this 
season. 

What's  more,  nbc  has  neatly  turned  Seinfeld's  Thurs- 
day-night dominance  into  a  dominance  of  prime  time,  which 
in  turn  lures  viewers  to  its  offerings  in  mornings,  late  night, 
and  evening  news,  nbc  reigns  in  all  those  areas.  With  the 
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network's  programs  delivering  such  high  ratings,  nbc  wins 
a  second  time  as  its  own  11  TV  stations,  with  their  55%  mar- 
gins, send  huge  profits  back  to  headquarters. 

To  keep  the  party  rolling,  Wright's  top  entertainment  ex- 
ecutives— Littlefield  and  president  of  nbc  West  Coast  Don 
Ohlmeyer — must  deliver  a  bumper  crop  of  new  shows.  One  or 
two  of  these,  they  hope,  will  take  off,  a  la  Seinfeld.  Histori- 
cally, stale  shows  and  a  weak  development  slate  have  toppled 
other  high-flying  networks.  And  loss  of  momentum  at  nbc 
would  be  crippling.  The  network  uses  its  promotional  platform 
to  whip  up  excitement  for  such  NBC-produced  extravaganzas 
as  the  recently  aired  Odyssey,  which  was  one  of  the  highest- 
rated  shows  that  week.  It  also  needs  to  encourage  nbc  view- 
ers to  watch  its  cable  networks,  msnbc  (a  partnership  with 
Microsoft  Corp.)  and  cnbc. 

nbc's  top  sports  executive,  Dick  Ebersol,  has  been  able  to 
use  the  gusher  of  profits  to  make  farsighted  and  hugely  ex- 
pensive buys  of  key  spoils  programming,  such  as  all  the 
Olympics  (excluding  the  next  winter  games)  through  2008. 
That  gambit  is  designed  to  provide  nbc  with  ratings  mo- 
mentum for  years  to  come,  offering  a  boost  to  its  regular  pro- 
gramming in  prime  time  and  elsewhere,  should  ratings  falter. 

But  Wright  has  been  doing  something  else,  too:  For  years, 
he  has  been  quietly  diversifying  nbc  away  from  its  highly 
cyclical  base,  building  up  other  assets — such  as  cable  net- 
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A  booming  advertising 
climate  for  its  demo- 
graphically  desirable 
audience  has  pumped 
up  NBC's  bottom  line, 
even  as  ratings  have 
slipped  amid  an  overall 
decline  in  the  reach 
of  the  big  TV  networks. 
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SITTING  PRETTY 

CEO  Bob  Wright  is 
quietly  diversifying  NBC 


works,  Internet  services,  a: 
international  channels.  Top  bu 
ness-development  and  cable 
ecutive  Thomas  S.  Rogers  h 
spent  nearly  a  decade  amai 
ing  a  portfolio  of  nonbroadcasting  assets  now  worth  around 
billion. 

nbc's  oldest  cable  venture,  business  channel  cnbc,  is  avt 
able  in  61  million  households,  though  its  ratings  are  mode 
nbc  spent  $220  million  before  it  broke  even,  but  now  CNB' 
profits  are  growing  rapidly,  from  $85  million  in  1996  to 
company-forecast  $120  million  this  year.  Cable  networ 
make  money  in  two  ways,  through  ad  sales  and  fees  colle< 
ed  from  cable  operators  for  each  home  served  whether  vie 
ers  are  watching  the  channel  or  not.  That  helps  expk 
why,  as  an  asset,  cnbc  is  valued  at  between  $1.5  billion  a 
$2  billion. 

When  nbc  launched  its  msnbc  cable  and  Internet  jo 
venture  with  Microsoft,  it  was  at  almost  no  real  cost  to  t 
network.  It  had  acquired  hard-to-get  carriage  on  cable  sj 
terns  as  part  of  its  retransmission-consent  negotiations  wi 
cable  operators  and  had  launched  a  low-rated  chat  chann 
America's  Talking.  The  $250  million  that  nbc  expects 
contribute  to  msnbc  until  the  venture  breaks  even  is  qu 
close  to  what  Microsoft  paid  nbc  to  form  the  ventui 
Launched  less  than  a  year  ago,  it  has  tiny  ratings  and  is  n 
yet  turning  a  profit.  But  because  it  reaches  35  milli 
homes,  msnbc  has  an  asset  value  of  about  $1  billion. 
TOEHOLDS.  Acquired  for  very  little  cash,  nbc's  other  no 
broadcast  assets  include  stakes  in  more  than  a  dozen  oth  P 
cable  networks,  including  Arts  &  Entertainment  Televisic 
Court  TV,  and  American  Movie  Classics,  as  well  as  21 
ownership  of  Madison  Square  Garden,  the  New  York  Knic 
and  the  New  York  Rangers.  It  also  has  built  internatior 
toeholds  in  Europe  and  Asia,  but  these  efforts  are  still 
vestments  that  cost  the  company  about  $65  million  h  | 
year. 

nbc's  building  of  cable  networks,  which  compete  wi 
local  nbc  stations  for  eyeballs  and  advertising  dollars, 
cause  for  some  tension.  Many  of  its  215  affiliates  are  tftft 
nerved  by  nbc's  reuse  of  network  programming  on  its  cal  !i 
channels,  such  as  a  version  of  Dateline  on  cnbc.  But  he: 
too,  nbc's  ratings  strength  buys  it  far  more  breathing  roc 
than  it  would  otherwise  have.  With  ratings  and  ad  reven  ss 
humming  and  with  the  Olympics  locked  up  (at  a  cost  to  N 
of  nearly  $4  billion)  for  more  than  the  next  decade,  affiliat 
have  trouble  staging  much  fuss.  It's  this  flexibility  th 
has  let  nbc  expand  its  cable  holdings  vigorously  and,  ul 
mately,  reduce  its  dependence  on  broadcasting. 

While  these  cable  assets  are  enormously  valuable  a: 
important  to  Wright's  long-range  plans,  they  don't  yet  ge 
erate  much  in  earnings.  They  are  delivering  about  $150  ir, 
lion  to  nbc's  bottom  line,  says  an  nbc  executive,  while  t 
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•k  alone  saw  profits  of  approximately  $500  million  last 
admits  Wright:  "There  is  no  way  I  can  offset  [a  huge 
in  that  high  level  of  profitability]  with  earnings  from 
issets  on  the  spur  of  the  moment."  Over  time,  he's  con- 
the  earnings  from  the  cable  networks  and  from  nbc's 
'Is  in  Europe  and  Asia  will  contribute  what  an  "aver- 
stwork  would  bring  in  during  the  course  of  a  year.  But 
t  there  yet. 

t's  why  he  still  needs — and  is  willing  to  pay  for — Se- 
Who  knows,  this  year  might  see  the  debut  of  the 


next  ratings  powerhouse.  The  network's  best  hope  this  go- 
round  is  Veronica's  Closet,  a  sitcom  starring  Cheers  ~vet 
Kirstie  Alley  and 
produced  by  the 
team  responsible 
for  Friends  and 
Dream  On.  It'll  be  hard  to  miss  Veronica's  Closet  this  fall. 
It's  on  right  after  Seinfeld. 

By  Elizabeth  Lesly  in  New  York,  with  Ronald  Grover  in 
Los  Angeles  and  I.  Jeanne  Dugan  in  New  York 
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the  old  days,  when  regulations  barred  the  networks 
'om  owning  the  programs  they  aired,  buying  TV 
hows  from  the  studios  was  pretty  straightforward. 

only  issue  was  cash,  cash,  and  more  cash.  Then,  the 
ncial-interest-and-syndication  ("fin-syn")  rules  were 
saled  in  1995,  thus  allowing  networks  to  own  all  or 
\  of  the  programs  they  air  and  allowing  studios  to 
i  TV  networks. 

'hose  changes  have  made  the  re- 
mship  between  the  networks  and 
lios  much  more  complicated — and 
:entious.  That's  because  networks 
it  to  produce  more  of  their  own 
ws,  and  studios  want  to  guaran- 
distribution  for  their  shows  by 
ing  or  founding  their  own  net- 
ks.  And  they're  stepping  on  each 
are'  toes  in  the  process, 
lefore,  networks  stood  on  the 
ilines  as  studios  reaped  hundreds 
millions  of  dollars  selling  reruns  of 
ws  they  produced  into  what  is 
3d  the  syndication  market.  Even 
igh  Seinfeld  is  closely  associated 
i  nbc,  for  example,  it  is  owned 
several  entities,  including  Jerry 
lfeld  and  units  of  Time  Wamer 

Sony.  Since  nbc  doesn't  own 
ity  in  the  show,  it  will  never  col- 

any  of  the  rich  syndication  profits, 
lo  the  networks  are  pushing  to  own  more  of  the 
ws  they  air.  After  all,  they  figure,  it's  the  airing  and 
moting  of  these  shows  for  years  that  creates  a  prop- 
f  than  can  eventually  be  syndicated.  Meanwhile,  the 
iios,  increasingly  nervous  that  the  networks  will  el- 
i  them  aside,  are  getting  tougher,  looking  for  lever- 

and  creating  their  own  networks.  Hence,  Para- 
mt  Pictures  started  upn,  Time  Warner  launched  wb, 
It  Disney  bought  Capital  Cities/ABC,  and  Twentieth 
itury  Fox  turned  Fox  Broadcasting  into  a  full- 
ged  network.  "People  are  playing  with  a  different 
of  rules  than  before,"  says  former  nbc  network 
if  Brandon  Tartikoff. 

lking  OUT.  Indeed,  the  players  are  all  tussling  for 
ition.  A  few  months  ago,  DreamWorks  skg  came  up 
h  an  idea  for  a  sitcom,  Nearly  Yours,  that  it  present- 
to  nbc.  The  network  offered  up  former  Cheers  direc- 
James  Burrows,  who  is  under  contract  to  it,  to  direct 
irly  Yours.  In  return,  the  network  wanted  an  equity 
ie  in  the  show.  Irate  at  being  requested  to  hand  over 
iece  of  the  show,  DreamWorks  walked  away,  taking 
h  it  two  other  shows  that  it  had  deals  to  make  for 


top-ranked  nbc.  (The  companies  are  still  negotiating.) 

Of  course,  standoffs  of  that  sort  are  risky.  The  broad- 
cast networks  can't  produce  all  their  own  programming, 
and  their  interests  really  lie  more  in  having  the  best 
lineup  possible,  no  matter  who  produces  or  owns  the 
show.  And  studios  still  want  the  best  launching  pads  for 
their  shows — in  anticipation  of  syndication  riches.  That's 
why  Warner  Brothers  makes  Friends 
for  nbc  instead  of  its  own  wb  network. 

Even  so,  a  network  may  not  be  able 
to  resist  placing  an  iffy  show  it  owns 
on  its  prime-time  schedule,  nbc  has 
made  a  22-episode  commitment  to  a 
show  that  it  owns  starring  Tony  Dan- 
za,  who  hasn't  had  a  hit  since  Who's 
the  Boss?  ended,  back  in  1992.  The 
new  show  will  be  broadcast  at  8  p.m. 
on  Wednesday,  traditionally  nbc's 
weakest  night,  despite  test  screenings 
that  advertisers  generally  agreed  were 
dreadful,  nbc  says  it  is  reworking  the 
show. 

CRAZY  QUILT.  The  new  crazy-quilt  re- 
lationships already  have  some  people 
heading  for  corporate  divorce  court. 
Since  1989,  Walt  Disney  Co.  has  had  a 
contract  with  Home  Improvement  pro- 
ducer Wind  Dancer  Productions.  But 
when  Disney  bought  abc  last  year, 
Wind  Dancer  claimed  in  a  lawsuit  that 
the  giant  studio  made  "an  inside  deal 
with  abc"  to  renew  the  show  for  less 
than  it  was  worth. 

Neither  side  is  willing  to  comment  on 
the  case.  But  star  Tim  Allen,  who  is 
well  aware  that  the  sitcom  is  the  only 
hit  ABC  has  left,  recently  took  advantage  of  the  new  any- 
thing-goes  marketplace.  He  negotiated  a  $25  million  pay- 
day to  continue  with  the  show.  As  part  of  that  deal,  Dis- 
ney offered  a  three-movie  contract  with  its  film  studio. 

Of  course,  nbc,  like  CBS,  doesn't  have  a  movie  studio 
and  can't  offer  such  a  deal  to  its  stars.  But  even  in  the 
new,  rough-and-tumble  climate,  nbc  was  still  able  to 
come  up  with  an  attractive  carrot  to  keep  Frasier  star 
Kelsey  Grammer  happy.  In  a  deal  to  renew  the  show 
for  three  years,  nbc  agreed  to  broadcast  Fired  Up,  a 
sitcom  produced  by  Grammer's  production  company,  and 
for  part  of  the  last  season  gave  it  the  coveted  slot  just 
after  Seinfeld.  Grammer  may  well  consider  himself 
lucky  to  have  pulled  off  such  a  deal.  Next  time,  nbc 
might  want  to  own  a  piece  of  the  show  as  well. 

By  Ronald  Grover  in  Los  Angeles 


DISNEY  PAYOUT 

Allen's  Home 
Improvement 
deal  nets  him 
$25  million 
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REITs  ARE  GOING 
LIKE  A  HOUSE  AFIRE 

A  band  of  big-time  real  estate  investors  is  sparking  a  wave  of  respectable  IPOs 


st 
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lortimer  B.  Zuckerman  doesn't 
shy  from  the  public  eye.  The 
longtime  bachelor's  succession  of 
I  relationships,  as  well  as  his  re- 
cent wedding,  have  been  well  chronicled 
in  the  press.  But  when  it  comes  to  his 
vast  real  estate  and  publishing  empire, 
Zuckerman  has  operated  differently:  "I 
never  wanted  to  bring  any  of 
my  companies  public,"  he 
says.  But  soon,  Zuckerman 
will  float  the  biggest  real 
estate  investment  trust 
offering  in  history,  a 
$903  million  initial  pub- 
lic stock  offering  of 
Boston  Properties,  a 


ZUCKERMAN 
UNBOUND:  His 

IPO  of  trophy 
properties 
will  set  a 
record 


collection  of  trophy  office  buildings. 

Zuckerman's  ipo  is  only  one  of  sev- 
eral high-profile  reits  likely  to  hit  the 
market  soon.  Chicago  real  estate  mag- 
nate Sam  Zell  intends  to  sell  about  10% 
of  his  $5  billion  portfolio  of  office  tow- 
ers, and  real  estate  moguls  from  Donald 
L.  Bren  in  Irvine,  Calif.,  to  New  York's 
Stephen  L.  Green  are  said  to  be 
considering  taking  their  empires 
public.  Add  that  to  the  more 
than  $1  billion  in  REIT  ipos 
and  more  than  $8  billion  in 
reit  secondary  offerings  thus 
far  in  1997,  and  it  should  be 
the  biggest  year  for  reit  of- 
ferings since  1993.  (reits  are 
companies  whose  assets  are 
pools  of  actively  managed  real 
■  estate  or  mortgages,  reits  pay 

#  out  most  of  their  profits  in  divi- 

*  dends  and  are  exempt  from  cor- 
porate taxation.) 

Issuers  are  jumping  onto  the  tail 
|  of  the  hottest  reit  market  in  years. 
•,    Even  after  a  first-quarter  correc- 
tion, reits  are  up  29%  over  the 
last  12  months,  compared  with 
25%  for  the  Standard  &  Poor's 
h    500-stock  index.  And  many 


public  reits  are  now  selling  at  a  2 
premium  to  the  value  of  their  underly 
properties,  so  not  only  do  they  have  I 
ter  access  to  capital  but  they  have  a 
jor  advantage  over  private  real  est 
companies  in  buying  more  properties 
SPOTTY  PAST.  This  latest  wave  of  R 
ipos  and  secondary  offerings  is  giv 
the  reit  industry  much  greater  leg 
macy.  "Real  estate  is  finally  becom 
more  like  every  other  American  mi 
industry — publicly  traded  and  acce; 
ble  to  all  investors.  And  reits  are 
vehicle  of  change,"  says  Mike  Kirby, 
founder  and  principal  of  real  estate 
search  firm  Green  Street  Advisors 
In  the  past,  far  too  many  reit  i 
were  exit  strategies  launched  by  tr 
bled  companies  that  went  public 
avoid  going  broke  after  traditional  w 
of  financing  had  run  dry.  The  mar 
was  too  small  and  spotty  to  gain  a 
analytical  following.  Now,  howe 
reits  are  the  preferred  way  to  inves' 
real  estate.  "They  are  real  operat 
companies  that  lease,  renovate,  mam 
tear  down,  rebuild,  and  develop  ft 
scratch,"  says  Stan  Ross,  mana, 
partner  of  e&y  Kenneth  Leventhal  E 
Estate  Group. 
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The  REIT  Rush 
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RECENT  OFFERINGS... 

KILROY  REALTY  $331  million  REIT  of  California  office  space 

CORNERSTONE  PROPERTIES  $226 
million  REIT  of  far-flung  metropolitan 
downtown  office  space 


ftllH 


WESTFIELD  AMERICA  $315  million  REI 
of  shopping  malls 

...AND  STILL  TO  COME 

BOSTON  PROPERTIES  $903  million  REIT  of  flagship 
office  buildings  in  New  York  City,  Boston,  and 
Washington,  D.C. 

EQUITY  OFFICE  PROPERTIES  TRUST  $345  million  REIT  repre 
sents  10%  of  a  collection  of  premiere  nationwide  office  building 


ong  support  for  the  REIT  market 
from  institutional  investors,  who 
jor  reit  buyers  for  the  first  time, 
are  now  more  than  25  reits  with 
;  values  of  more  than  $1  billion,  a 
itial  enough  size  for  institutions 

or  sell  shares  without  upsetting 
iit's  price.  Many  of  these  reits 
i  by  the  savviest  investors  in  the 
y,  such  as  Richard  E.  Rainwater, 
i  D.  Sanders,  and  Steven  Roth. 
:ommercial  real  estate  prices  al- 
ully  recovered  from  their  1991- 
ws,  "the  big  investment  opportu- 
r  us  now  is  the  recapitalization 
isolidation  of  the  industry  by  this 
f  elite  reits,"  says  Joseph  M.  Har- 
rector  of  research 
ling  reit  mutual- 
firm    Cohen  & 

Capital  Manage- 
In  1997  alone,  in- 
mal  investors  are 
sd  to  swap  about 
m  of  directly  held 
tate  for  stakes  in 

"We  absolutely 
n  being  a  consol- 

across  all  reit 
;,"  says  Zell,  who 
o  other  big  REITs, 
he  last  reit  ipo 
in  1993,  fee-hun- 
vestment  bankers  helped  launch 
heits  of  questionable  quality.  One 
ire  dreamed  up  by  Wall  Street, 
the  "umbrella  reit,"  or  upreit, 
it  many  of  the  most  prominent 
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real  estate  companies 
public  but  also  enabled 
some  dogs  to  enter  the 
market.  To  form  an 
upreit,  real  estate  part- 
nerships pool  proper- 
ties, exchanging  indi- 
vidual units  for  a  share 
in  a  larger  partnership, 
and  then  issue  a  reit, 
which  purchases  units 
in  the  partnership. 
Since  the  partners  avoid  selling  proper- 
ties, they  postpone  paying  taxes  on  cap- 
ital gains.  But  if  those  properties  are 
sold,  the  partners  will  incur  capital  gains. 
Zuekerman's  REIT  adds  a  twist  to  the 
upreit  structure.  If  any 
of  the  properties  trans- 
ferred into  his  new  reit 
are  sold,  all  sharehold- 
ers, rather  than  just  the 
operating  partners,  will 
bear  all  the  capital- 
gains  penalties.  Harvey 
says  that  while  Zucker- 
man  has  several  of  the 
"highest  cash-producing 
office  buildings  in  the 
country,"  the  REIT's 
structure  should  ad- 
versely impact  the  val- 
ue of  the  company. 
Zell  says  that  Wall  Street  is  look- 
ing at  the  REIT  industry  more  critically 
than  in  the  past.  Case  in  point:  a  $460 
million  ipo  registration  by  Australian 
billionaire  Frank  Lowy's  Los  Angeles- 


Once  an  exit 
hatch  for  troubled 
companies,  many 
REITs  now  have 
solid  operations 


based  Westfield  Amer- 
ica Inc.,  an  owner  of 
malls  that  subcontracts 
management  to  an 
outside  adviser.  Green 
Street  Advisors  issued 
a  report  objecting  to 
that,  since  Lowy  had 
a  percentage  of  both 
the  reit  and  the  ad- 
viser that  would  be 
paid  management  fees 
by  the  reit.  The  deal  is  now  being  re- 
structured and  repriced.  Lowy  has 
upped  his  ownership  stake  in  the  REIT, 
which  aligns  his  interests  more  closely 
with  the  reit,  and  the  ipo  has  been 
valued  at  $315  million. 
BIG  NAMES.  With  all  the  big  names 
jumping  into  the  ring,  one  thing  is  clear: 
The  easy  money  has  been  made  in 
reits.  It  will  be  tough  to  beat  the  35.8% 
return  on  The  National  Association  of 
Real  Estate  Investment  Trust's  REIT  in- 
dex in  1996  or  the  index's  18.3%  gain  in 
1995.  Through  Apr.  30,  the  index  was 
down  2%.  Investor  demand  remains 
strong:  The  average  monthly  flow  into 
reit  mutual  funds,  as  of  Apr.  30,  was 
about  $520  million,  compared  with  av- 
erage inflows  of  $68  million  for  the  same 
period  in  1996. 

If  the  Zuckerman  ipo  proves  a  hit,  as 
many  experts  predict,  then  going  public 
could  be  as  welcome  a  change  for  him 
as  getting  married. 

By  Kathleen  Morris  in  Los  Angeles, 
with  Richard  A.  Melcher  in  Chicago 
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SUSHING  THE  COBWEBS 
F  JOHN  HANCOCK 

(-P.R.  man  who  never  sold  a  policy  is  remaking  the  insurer 


ie  staid,  gray-suited  world  of  life 
irance,  David  F.  D'Alessandro 
ids  out.  His  ties  are  a  riot  of  col- 
has  a  seven-foot  cactus  next  to 
ssk.  Nearby  on  the  wall  hang 
nmad  Ali's  boxing  shorts,  framed. 
3  an  industry  long  dependent  on 
;nts,  his  ideas  on  how  to  sell  in- 
e  are  decidedly  unorthodox, 
i  Hancock  Mutual  Life  Insurance 
ures  marketing  whiz  D'Alessandro 
what  it  needs.  A  former  public 
ns  man,  D'Alessandro  has  never 
policy  himself.  But  while  nearly 
ijor  insurers  use  agents,  he  is 
ig  Hancock  to  sell  through  direct 
telemarketing,  banks,  and  even 
1  Lynch  &  Co.  stockbrokers,  main- 


ly for  annuities.  Plus,  in  the  wake  of 
recent  insurance-sales  scandals,  he  is 
revamping  how  Hancock's  agents  are 
paid  to  reduce  the  incentive  to  abuse 
customers.  Says  D'Alessandro,  46,  who 
will  become  Hancock's  president  in  Jan- 
uary: "If  nothing  changes,  the  Fideli- 
ty's and  the  Schwabs  will  pick  us  off." 

Indeed,  Hancock  and  the  rest  of  the 
industiy  face  a  rocky  future.  Life-insur- 
ance policies,  the  industry's  core  product 
and  one  intended  chiefly  as  financial  pro- 
tection if  the  breadwinner  dies,  have 
lost  appeal  as  baby  boomers  focus  on  in- 
vesting for  retirement.  Overall,  sales  of 
life  policies  have  dropped  8%  over  the 
past  four  years,  while  mutual  funds 
have  enjoyed  a  118%  surge  in  assets. 


Making  matters  worse  for  Hancock 
are  a  variety  of  scandals.  The  insurer  is 
battling  a  nationwide  class  action  claim- 
ing that  commission-hungry  agents  used 
misleading  sales  materials  to  snooker 
customers  into  buying  policies.  Hancock 
concedes  it  could  be  zapped  for  a  $100 
million-plus  settlement.  Hancock,  and 
D'Alessandro  personally,  face  another 
suit  contending  the  company  should  re- 
imburse policyholders  for  $4  million  used 
to  pay  legal  expenses  for  the  compa- 
ny's former  chief  lobbyist,  F.  William 
Sawyer,  who  was  convicted  in  1995  of 
providing  illegal  gratuities  to  Massa- 
chusetts legislators. 

That  ex-P.R.  man  D'Alessandro  will 
be  the  No.  2  executive  at  the  nation's 
sLxth-largest  life  insurer  (assets:  $54  bil- 
lion) speaks  volumes.  Traditionally,  top 
insurance  honchos  come  up  either  as 
agents  or  actuaries.  D'Alessandro  never 
had  heard  of  an  actuary  until  joining 
Hancock  in  1984  as  PR  chief.  He  is  cred- 
ited with  developing  Hancock's  award- 
winning  "Real  Life,  Real  Answers"  ads, 
offering  emotional  cinema  verite  of  av- 
erage people  talking  about  financial  se- 
curity. D'Alessandro  also  moved  Han- 
cock into  sports  marketing.  Around 
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The  alternative  to  change,  D'Alessandro  says,  is  that  "th 
Fidelitys  and  the  Schwabs  will  pick  us  off' 


Boston,  he's  best  known  for  saving  the 
Boston  Marathon  from  extinction  when 
he  talked  Hancock's  brass  into  sponsor- 
ing the  race.  Once,  D'Alessandro  actu- 
ally tried  to  wrap  a  10-story  red  heart 
around  the  Hancock  tower,  Boston's 
tallest  building,  for  a  Valentine's  Day 
promotion  of  a  company  charity.  The 
head  office  nixed  the  scheme. 

Wanting  to  prove  he 
was  more  than  just  an 
imagemeister,  D'Alessan- 
dro persuaded  superiors 
to  let  him  run  group  in- 
surance in  1988.  In  1991, 
he  became  head  of  retail 
operations,  where  he  has 
kept  life  policy  sales 
growing  when  much  of 
the  industry's  were 
shrinking.  D'Alessandro 
made  his  mark  by  ag- 
gressively pushing  his 
agenda  for  change.  Neil 
Strauss,  a  Standard  & 
Poor's  Corp.  analyst, 
says:  "D'Alessandro  is  an 
innovative  leader  who 
has  made  Hancock  the 
only  insurance  company 
not  in  a  defensive  mode." 

Hancock's  financial  re- 
sults, fueled  in  part  by 
D'Alessandro's  retail  suc- 
cess, are  impressive.  Its 
1996  return  on  assets 
was  0.8%,  says  s&p,  out- 
stripping industry  leader 
Prudential  Life  Insurance 
(0.5%)  and  second-ranked  Metropolitan 
Life  Insurance  (0.4%).  As  the  likely  heir 
to  Chairman  Stephen  L.  Brown,  due  to 
retire  in  2002,  D'Alessandro  should  keep 
his  experiments  going  for  some  time. 
AGGRESSIVE.  Unless,  of  course,  they 
turn  sour.  "He'll  either  be  very  suc- 
cessful or  he'll  leave  in  two  or  three 
years,"  says  John  H.  Goldsmith,  chair- 
man of  broker  Tucker  Anthony,  a  Han- 
cock spin-off.  D'Alessandro's  aggressive, 
fast-paced  style  hasn't  always  gone  over 
smoothly.  As  retail  head,  he  closed  90  of 
250  sales  offices  because,  he  says,  agents 
weren't  productive  or  were  engaging  in 
questionable  sales  practices.  He  also 
fined  "hundreds"  of  agents  and  laid  off 
1,200.  "I  got  death  threats  after  that 
and  needed  bodyguards,"  he  recalls. 

The  biggest,  and  riskiest,  change  lies 
ahead:  over-hauling  how  agents  are  paid, 


a  critical  issue  for  restoring  public  trust 
in  the  industry.  Agents  typically  take 
home  50%  of  first-year  premiums  on  a 
new  policy,  with  annual  payouts  gradu- 
ally dropping  to  2% — providing  a  huge 
incentive  to  sell  old  customers  fresh 
policies.  D'Alessandro  would  give  agents 
a  flat  10%  a  year.  And  to  partly  offset 
the  loss,  they  would  get  bonuses  for 


D'Alessandro  has  been  busy  soo( 
ing  change-wary  agents.  Beyond 
vamping  compensation,  he's  exp 
menting  with  an  800-number-ba 
direct-sales  channel  that  could  div 
business  from  agents.  So  far,  phone 
erators  sell  low-profit  term  life  ins 
ance  only  with  a  benefit  of  less  t' 
$100,000.  D'Alessandro  says  he  has 


DAVID  D'ALESSANDRO 

6,  1951  in 


BORN  Jan 

Utica,  N.Y. 


meeting  sales  goals.  INNOVATOR 
That  would  greatly  D'AJessandro 
reduce  the  incentive 

to  churn.  "The  old  pushing  sales 
system  attracts  too  telemarketing 

many  corruptible  peo- 
ple as  agents,"  says  D'Alessandro.  His 
aim  is  to  put  half  of  Hancock's  3,200 
agents  under  "levelizing,"  as  the  sys- 
tem is  called,  by  yearend  1998. 

Trouble  is,  his  sales  force  might  bolt. 
That  happened  at  Acacia  Mutual  Life 
Insurance  Co.  when  it  started  levelizing 
in  1994.  Despite  the  disruption,  midsize 
Acacia  stayed  with  the  idea  and  hired 
replacements.  But  larger  insurers  have 
balked.  The  Pru  tried  it  for  some  high- 
cost  universal  life  policies,  then  folded 
the  program  after  a  year  in  1996.  It 
blames  the  product,  which  wasn't  selling, 
not  the  compensation  arrangement. 


IS 

via 


EDUCATION  Utica  College 
bachelor's  in  journalism  an 
public  relations,  1972 

WORK  HISTORY  Worked 
for  Edelman  Public  Rela- 
tions until  1974,  then  was 
PR  man  at  Commercial 
Credit  Co.  Joined  Hancock 
as  head  of  PR  in  1984. 
Named  head  of  group  insu 
ance  in  1988.  Became  a 
senior  executive  vice- 
president  and  head  of  retai 
insurance  in  1991.  Last 
December,  elected  Han- 
cock's next  president, 
effective  January,  1998 

HOBBIES  Tennis,  collects 
autographs  and  sports 
memorabilia 

DATA:  JOHN  HANCOCK  MUTUAL  LIFE  INSURANCE  CO 


vinced  most  agents  of  the  i 
that  direct  sales  reaches  clie 
agents  never  see,  and  tha 
produces  valuable  sales  lea 
Agents  may  still  rebel,  beca" 
D'Alessandro  plans  eventuall; 
use  telemarketers  to  sell  a  range 
products,  including  mutual  funds. 

Finally,  he's  fighting  to  bring  the 
known  concept  of  customer  convenie 
to  policy  sales.  Later  this  year,  po 
buyers  can  skip  the  customary  me 
exam  and  merely  lick  a  tongue-dep 
sor-like  stick  provided  by  the  agent. 

Will  his  many  initiatives  work? 
answer  is  years  away.  D'Alessan 
however,  sees  the  alternative  as  do 
nothing  "while  a  boa  constrictor  wr 
itself  around  our  neck." 

By  Larry  Light  and  Geoffrey  St 
in  Boston 
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Compaq  is  leading  the 
movement  to  industry- standard 

ENTERPRISE  COMPUTING. 


We  have  the  champagne  corks 


TO  PROVE  IT. 


Recently,  Compaq  shipped  its  one-millionth  server.  For  one  brief  moment,  the 
people  of  Compaq  celebrated  a  vision  that,  in  seven  short  years,  has  become  a  movement. 

Each  day,  more  organizations  are  trusting  our  PC-based 
solutions  as  the  lifeline  to  their  mission-critical  information.  To 
the  point  where  today,  more  industry-standard  Compaq  servers 
have  been  sold  than  those  manufactured  by  IBM,  Hewlett-Packard 
and  Digital  combined!  Compaq  servers  consistently  set  new 
-benchmarks  by  offering  the  best  price  /performance,  scalability, 
fault  tolerance  and  manageabilitv. 

In  the  future,  our  continued  partnerships  with  compa- 
nies like  Intel,  Microsoft,  Novell  and  SAP  will  ensure  our  ability 
to  offer  innovative,  complete  solutions  to  growing  enterprises. 
Something  definitely  worth  celebrating 


Finance 


DEALS 


WHY  SWISS  BANK 
LURED  A  MINNOW 

It  likes  Dillon  Read's  sterling  reputation  and  blue-chip  clients 


Entering  the  Manhattan  offices  of  old- 
line  investment  bank  Dillon,  Read  & 
Co.  is  like  stepping  into  a  time 
warp.  The  teacups  are  china,  not  styro- 
foam;  the  bankers  write  with  fountain 
pens,  not  ballpoints;  and  the  desks  are 
graceful  old  wooden  rolltops,  not  boxy 
metal  rectangles.  Time  seems  to  have 
passed  Dillon  Read  by.  Competitors, 
from  Morgan  Stanley  &  Co.  to  Meirill 
Lynch  &  Co.,  have  globalized,  diversi- 
fied, and  innovated  to  stay  astride  boom- 
ing global  capital  markets.  Meanwhile, 
Dillon  Read  peaked  in  the  1960s. 
Though  retaining  a  core  of  blue-chip 
clients  and  its  gentlemanly  reputation, 
the  firm  has  faded  from  view.  "It's  like  a 
fish  at  50,000  fathoms,"  quips  a  com- 
petitor. "Nobody  can  explain  how 
they're  still  there." 

On  May  15,  Dillon  Read  began  its 
introduction  to  the  fast  lane.  The  firm 
agreed  to  be  acquired  by  Swiss  Bank 
Corp.  for  $600  million,  a  hefty  three 
times  its  book  value.  Under  Chief  Ex- 
ecutive Marcel  Ospel,  sbc  has  been  buy- 
ing companies  to  transform  itself  into  a 
top  10  global  financial  powerhouse 
(table).  It  bought  the  British  banking 
house  S.  G.  Warburg  &  Co.  in  1995  to 
form  its  investment  banking  division, 
sbc  Warburg,  to  be  renamed  sbc  War- 
burg Dillon  Read. 

The  question  is,  does  buying  Dillon 
Read  get  sbc  where  .it  wants  to  go?  Af- 
ter all,  Dillon  Read  is  a  minnow.  With 
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just  730  employees  and  $200  million  in 
equity,  even  a  handsome  21%  average 
annual  return  on  equity  earns  it  a  mere 
$42  million  a  year.  In  mergers  and  ac- 
quisitions and  equities,  it's  barely  on  the 
map.  In  U.  S.  M&A  in  1996,  it  was  17th, 
with  a  3.2%  market  share,  says  Securities 
Data  Co.  In  equity  underwriting,  it  was 
21st,  with  less  than  1%  market  share. 
Further,  the  rich  payout  sbc  gave  Dillon 
Read  could  spur  some  talent  to  retire 
early.  If  the  stakes  were  divided  equally 
among  the  52  managing  directors  who 
own  75%  of  Dillon  Read,  they  would 
each  make  $8.65  million. 

Dillon  Read,  though,  does  have  some 
very  valuable  assets,  namely  its  distin- 
guished name  and  elite  client  list.  It 
has  had  close,  long-term  relationships 
with  Anheuser-Busch  Cos.  and  General 
Mills  Inc.,  to  name  a  few.  W.  Michael 
Barnes,  chief  financial  officer  of  Rock- 
well International  Corp.,  says  his  main 


SWISS  BANK'S 
BUYING  SPREE 


YEAR 

FIRM  BOUGHT  BY  SBC 

PURCHASE  PRICE 

1991 

O'Connor  Partnerships 

NA 

1994 

Brinson  Partners 

$750  million 

1995 

S.G.  Warburg 

$1.38  billion 

1997 

Dillon  Read 

$600  million 

DATA:  DILLON,  READ  &  CO.,  BUSINESS  WEEK 


HOBBS  AND  BIRKELUND:  Will  Dillon 
Read's  deliberate  pace  work  at  SBC 


investment  banks  are  Dillon  Read  m. 
Morgan  Stanley.  While  Dillon  Rei 
lacks  Morgan's  battalions  of  indusf 
experts,  says  Bames,  the  firm  is  adig 
at  providing  objective,  strategic  advi| 
"It  has  an  intimate  understanding! 
Rockwell's  history,  businesses,  compu- 
ters, strengths  and  weaknesses,  m;| 
agement,  and  preferences."  And  it| 
customer  focused.  "They  treat  us  11 
the  only  client  they've  got,"says  Barrl 
EYE  FOR  TALENT.  As  for  SBC,  it  IS  skill 
at  absorbing  companies,  largely  becai|j 
it  utilizes  the  best  talent,  even  if  it  mf 
displace  its  own.  When  sbc  bought  ij§t 
Chicago-based  options  trading  housep 
O'Connor  Partnerships  in  1991,  sbc  1 
ploited  the  company's  risk-managemut 
savvy  and  promoted  O'Connor  forefl 
exchange  options  trader  David  Solo.  I 
32,  Solo  is  now  sbc's  chief  operating  | 
ficer.  In  1994,  when  sbc  bought  Bife 
son  Partners,  a  quantitative  money  ml 
agement  firm,  it  put  Gary  Brinson  B 
sbc's  board.  While  Dillon  Read  Ch« 
man  John  P.  Birkelund's  plans  are  if 
decided,  Franklin  W.  Hobbs  IV,  Dill  . 
Read's  ceo,  will  join  the  board  of  a 
Warburg  Dillon  Read.  "Over  time,  thl 
two  franchises  [sue  Warburg  and  Diln 
Read]  will  do  better,"  says  Hobbs.  'W| 
sbc,  we  have  all  the  ingredients  djr. 
competitors  have,"  says  Birkelund. 

Still,  questions  remain.  Dillon  Re£ 
civilized  pace  may  clash  with  sbc's  . 
gressive  ambitions.  SBC  is  known 
quickly  integrating  acquisitions.  If  SB(  1 
serious  about  rising  to  10th  in  m&a 
better,  it  will  have  to  spend  hundreds  lpr 
millions  to  hire  analysts  and  bankers 
buy  yet  another  firm.  "This  can't  be 
endgame,"  says  another  competil 
"There  is  more  to  come."  Either  way, 
unlikely  the  china  teacups  and  roll  ) 
desks  will  be  here  for  too  much  long 

By  Leah  Natfians  Spiro  in  New  Y  ^ 


Understanding  The  Workplace  Means 
Viewing  It  From  All  Perspectives 


O 


World  Workplace  '97 

Oct  5-7,  Dallas,  Texas,  USA 

nly  one  event  allows  you  to  explore  all  aspects  of  a  productive  workplace. 
World  Workplace  '97  is  where  professionals  meet  to  learn  and  discuss  the 
latest  ideas  involved  with  providing  effective  work  environments. 


et  the  Big  Picture 

irld  Workplace  brings  together  the  workplace  indus- 
's  most  well  respected  organizations.  Choose  from 
educational  sessions  and  22  round  tables  covering 
anorama  of  concepts  pertaining  to  architecture, 
istruction  management,  design,  engineering,  facility 
nagement  and  real  estate. 

camine  Possibilities 

e  World  Workplace  '97  Learning  Center  is  a 
nprehensive  exposition  of  goods  and  services  that 
wides  solutions  to  your  everyday  challenges.  Not 
ur  typical  trade  show,  the  Learning  Center  is  an  inte- 
il  part  of  World  Workplace's  educational  experience, 
rectly  linked  to  the  educational  sessions  through  an 


icon  system,  exhibitors  expand  your  grasp  of  new  con- 
cepts, procedures  and  opportunities. 

Exchange  Viewpoints 

World  Workplace  activities  provide  you  with  relaxed, 
fun  occasions  to  network  with  workplace  professionals 
from  around  the  world.  These  tremendous  opportuni- 
ties to  make  new  connections  will  help  you  communi- 
cate and  work  more  effectively — to  the  benefit  of  your 
company  and  your  career. 

See  it  all  Oct.  5-7  at  the 
Dallas  Convention  Center! 


For  more  information  call  1-71 3-62-WORLD  (1-713-629-6753)  or  visit  www.ifma.org/ww97.htm 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 


A  WALLFLOWER 
ABOUT  TO  BLOOM? 

Who's  afraid  of  micro-cap  stocks?  Not 
Mike  Lauer,  managing  partner  of 
Lancer  Partners,  a  high-flying  New 
York  hedge  fund.  Despite  most  small- 
cap  stocks'  pathetic  performance,  Lauer 
concentrates  on  outfits  with  capitaliza- 
tion under  $500  million — with  impressive 
results:  Lancer's  stock  portfolio  has  had 
tnple-digit  annual  average  gains  for  the 
past  four  years. 
A  SAGGING  This  year  through 
Apr.  30,  the  fund 
has  gained  21%, 
while  the  Russell 
5000  small-stock 
index  lost  more 
than  5%. 

Lancer's  secret? 
"We  seek  out  fall- 
en angels  that  we 
think  have  a  good 
chance  of  being 
revalued  and  take 
a  5%  to  10% 
stake  in  them," 
says  Lauer.  One 
pick:  Tech-Sym 
(tsy),  a  diversified  electronics-engineer- 
ing company  that  makes  products  for 
communications,  oil  service,  and  defense 
customers.  The  stock  has  been  a  wall- 
flower, trading  at  28 — where  it  was  sev- 
en months  ago. 

Lauer  acquired  a  big  slice  of  Tech- 
Sym  in  1996  when  the  stock  slumped 
after  Fidelity's  Magellan  Fund  dumped 
its  12%  stake — a  few  months  after 
Fidelity's  Jeff  Vinik  abruptly  resigned 
as  Magellan's  chief  stock  picker.  Lauer 
grabbed  part  of  Magellan's  block  in  the 
open  market  and  has  since  accumulated 
a  7%  stake. 

What's  Tech-Sym's  appeal?  "The 
company  is  unlocking  the  intrinsic 
worth  of  its  assets,"  says  Lauer.  He 
expects  it  will  soon  take  its  trak  Com- 
munications subsidiary  public  as  part  of 
a  restructuring.  Tech-Sym  ceo  Wen- 
dell Gamel  told  business  week  he 
would  spin  off  25%  of  the  unit  by 
yearend.  trak  makes  microwave  com- 
ponents for  wireless  and  satellite  voice 
and  data  communications.  It  produced 
$131  million  of  Tech-Sym's  total  1996 
sales  of  $321  million. 

Lauer  figures  trak  is  worth  $170 
million,  or  29  a  share  in  Tech-Sym 
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stock.  The  spin-off,  he  believes,  will  be 
similar  to  what  Tech-Sym  did  last  year 
when  it  took  its  GeoScience  unit  public, 
spinning  off  24.7%.  GeoScience,  which 
makes  seismic  data  systems  and  soft- 
ware for  oil-service  companies,  is  worth 
$100  million,  or  13  a  share.  Lauer  fig- 
ures Tech-Sym  will  also  spin  off  a  part 
of  its  defense  unit,  which  he  estimates 
is  worth  $110  million,  or  17. 

Lauer  says  Tech-Sym  is  worth  59  a 
share  based  on  its  assets.  Even  if  it 
sells  at  a  20%  discount,  the  stock  is 
worth  47  a  share. 


STRIDE  RITE'S  BEST 
FOOT  FORWARD 

Now  and  then,  Stride  Rite  (srr)  pops 
up  on  takeover  investors'  screens — 
in  part  because  the  company  has  been 
struggling  and  is  believed  ripe  for  a 
buyout.  This  time  around,  speculation 
has  surfaced  about  a  forthcoming  bid 
from  an  apparel  maker  that  wants  to 
expand  its  shoe  operations. 

"The  rumors  started  to  swirl  in  Feb- 
ruary, and  the  stock  started  moving 
up — from  10  to  12  a  share,"  notes  one 
California  investment  manager.  Mo- 
mentum players,  he  says,  jumped  fast, 
pushing  it  above  15  by  early  April. 
When  no  deal  emerged,  these  specula- 
tors fled,  and  the  price  settled  to  13. 
"That's  when  we  started  buying 
shares,"  says  the  pro,  who  adds  that 
the  apparel  maker  is  considering  a  bid 
in  the  mid-20s. 

Stride  Rite,  whose  footwear  is 
sold  sporting  such  brand  names  as 
Keds,  Sperry  Top- 
AN  UPHILL  siders,  and  Tom- 
my Hilfiger,  has 
been  striking  up 
alliances.  Recent- 
ly, Stride  Rite 
signed  a  pact  with 
Levi  Strauss  to 
produce  a  line  of 
footwear  for  the 
world's  largest 
branded  apparel 
maker.  It  also 
signed  a  deal  with 
London  Fog  In- 
dustries for  Lon- 
don Fog  to  pro- 
duce outerwear 
for  the  Sperry  Topsiders  unit. 

Analyst  Stephen  Velgot  of  Monness, 
Crespi,  Hardt,  who  is  high  on  Stride 
Rite  on  purely  fundamental  grounds, 
believes  it's  on  the  way  to  a  turn- 
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around.  He  upped  his  1997  earnin 
estimate  from  25(2  a  share  to  28(2 
the  year  ending  Nov.  30,  and  from  5 
to  55(2  in  1998,  up  from  1996's 
Stride  Rite  declined  comment. 


t 


2000:  A  COMPUTER 
ODYSSEY 


The  streaking  stock  of  Crystal  Sj 
terns  Solutions  (crysf)  would  sea  ~ 
off  a  lot  of  investors:  It  went  pub 
on  Jan.  31  at  TA.  Five  months  later, 
is  trading  at  YPA.  Time  to  short  t 
stock?  Not  at  all,  says  money  manag 
Fran  Saldutti  of  Ardent  Partners.  H 
convinced  the  stock  will  hit  30,  at  lea 
Crystal  is  a  pure  play  in  the  bu 
ness  of  providing  solutions  to  the  s 
called  year-2000  problem:  Most  compi 
er  systems  cannot  process  informati 
for  2000  and  beyond.  These  prograi 
could  misinterpret  "00"  as  1900,  causi 
faulty  processing. 


One  of  the  tini- 
est of  the  millen- 


CRYSTAL-CLEAR 
RESULTS 
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mum  companies, 
Crystal  is  among 
the  fastest-grow- 
ing, says  Saldutti. 
He's  impressed 
with  its  blue-chip 
clients.  Among 
them:  Ford,  East- 
man Kodak,  Phil- 
lips Petroleum, 
Ralston  Purina, 
and  Union  Pacif- 
ic. Its  partnership 
with  Ernst  & 
Young  to  provide 
millennium  solutions  to  Ernst  &  You) 
clients  has  given  Crystal  an  envied  ci 
tomer  list. 

Crystal's  core  product — C-Mill  toe 
and  methodologies — handles  the  co 
version  and  testing  solution.  Crysl 
also  stands  to  benefit,  says  Saldut 
from  the  currency  conversion  in  E 
rope.  Analyst  Vivek  Rao  of  Hampshi 
Securities,  which  took  Crystal  publ 
says  the  company  has  modified  its  1 
Mill  tool  to  have  the  capability  of  de; 
ing  with  the  issues  generated  by  t 
European  Union's  move.  Crystal 
looking  for  strategic  partners  to  e 
ploit  millennium  and  currency  convt 
sion  opportunities  in  Europe,  Asia,  ai 
Latin  America,  says  Rao. 

He  has  raised  his  earnings  estima 
for  1997  from  31<2  a  share  to  36(2,  ai 
for-  1998  from  59(2  to  62(2,  based  on  b< 
ter  than  expected  first-quarter  profit 
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ONEY,  WHAT'S 
N  AOL  TONIGHT? 

ing  America  Online's  new  creations  will  be  tricky 


i 


hen  Ted  Leonsis  talks  about 
America  Online  Inc.'s  planned 
cybershow  Beggars  &  Choos- 
ers, he  could  just  as  easily  be 
ig  about  his  own  life.  The  online 
tells  the  tale  of  a  group  of  execu- 
at  a  Actional  television  network 
gh  video  clips  and  internal  E-mail 
ages  between  the  characters — a 
il  Melrose  Place  meets  Network. 
choosers  in  the  title  are  the  net- 
execs,  who  decide  which  TV  shows 
nd  which  die.  The  beggars  are  the 
endent  producers,  who  peddle  their 
s  in  hopes  of  landing  a  slot  on  the 
ark  lineup. 

ese  days,  Leonsis,  who  heads  up 
Studios,  the  content  production  ami 
L,  falls  in  the  "beggar"  category, 
nission  is  to  create  jazzy  online 
arks — focused  on  such  themes  as 
■tainment,  games,  or  ^^^^^ 
s — that  act  much  like 
"■  Web  sites  with  pro- 
ming,  a  la  Beggars  & 
sers,  as  well  as  info  and 
,  Leonsis  must  then  win 
for  these  networks  not 
an  AOL — a  virtual  slam 
— but  on  Internet  ser- 
,  popular  search  en- 
,  and  even  aol's  arch- 
,  Microsoft  Network, 
^oal:  to  have  the  net- 
s  available  to  20  million 
homes  by  the  end  of 
"There  are  only  a  few 
i-brands  among 
cable  networks," 
Leonsis.  "And 
3  the  way  it  will 
this  business." 
it  will  aol's  con- 
brand  be  among 
?  It's  too  early  to 
but  clearly  Leon- 
las  carved  out  a 
;y  game  plan.  For 
few  players  have  fig- 
out  what  kind  of  online 
^tainment  grabs  con- 
srs.  And  while  aol  has 


had  some  hit  content — notably 
finance  site  Motley  Fool — most 
subscribers  spend  the  bulk  of 
their  time  doing  things  like 
chatting  and  sending  E-mail. 
Cowen  &  Co.  analyst  Jamie 
Kiggen  figures  that  aol  sub- 
scribers spend  about  30%  of 
their  time  in  proprietary  con- 
tent areas.  "If  you  are  talking 
about  real  broad-based  hits," 
says  Peter  Krasilovsky,  vice- 
president  at  market-research  LEONSIS:  "We  want  brands  that  are  good 
firm  Arlen  Communications  enough  to  spin  off  into  books  and  TV  shows" 
Inc.,  "we  just  haven't  seen  it 
yet  from  aol." 


But  then,  aol  isn't  banking  on  big 
hits  right  away.  Leonsis'  mission  is  just 
one  in  a  multipronged  strategy  that  aol 
ceo  Stephen  M.  Case  set  in  motion  last 
fall  when  he  split  the  company  into 


THE  THREE  FACES  OF  AMERICA  ONLINE 

AOL  NETWORKS  Run  by  MTV  co-founder  Robert  Pittman 
Operates  the  core  online  service.  Generates  the  company's 
subscriber  fees,  which  should  hit  $1.5  billion  for  the  year 
ending  in  June,  and  nearly  all  the  advertising,  merchandis- 
ing, and  transaction  revenue,  estimated  at  $213  million. 

ANS  COMMUNICATIONS  Led  by  former  British  Telecom 
executive  Bruce  Bond.  Provides  networking  services  to 
AOL,  its  largest  customer,  as  well  as  to  outside  corporate 
clients.  Non-AOL  revenues  of  about  $31  million  likely  for 
the  year  ending  in  June. 

AOL  STUDIOS  Headed  by  Ted  Leonsis.  Includes  stakes  in 

such  AOL  content  ven- 
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tures  as  investment  hit 
Motley  Fool  and  Digital 
Cities,  which  could 
expand  to  40  cities  by 
yearend.  Also  working 
on  new  content,  which, 
for  now,  generates  little 
revenue.  Ultimately  will 
get  a  cut  of  the  adver- 
tising, merchandising, 
and  transaction  revenue  generated  by  the  programs.  Might 
also  get  fees  from  distributors  that  carry  Studios  content. 

SOURCE  COMPANY  REPORTS,  COWEN  &  CO 


three  pieces:  ans  Communications,  the 
nuts-and-bolts  access  business,  aol  Net- 
works, the  core  online  service,  and  aol 
Studios,  the  content  creation  arm.  The 
catalyst:  the  explosion  of  the  Internet 
and  the  realization  that  if  all  three  busi- 
^^^^^  nesses  were  to  flourish  they 
would  need  to  be  free  to  ex- 
ploit the  Net — even  if  it 
might  indirectly  hurt  the  oth- 
er businesses.  Leonsis,  for 
example,  will  try  to  make  his 
content  ubiquitous  on  the 
Web  and  elsewhere,  though 
that  could  make  it  tougher 
for  aol  Networks  to  be  a 
standout.  Says  Case:  "It  was 
important  to  separate  them 
and  let  them  run  with  their 
own  agendas." 

aol  Networks,  which  con- 
trols the  operation  and  pro- 
gramming of  the  online  ser- 
vice, is  still  the  big 
breadwinner.  It  delivers  near- 
ly all  of  the  company's  ex- 
pected $1.7  billion  in  revenues 
for  the  fiscal  year  ending 
June  30.  ans,  the  access  arm, 
gets  84%  of  its  expected  $198 
million  in  revenues  from  pro- 
viding network  capacity  to 
the  aol  service;  the  rest 
comes  from  network  services 
to  outside  corporations. 

Leonsis'  operation  gener- 
ates minuscule  revenues,  yet 
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it's  critical  to  aol's  long-term  success. 
Nearly  every  online  company  is  mak- 
ing it  easier  to  navigate  cyberspace. 
That's  putting  pressure  on  aol's  busi- 
ness of  packaging  the  online  world  for 
easy  consumption. 

In  the  future,  the  real  payoff  could 
come  from  creating  and  owning  unique 
content.  "This  is  something  AOL  ab- 
solutely needs  to  do,"  says  Jupiter  Com- 
munications analyst  Mark  Mooradian. 
Leonsis'  plan:  bring  in  millions  of  dollars 
by  selling  ads  and  sponsorships  on  the 
new  networks  and  charging  syndication 
fees  to  Web-site  operators  keen  to  use 
the  content.  Cowen  expects  aol  Studios 
to  generate  revenues  of  $50  million  in 
fiscal  year  1998. 

The  entertainment  network  will  be 
one  of  the  first  ventures  out  of  aol  Stu- 
dios. Developed  in  partnership  with  for- 
mer nbc  whiz  Brandon  Tartikoff,  the 
new  network  will  launch  simultaneously 
on  the  World  Wide  Web  and  aol  this 
fall.  It  will  be  made  up  of  entertainment 
news,  info,  chat,  and  online  comedies  and 
dramas.  Also  in  the  works:  networks  for 
games,  sports,  and  women's  issues. 
NOT  SO  FLUSH.  Leonsis  has  ambitions 
beyond  cyberspace,  as  well.  Already, 
Tartikoff  is  developing  a  Showtime  series 
based  on  Beggars  X-  Chooser*  that  will 
air  in  the  fall  and  be  integrated  into  the 
online  version.  "That's  what  will  make 
this  business  sing,"  says  Leonsis. 

Deep  pockets  help,  too.  Take  sports. 
AOL  has  some  popular  spoils  sites — 
such  as  Extreme  Fans,  which  offers  info 
and  chat  for  sports  fans — that  could  be- 
come pail  of  a  bigger  network.  But 
Leonsis  would  be  up  against  the  likes  of 
abc  and  its  popular  espn  SportsZone, 
and  the  CBS-backed  SportsLine.  On  the 
entertainment  and  game  fronts,  aol 
Studios  faces  Microsoft  Corp.,  which 
lavished  some  $100  million  on  original 
MSN  programming  last  fall. 

Leonsis  is  not  so  flush.  While  Ameri- 
ca Online  finally  broke  out  of  the  red 
last  quarter,  earning  $2.(3  million  on  $456 
million  in  revenue,  cash  stood  at  just 
$197.8  million.  Leonsis  won't  be  able  to 
depend  exclusively  on  the  parent  com- 
pany for  funding.  Analysts  say  he  is 
trying  to  raise  capital  through  a  pri- 
vate placement  or  outside  investor. 

Leonsis  does,  however,  have  one  big 
advantage:  aol's  8  million  subscribers. 
Tartikoff  says  that's  one  of  the  main 
reasons  he  sought  a  deal  with  AOL.  "If 
you  want  to  reach  the  most  people," 
says  Tartikoff,  "aol's  distribution  system 
gives  them  to  you."  Now  if  Leonsis  can 
just  come  up  with  some  hits,  he  may 
find  himself  doing  far  less  begging. 

By  Amy  Barrett  in  Vienna,  Va. 


TELECOMMUNICATIONS 


NOT  EXACTLY  AN 
OVERNIGHT  SUCCES 

After  a  decade,  Qualcomm's  wireless  standard  takes  off 

ualcomm  Inc.  Chairman 
■  Irwin  M.  Jacobs  jokes 
I  J  aboul  it  now.  Bui  al 
ill''  time,  the  rocky  de- 
but of  his  pioneering  wireless 
technology  was  anything  but 
funny.  He  had  cajoled  300  in- 
dustiy  leaders  into  showing  up 
at  his  tiny  San  Diego  company 
while  outside,  workers  were 
loading  a  30-pound,  PC-like  giz- 
mo with  a  phone  receiver  dan- 
gling off  the  side  into  a  big 
white  van. 

As  Jacobs  wrapped  up  his 
talk  on  the  wonders  of  his  dig- 
ital wireless  technology,  he 
saw  a  partner  waving  franti- 
cally. The  message  was  un- 
mistakable: Keep  talking.  So 
Jacobs  did — for  25  minutes, 
while  engineers  worked  furi- 
ously to  get  the  massive 
phone  hooked  up.  "We  were 
sunk  once  we  let  people  out- 
side that  room,"  recalls  Jacobs. 

The  demo,  nearly  a  decade 
ago,  did  work  eventually.  But 
Jacobs  has  faced  countless  gut- 
wrenching  moments  as  Qual- 
comm  emerged  the  unlikely  VINDICATED  AT  LAST 

handsets  for  STnewu^eti  Qualcomm  has  become  a  leader  in 

personal  communication  ser-  digital  phones  thanks  tO  Jacobs,  who 

maTfor (Quaic^ jSob^hi  overcame  "what  should  have  been 
spent  the  past  decade  stump-  fatal  disadvantages  with  brilliant  PR 

ing  for  his  baby,  a  technical 

generation  of  digital  wireless  systei 
being  built  will  use  cdma.  Another  24 
will  use  a  European  standard  called  o 
(for  general  standard  for  mobile  co 
munications) — leaving  tdma  with  ju 
14%.  Jacobs  has  "overcome  what  shou 
have  been  fatal  disadvantages  with  bi 
liant  public  relations,"  says  Herscl 
Shosteck,  an  industry  economist. 

The  numbers  tell  the  story.  Qu 
comm's  revenues  more  than  doubled, 
$814  million,  in  1996,  and  analysts  pj 
ject  sales  will  pass  $2  billion  this  ye 
PrimeCo,  an  alliance  of  three  Bell  co 


, »"  ■  ... 


for  his  baby,  a  technical 
standard  called  code-division  multiple  ac- 
cess (coma)  that  has  managed  to  far  out- 
pace the  original  digital  standard  cho- 
sen by  the  cellular  industry,  time-division 
multiple  access  (tdma). 
interference.  Qualcomm's  battle  for 
industry  acceptance  is  paying  off.  cdma 
was  long  criticized  for  being  too  complex 
in  the  way  it  divides  digitized  voice  and 
data  into  about  10  different  time  slots 
on  the  same  radio  wave,  tdma  uses 
three  time  slots,  trading  greater  capac- 
ity for  ease  of  design.  But  the  market 
went  for  capacity:  Some  57%  of  a  new 
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panies  and  AirTouch  Communications, 
and  Sprint  Pes,  a  partnership  of  Sprint 
Corp.  and  three  cable  companies,  have 
agreed  tu  buy  a  combined  $850  million 
worth  of  handsets  from  Qualcomm  and 
partner  Sony  Corp.  over  the  next  two 
years.  Orders  for  handsets  and  other 
equipment  from  China,  Korea,  Russia, 
and  Chile  should  add  at  least  another 
$500  million  in  sales. 

But  Jacobs  isn't  home  free.  Qualcomm 
only  makes  cdma  phones,  while  its  much 
larger  rivals  will  soon  start  building  to 
all  three  standards.  And  Qualcomm  is 
hitting  legal  hassles.  Just  hours  after 
Qualcomm  introduced  its  sleek  new  Q 
phone  in  March,  Motorola  Inc.  slapped  a 
patent-infringement  suit  on  the  compa- 
ny, claiming  the  phone  copied  Motorola's 
pocket-sized  StarTAC.  Ericsson  filed  a 
similar  suit.  Qualcomm  denies  wrong- 
doing, but  its  stock  plummeted  from  63 
to  45,  only  recently  rising  to  around  52. 

No  question,  Jacobs  is  playing  with 
the  big  boys  now — and  that's  a  long  way 
from  his  roots  as  a  defense-industry  en- 
gineer. 'Jacobs,  63,  earned  an  engineering 
degree  at  Massachusetts  Institute  of 
Technology.  In  the  1960s,  he  and  mit 
classmate  Andrew  J.  Viterbi  formed 
Linkabit  Corp.  to  develop  a  military 


satellite  communications  system.  The 
pair  founded  Qualcomm  in  1985.  They 
soon  focused  on  the  cellular  industry's 
conversion  from  analog  to  digital.  But 
the  U.  S.  industry  had  already  agreed 
to  adopt  tdma  as  its  digital  standard. 
In  1989,  Jacobs  walked  into  the  Wash- 
ington offices  of  the  Cellular  Telephone 
Industries  Assn.  (ctia)  to  a  frosty  re- 
ception. "We  had  just  finished  a  bruising 
debate  and  had  made  up  our  minds  on 
another  standard,"  recalls  Kevin  Kelley,  a 
former  ctia  member  and  now  a  Qual- 
comm senior  vice-president.  Says  Jacobs: 
"They  threw  us  out  on  our  ears." 
FLAME  WARS.  Jacobs  persevered,  con- 
vinced his  compression  technology  would 
increase  cellular  networks'  capacity  as 
much  as  fortyfold,  vs.  the  three  or  four 
times  offered  by  tdma.  One  of  the  few 
to  listen  was  Pacific  Telesis'  wireless  di- 
vision, now  AirTouch  Communications 
Inc.  It  gave  Qualcomm  $2  million  to 
build  a  trial  network  in  San  Diego. 

The  results  of  the  1991  trial  were 
impressive  enough  to  convince  the  ctia 
to  reopen  the  standards  debate.  In  1993, 
the  group  chose  cdma  as  a  second  stan- 
dard, setting  off  a  firestorm.  McCaw 
Cellular  Communications  Inc.  (now  AT&T 
Wireless)  and  SBC  Communications 


Corp.  had  already  sunk  millions 
tdma.  A  torrent  of  attacks  qui 
showed  up  in  the  trade  press,  at 
ventions,  and  on  Internet  forums:  C 
was  too  expensive,  cdma  would 
jammed,  cdma  was  too  complicated 


1985  Founds  Q 


1991  The  comp 
demonstrates  w 
digital  telephon 
to  service  provic 
the  San  Diego  a 


IRWIN 
JACOBS' 
WIRELESS 
ODYSSEY 

How  he  took 
his  startup 
from  $0  to 
$2-  billion  in 
annual 
revenues  in 
12  years 


cobs  was  labeled  everything  froi 
"snake  charmer"  to  a  fraud. 

Despite  the  brouhaha,  Northern  1 
com  Ltd.  and  Motorola  decided  to  lie* 
cdma  technology.  The  move  was  I 
more  than  a  hedge,  but  it  gave  Q 
comm  credibility.  Jacobs  and  his  t 
next  went  to  Asia  looking  for  partn 
But  wherever  they  went,  they  were 
ceded  by  a  flood  of  Ericsson  "w 


1993  Cellular  ir 
approves  the  Qu 
wireless  technol 
called  CDMA,  a 
telecommunicat 


s"  warning  of  CDMA's  problems, 
ics  insist  Qualcomm  deserved  the 
ly.  "They  promised  way  beyond 
they  could  deliver,"  charges 
ck.  True  enough,  cdma's  compres- 
bilities  are  proving  to  be  only 
Dne-seventh  of  Jacobs'  early  claims, 
still  offers  more  than  twice  the  ca- 
of  tdma  and  gsm.  That  advantage 


saw  an  opportunity.  Sony  agreed  to 
team  up  with  Qualcomm,  investing  49% 
in  a  phone-making  venture  in  exchange 
for  its  mass-production  knowhow.  By 
mid- 1996,  Qualcomm  was  scrambling  to 
fill  orders  from  a  factory  created  from  a 
former  medical-supply  facility. 

As  deadlines  approached,  plenty  went 
wrong.  A  tractor-trailer  bound  for  the 


r  North  Ameri- 
a  and  AT&T 
;ts  to  develop 

carriers  of 
ess,  PrimeCo 
PCS,  select 
a  rival  tech- 
1.  The  first 

CDMA 

live  in  Hong 


Kong  and  South  Korea 
using  Qualcomm's 
handsets. 

1996  Sprint  and  PrimeCo 
order  $850  million  worth 
of  Qualcomm's  handsets. 
Qualcomm  signs  deal  to 
build  a  fixed  wireless  sys- 
tem in  Russia. 

1997  Introduces  the  Q 
phone  that  offers  online 


access  to  telephone 
directories,  stock  prices, 
and  electronic  mail. 
Motorola  files  suit,  claim- 
ing the  Q  phone  copies 
the  design  of  its  popular 
StarTAC  phone.  China's 
Great  Wall  Telecom 
places  $300  million  order 
for  Qualcomm  phones. 

DATA:  COMPANY  REPORTS,  BUSINESS  WEEK 


rer  Sprint  pes  and  PrimeCo:  both 
on  with  CDMA  in  1995  after  ex- 
;  testing.  "Irwin  was  very  con- 
l,"  says  Keith  Paglusch,  a  senior 
er  with  Sprint  PCS. 
)bs  immediately  faced  another 
m:'No  one  made  cdma  handsets, 
print  and  PrimeCo  needed  huge 
rs  of  them  for  their  national  roll- 
cheduled  to  start  that  fall.  Jacobs 


East  Coast  with  thousands  of  Qualcomm 
phones  was  halfway  across  the  country 
when  Bernie  Bianchino,  Sprint's  chief 
business-development  officer,  received 
a  late-night  call:  A  software  glitch 
meant  every  phone  had  a  defective 
menu  screen.  The  track  made  a  U-turn 
and  raced  back  to  San  Diego,  where 
each  phone  was  reprogrammed. 

For  PrimeCo,  the  problems  were 


worse.  Ten  days  before  its  national  roll- 
out, engineers  discovered  an  ear-piercing 
noise.  "You'd  hit  the  send  button,  and 
this  god-awful  screech  would  just  blow 
the  phone  right  out  of  your  hand,"  re- 
calls Lowell  McAdam,  PrimeCo's  chief 
operating  officer.  The  problem  was 
traced  to  the  handset's  software.  But 
with  40,000  defective  phones  sitting  in  a 
Florida  warehouse  and  the  national  roll- 
out just  days  away,  there  was  no  time  to 
ship  the  phones  back.  Instead,  a  Qual- 
comm engineer  flew  out  with  the  fix. 
CRASH  LANDING.  When  he  arrived,  "he 
was  like  the  guy  showing  up  with  the 
ice  chest  for  an  organ  transplant,"  re- 
calls McAdam.  For  four  days,  techni- 
cians worked  around  the  clock  repro- 
gramming  40,000  handsets  with  the 
software  fix  before  shipping  them  to  re- 
tailers via  Federal  Express. 

These  days,  the  Qualcomm  factory  is 
humming  and  Jacobs  has  plans  for  fac- 
tories in  Asia  and  Latin  America.  He 
can't  afford  any  more  glitches:  Motorola 
and  a  host  of  other  phone  makers  are 
scheduled  to  flood  the  market  with  their 
own  cdma  products  later  this  year.  Ja- 
cobs vows  to  stay  in  front  of  the  pack 
with  feature-rich  handsets.  Given  his 
track  record,  he  may  do  it — but  don't 
assume  he'll  do  it  easily. 

By  Eric  Schine  in  San  Diego  and 
Peter  Elstrom  in  Chicago 


JULDN'T  YOU  FURNISH  YOUR  OFFICE  THAT  WAY? 


Productivity.  Communication.  Worker  Morale. 

Yes,  an  attractive,  well-thought-out  office  can  enhance  all  of  these.  At  HON, 
we  manu  facture  a  full  line  of  quality  office  furnishings  that  help  people 
become  organized,  stay  comfortable,  and  get  in  touch  with  one  another. 

But  what  price  should  you  pay  for  enhanced  performance?  That's  the  other  side 
of  the  HON  story.  For  five  decades,  -we've  been  recognized  for  making 
excellent  furniture  at  an  affordable  price. ..furniture  that  delivers  what  we 
refer  to  as  compelling  value.  Its  a  practice  that's  earned  us  the  reputation 
as  America  s  Value  Leader  in  office  furnishings. 

So  when  it's  time  to  upgrade  the  facility,  remember... quality  doesn '/  have  to 
be  costly  when  you  work  with  HON. 


America's  Value  Leader  (or  Fifty  Years 


1-800-435-  7889lwww.honcompany.com 


Cherries  in  winter, 
peaches  in  spring.  It's 
not  the  weather  that's 
changed,  it's  the 
packaging. 


Every  day.  at  36,000  feet,  a  global 
exchange  of  sorts  takes  place. 
Millions  of  freshly  picked  items  crisscl 
the  globe,  many  of  them  gently  nestla 
packaging's  version  of  a  first-class  seal 
a  carton  or  container  designed  by 
International  Paper. 
Chilean  grapes  land  in  Marseilles. 
California  melons  touch  down  in  Warsaw! 
Tuscan  tomatoes  arrive  in  Kyoto. 
What  helps  them  survive  the  trip? 
Package  design  that  anticipates  realifl 
temperature  swings,  humidity,  jostlinl 
customs  delays,  curious  spiders  and  I 
occasional  1 5-foot  plunge  from  a  carj 
ship's  hoist. 

Packaging  also  has  to  be  specific. 
Frozen  chicken,  fresh  juice,  fine  china 
each  poses  a  very  different  challenge! 
Last  year  alone,  our  engineers  design! 
over  44.000  distinct  kinds  of  packagil 
for  businesses  all  over  the  world.  Ami 
a  lab  where  we  mimic  the  rigors  of  gll 
travel,  our  packages  are  tested  until  tl 
reveal  their  every  strength  and  weaknj 
We  do  it  for  our  customers,  and  for  all 
you  who  crave  fresh,  unbruised  ehem 
in  midwinter. 
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PAPI 


We  answer  to  the  world. 

www.ipaper.com 


Developments  to  Watch 


SENDING  TUMOR  CELLS  TO  HOG  HEAVEN 


EDITED  BY  NEIL  GROSS 


A  TROJAN  HORSE 
TO  FIGHT 
MALARIA 


THE    NUMBERS   DEFY  THE 

imagination:  1  million  children 
killed  every  year,  200  million 
people  afflicted.  Malaria  is 
steadily  gaining  resistance  to 
medicine's  scant  arsenal  of 
drugs.  Although  Americans 
think  of  malaria  as  a  Third 
World  disease,  the  mosqui- 
toes that  cany  it  are  found  in 
North  America  and  could  eas- 
ily become  infected  with 
drug-resistant  strains. 

The  good  news  is,  the  Plas- 
modium parasite  that  causes 
malaria  has  chinks  in  its  ar- 
mor, and  Stanford  University 
biochemist  Kasturi  Haldar 
and  her  colleagues  think  they 
have  discovered  one.  At  a 
late  stage  in  the  parasite's 
life  cycle,  the  Plasmodium 
hides  in  a  small  sack  inside  a 
host's  red  blood  cells  and  ex- 
tends a  tangle  of  membranes 
to  the  surrounding  plasma. 
The  membranes  import  nu- 
trients from  the  bloodstream, 
writes  Haldar  in  a  recent  is- 
sue of  the  journal  Science. 

The  Plasmodium's  mem- 
branes could  provide  an  im- 
portant target  for  antimalaria 
drugs.  The  researchers 
demonstrated  that  this  life- 
line will  import  toxins  that 
closely  resemble  nutrients. 
The  toxins'  chemical  struc- 
ture is  very  different  from 
that  of  today's  quinoline- 
based  chugs.  So  if  drugs  are 
designed  around  these  nutri- 
ent look-alikes,  "there's  no 
reason  there  should  be  any 
resistance,"  Haldar  says.  □ 


DOCTORS  STUDYING  'TRANS- 

species  transplants'  are 
awed  by  the  fury  of  the  hu- 
man body's  rejection  of  ani- 
mal organs.  SangStat  Med- 
ical Corp.  in  Menlo  Park, 
Calif.,  is  trying  to  harness 
that  power  to  destroy  tu- 
mor cells  by  making  them 
look  like  pig  cells,  says  Dr. 
Wayne  Hancock,  an  associ- 
ate professor  at  Harvard 
Medical  School  who  collabo- 
rates with  the  company. 
Pig  cells  have  sugars  on 


their  outer  membranes  that 
trip  the  immune  system. 
Detection  of  the  sugars  acti- 
vates the  "complement  reac- 
tion"— a  cascade  of  enzymes 
that  destroys  foreign  cells. 

To  make  tumor  cells  look 
like  pig  cells,  SangStat  re- 
searchers attach  the  porcine 
sugars  to  a  protein  called 
transferrin  that  binds  with 
iron.  Cancer  cells  need 
more  iron  than  normal  cells 
because  they  divide  rapidly. 
As  the  cancer  cells  consume 


iron,  the  transferrin  and  pi 
sugars  accumulate  on  tumo 
cells,  setting  off  an  immun 
system  "rejection"  of  the 
tumor  cells. 

Hancock  says  the  metho 
has  provoked  tumor  rejec- 
tion in  mice.  But  there  is  a 
risk  of  side  effects,  because 
transferrin  is  also  used  by 
cells  in  bone  marrow  and 
the  digestive  system.  To 
skirt  this  problem,  SangSta 
is  testing  other  cancer-spe- 
cific proteins  to  find  alter- 
nate carriers  for  the  pig 
sugars.  Naomi  Freundlich 


1 

m 

1 

s 

■  The  usual  way  to  fix  pi 

holes  is  to  pack  in  hot  £ 
phalt.  But  within  a  fe 
weeks,  the  hole  may  need 
refill.  Scientists  at  Oak  Rid 
National  Laboratory  say  th 
have  a  better  approach — 
crowaving  the  filled  hole 
meld  the  patch  to  the  su 
rounding  siuface  permanent 

■  Researchers  at  Massach 
setts  Institute  of  Technoloj 
are  using  a  device  similar 
an  ink-jet  printer  to  "prir 
drugs  into  pills.  The  r 
searchers  create  tablets  1 
depositing  as  many  as  50  : 
temating  layers  of  drugs  ai 
standard,  pharmaceutics 
grade  powder.  The  layerii 
allows  for  the  precise,  timi 
release  of  one  or  more  dm; 
in  a  single  tablet. 

■  Apply  a  voltage  to  piez 
electric  crystals  and  th< 
change  shape  with  such  spe< 
and  reliability  that  they  a 
used  to  keep  time  in  watch( 
The  degree  of  deformatio 
however,  is  tiny — abc 
0.12%.  Now,  scientists  i 
Pennsylvania  State  Univers 
ty  have  discovered  that  cry 
tals  called  relaxor  ferr 
electrics  deform  10  times  : 
much  as  conventional  piez 
electric  crystals.  That  cou 
lead  to  better  acoust 
sources  for  sonar. 


NOW,  THAT'S  DIGITAL  SECURITY 

PASSWORD  SECURITY  SYSTEMS  MAKE  LIFE  VERY  EASY 

for  hackers.  Many  people  still  rely  on  easily  guessed 
variations  of  birth  dates  and  phone  numbers.  Systems 
that  recognize  fingerprints  are  harder  to  hack,  but  the 
equipment,  such  as  touchpads,  can  add  $300  to  the  cost 
of  a  PC,  bank  ATM,  or  other  protected  terminals. 

A  Lucent  Technologies  Inc.  spin-off  called  Veridicom 
Inc.  in  Menlo  Park,  Calif.,  plans  to  bring  the  cost  of 
such  systems  below  $100  early  next  year.  Using  patent- 
ed Bell  Labs  technology,  Veridicom  has  made  a  postage 
stamp-sized  silicon  chip  that  fits  on  a  keyboard  key.  It 
measures  the  ridges  and  valleys  of  a  user's  index  finger, 
identifies  unique  markers  called  minutiae,  and  matches 
them  against  a  software  template  in  the  chip's  memory. 

The  approach  isn't  hack-proof.  In  theory,  a  thief  could 
intercept  the  300-odd  bytes  of  data  that  make  up  a  digi- 
tal image  of  a  finger  and  feed  the  data  directly  to  a  se- 
cured PC  or  ATM — without  ever  placing  a  finger  on  the 
sensor.  To  prevent  this,  Veridicom  intends  to  build  pow- 
erful encryption  into  its  chip.  Instead  of  storing  a  pre- 
cise map  of  the  fingertip,  the  template  will  represent  a 
complex  mathematical  problem 
whose  solution  lies  in  the  combi- 
nation of  angles  in  the 
lines  of  the  finger. 
Since  the  template 
exists  only  on  the 
chip,  hackers  won't 
find  it  in  any  corpo- 
rate database.  Can 
the  chip  itself  be 
hacked?  Probably, 
says  Veridicom 
President  Thomas 
E.  Rowley,  "but  it's 
still  a  lot  safer  than 
a  password."  □ 
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Los  Angeles  to  Tokyo  in  30  seconds.  Direct.  No  connecting 
flights.  Simply  point,  click,  and  you're  on. 

Travel  America  Online. ..without  leaving  the  ground.  Take 
off  with  the  latest  international  news  on  business  and  finance.  Stay  current  on  currency.  With 
America  Online,  you  have  a  world  of  information  right  at  your  fingertips. 

There's  something  for  everyone  on  America  Online.  From  tracking  your  portfolio  to  exchanging 

e-mail  with  family  and  friends.  From  non-stop  sports 
action  to  unlimited  Internet  access.  From  breaking  news 
to  business  forums. 

Plus  you  can  enjoy  BusinessWeek  Online.  Leaf  through 
the  magazine's  electronic  pages  for  global  business 
information  and  analysis  -  before  it  hits  the  newsstand. 
Even  interact  with  editors  and  newsmakers  online. 

Travel  the  globe  with  America  Online.  Because  it's  as  easy 
as  it  is  informative. 


insinassWefik 


J*  Hoi  EtjuitiHi  Abroad 

I  Apetky  world  economy  and  lutgmg 
[  corporate  profits  meanit'^  ftme  to  hit 
1     the  bout  sat 


.  g|  The  Tobacco  Wan 

I  A  fpead  rum  collection  on  Big 
I  Tobacco's  plans  to  get  around  tr 
J      FDA  tegs 

jgS  BW  Daily  Briefing 


I 

J    I  Clin'on  w  Saddam.  A  new  online 

imaue  for  BW  Contents     1  survey  Plus  Key  market  info  (torn 

I  BWindSWP 


Simply  point,  click,  and  you're  ON 

py  AOL  FREE  for  50  Hours  -  can  Today  1  800-293  3600 


A 


e  World's  Host  Popular  Internet  Online  Service     a  m  e  r.^c  a 


A   /V\  C     /  / 


The  Russia  Summit 
September  10-12, 1997 
Grand  Hotel  Europe 
St.  Petersburg,  Russia 


The  Russian  economy  has  undergone  a 


remarkable  transformation.  Foreign  investors  are  plunging  in.  The  stock 
market  is  booming.  European,  Asian,  and  U.S.  firms  doing  business  in  Russia 
are  seeing  their  sales  soar. 

But  what  does  the  future  hold  for  this  rapidly  changing  market? 
Business  Week  will  bring  together  a  notable  group  of  international  business 
leaders,  government  officials,  and  long-time  Russia  watchers  to  explore  this 
question  in  the  beautiful,  historic  city  of  St.  Petersburg. 

Join  us  at  The  Russia  Summit  for  fresh  insights,  ideas,  and  information  that 


are  sure  to  benefit  your  Russian  ventures. 


trad 
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Wmvestment 


REGISTRATION  INFORMATION  ON  THE  RUSSIA  SUMMIT, 

ise  call  +  1  (212)  512-2184 


tured  speakers 


Keynote  Address 


THE  HONORABLE 
GRIGORY  A.  YAVLINSKY 

ote  Address   Keynote  Address  Chairman 

DNORABLE  THE  HONORABLE  Yabloko  Party  MAX  ASGARI 

lM  j.  perry        vladimir  a.  yakovlev  Member  of  the  Duma  Chairman 

'  U.S.  Secretary    Governor  of  Former  Deputy  Prime    Sun  Group  of 

mse  St.  Petersburg  Minister  of  Russia         Companies  (Moscoiv) 


SARAH  C.  CAREY 

Partner, 

Steptoe  &  Johnson; 
Chairman,  The 
Eurasia  Foundation 
(Washington) 


BORIS  JORDAN 

Chief  Executive  Officer 
Renaissance  Capital 
Group  (Moscow) 


DERP.  PLESHAKOV  ANTTI  POTILA  LILIA  SHEVTSOVA 

<r  General  President  and  CEO  Senior  Associate 

SAERO  Airlines  Finnair  Oy  (Hehinki)  Carnegie  Moscow 

w)  Center 


NICHOLAS  H.  STERN 

Chief  Economist 
European  Bank  for 
Reconstruction  and 
Development  (London) 


NORBERT  WALTER 

Chief  Economist 
Deutsche  Bank  Group 
(Frankfurt) 


SCOTT  SHUSTER 

Conference  Moderator 


ENTED  IN  ASSOCIATION  WITH: 

1LAND 

E  THE  SUPPORT  OF: 

don  Business  School 

Harriman  Institute, 
%mbia  University 


BusinessWeek 


i  E  C  U  T  I  V  E  PROGRAMS 


Beyond  news.  Intelligence. 


ision  of  The  McGraw-Hill  Companies 


To  register,  please  contact: 

Julie  Terranova,  Business  Week  Executive  Programs 

1221  Avenue  of  the  Americas,  New  York,  NY  10020-1095  U.S.A. 

Phone:  +1(212)  512-2184;  Fax:  +1(212)  512-6281 

E-mail:  jterranova  @businessweek.com. 

FEE:  US  $950.       (Sp  ouse,  no  additional  charge.) 

(3  Bill  me        d  Check  enclosed  {Payable  to  Business  Week  Executive  Programs  ) 

Bill  my:  □  American  Express            "I  M.imh*  aid            ~i  Vivi 
Account  Number  Expiration  Date  


Signature . 
Name  


.Title 


Company 
Address  


City. 


.  State/Country. 


Zip/Postal  Code 


Telephone 


Primary  Business 


Fax 


Annual  Revenue  (USS) . 


□  Please  forward  information  on  accommodations  at  Grand  Hotel  Europe. 


Science  &  Technology 


INVENTIONS 


RUMBLE  AT 

THE  PATENT  OFFICE 

Small  inventors  say  proposed  changes  would  favor  Big  Business 


backed  bills  in  Congress  would  do  just 
that.  The  bills  propose  to  turn  the  TJ.  S. 
Patent  &  Trademark  Office  (pto)  into  a 
semi-autonomous  government  corpora- 
tion still  linked  to  the  Commerce  Dept. 
but  freed  from  some  bureaucratic  rules. 
But  less  government  oversight  would 
allow  big  companies  to  exert  undue  in- 
fluence over  patent  decisions,  small  in- 


ventors  argue.  Another  provision  vvl' 
require  that  all  patent  applications!} 
published  18  months  after  filing  insl 
of  keeping  them  secret  until  the  patl 
are  actually  granted — a  process  w 
sometimes  takes  years.  The  chail 
small  inventors  fear,  would  enable  eg 
panies  to  steal  their  ideas  or  devl 
alternative  technologies  that  circuiml 
the  patents. 

SUBMARINES.  A  third  proposal  wJ 
give  anyone  the  right  to  chall 
patents.  Companies  could  ask  the  p 
office  to  reexamine  patents  it  grante 
others — and  then  participate  in  th 
view.  Beverly  Selby,  executive  dire 
of  an  alliance  of  independent  inven 
warns  that  the  provision  will  allow 
Business  to  quash  small  inventors. 

Preposterous,  retort  the  bills'  b 
ers — which  include  a  big  chunk  of 

"MORE  EFFICIENT" 

Senator  Hatch  believes 
bills  would  free  the  offic 
from  bureaucratic  rules 


Patents  provide  the  fuel  of  interest 
to  the  fire  of  genius,  as  Abraham 
Lincoln  said.  But  these  days,  patent 
law  is  providing  fuel  for  something 
else — a  pitched  battle  over  intellectual 
property.  Congress  is  in  the  midst  of 
altering  U.  S.  patent  law,  and  depending 
on  whom  you  ask,  the  changes  will  ei- 
ther bolster  the  U.  S.  industry's  tech- 
nological edge  or  kill  off  innova- 
tion. The  likely  outcome  is  a 
compromise  that  will  change  the 
U.  S.  patent  system  in  a  way 
that  helps  most  companies.  The 
new  bills  "will  create  a  more  ef- 
ficient patent  system,"  says  Sen- 
ate Judiciary  Committee  Chair- 
man Orrin  G.  Hatch  (R-Utah). 

In  one  corner  is  a  small  band 
of  independent  inventors  and 
their  congressional  supporters. 
In  their  view,  American  corpo- 
rations once  habitually  stole  out- 
side innovators'  ideas  and  in- 
fringed their  patents,  safe  in  the  J 
knowledge  that  many  courts  '-^**tSri 
wouldn't  uphold  the  patei 
That  began  to  change  after  the  Bh^^^|H 
U.  S.  Court  of  Appeals  for  the  |BHHE 
Federal  Circuit  was  created  in  ^^■•^^ 
1982  for  patent  cases.  Now, 
companies  are  being  hit  with 
major  damages.  Earlier  this 
year,  an  appeals  court  upheld 

$103  million  in  awards  to  mag-  *   that  patents  be  published 


THE  PENDING  PATENT  FRACAS 

Major  points  of  contention  in  the  battle  to 
change  the  patent  system, 


industry,  pto  Commissic 
Bruce  A.  Lehman  says 
changes  are  vital.  Turning 
patent  office  into  a  governn 
corporation  would  free  it  f 
government  rules  on  everytl 
from  hiring  to  printing.  Mic 
Kirk,  head  of  the  American 
tellectual  Property  Law  As 
says  the  change  would  en; 
the  office  to  issue  better  pat< 
faster.  And  allowing  third  pai 
to  participate  in  patent  reex 
inations  would  be  a  cheap, 
fective  way  to  weed  out 
patents. 

Even  more  important,  1 
man  argues,  is  the  requirerr 


netic  resonance  imaging  pioneer 
Raymond  V.  Damadian  and  his 
company  Fonar  Corp.  in  a  suit 
against  General  Electric  Co. 
Last  December,  Haworth  Inc., 
a  Michigan  office-furniture  mak- 
er, won  $211.5  million  in  dam- 
ages from  industry  giant  Steel- 
case  Inc.  over  patents  dating 
back  to  the  1970s. 


REORGANIZE  THE  PATENT  OFFICE  INTO  A  GOVERNMENT  CORPORATION 

SUPPORTERS  It  will  increase  efficiency 

OPPONENTS  Big  companies  will  have  too  much  power 

PUBLISH  PATENT  APPLICATIONS  18  MONTHS  AFTER  FILING 

SUPPORTERS  It  would  bring  the  U.S.  in  line  with 
Japan  and  Europe 

OPPONENTS  Big  companies  will  steal  the  work  of 
small  inventors  before  they  get  patent  protection 


months  after  they're  filed.  1 
would  solve  the  problem  of  "i 
marine  patents,"  applicati 
that  lurk  submerged  in 
patent  office  for  years.  W 
these  patents  are  finally  issi 
the  inventors  can  use  then 
sue  companies  that  unknown 
infringed.  "It's  a  method  to 
tort  money  out  of  people 


Large  companies  are  fighting   got  there  before 


you 


did 


back  by  trying  to  change  the 
patent  laws,  small  inventors 
charge.  "They  want  to  return  to 
the  good  old  days  of  stealing 
everything,"  complains  Grand 
Blanc  (Mich.)  inventor  Ronald  J. 
Riley.  He  and  other  small  in- 
ventors claim  that  two  industry- 


ALLOW  THIRD  PARTIES  TO  PARTICIPATE  IN  PATENT  OFFICE 
REEXAMINATIONS  OF  PATENTS 

SUPPORTERS  It's  cheaper  than  duking  it  out  in  the 
courts 

OPPONENTS  Big  companies  will  use  the  provision  to 
regularly  challenge  individuals'  patents 


y 


who  don't  know  about 
patent,"  charges  Lehman, 
lishing  applications  after 
months  would  force  th 
patents  to  the  surface  far  ear 
Submarine  patents  are  r; 
however.  And  the  1994  Gen 
Agreement  on  Tariffs  &  Tr 
 I 
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The  Sixth  Annual  Business  Week  Forum  of  Chief  Financial  Officers 

Finance + Vision: 
Unlocking  the  Potential 


"The  absence  of  superpower  rivalry  has 
left  us  with  no  clear  enemy.  This  has 
caused  a  lot  of  complacency  in  our  country, 
especially  in  global  affairs.  I  worry  about 
those  who  want  to  turn  our  country 
inward.  We  must  not  let  that  happen." 

George  Bush,  41st  President  of  the  United  States, 
parachutist 

Meeting  the  Board's  Expectations 

A  few  weeks  before  Business  Week's  1997 
Forum  of  Chief  Financial  Officers,  dozens  of 
members  of  corporate  boards  of  directors  were 
asked  what  they  expect  of  their  CFO.  The  two 
qualities  most  overwhelmingly  cited  were 


by  Scott  Sinister,  moderator  of  The  Sixth  Annual 
Business  Week  Forum  of  Chief  Financial  Officers 
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integrity  and  the  capacity  for  effective  communi- 
cation. The  directors  spoke  of  candor,  of  honesty, 
of  direct  responsibility  to  the  board  —  regardless 
of  the  wishes  of  the  CEO,  should  it  come  to 
that.  The  survey  results  were  presented  to  a 
rapt  CFO  audience  by  William  W.  Adams, 
former  CEO  of  Armstrong  World  Industries 
and  an  advisor  to  Boardroom  Consultants,  who 
conducted  the  poll. 

Sixty  percent  of  the  CFOs  at  the  Business 
Week  Forum  (see  "What  The  CFOs  Say") 
report  that  their  CEO  has  never  asked  them  to 
downplay  bad  news  in  their  discussions  with 
the  board  of  directors.  But  twenty  percent  say 
they  have  faced  such  pressure,  and  only  half 
could  affirm  that  they  always  reject  such  appeals 
and  deliver  the  full  truth  anyway. 

"It  has  never  happened  to  me,"  says  Jerome 
York,  vice-chairman  of  Tracinda  Corporation, 
and  former  CFO  at  Chrysler  and  IBM.  "I  have 
been  very  fortunate  in  having  two  chief  executive 
officers,  Lee  Iacocca  and  Lou  Gerstner,  who 
never  did  that  sort  of  thing.  There  was  never  an 
instance  where  it  was  suggested  that  something 
be  shaded  or  deleted.1 

How'm  I  Doin'? 

Who  judges  the  CFO's  effectiveness,  and  how? 
Only  two-thirds  of  the  CFOs  at  the  Business 
Week  Forum  say  they  have  regular  performance 
reviews  with  their  boss,  the  CEO.  "I'm  veiy 
surprised  at  that,"  says  Beckman  Instruments1 
CFO  Dennis  Wilson,  "how  can  the  other  one- 
third  determine  their  effectiveness?11 

"I  solicit  input  on  how  I'm  doing,"  says 
Virgil  Stephens,  CFO  of  Eastman  Chemical, 
"not  only  from  the  CEO  but  also  from  my  peers 
and  the  people  who  report  to  me."  Stephens' 
own  annual  review  is  quite  structured:  "First  we 
talk  about  last  year's  expectations  and  how  well 
they  have  been  met.  Then  we  talk  about  the 
most  value-creating  activity  I  can  undertake  for 
the  year  ahead,  and  what  the  barriers  may  be. 
My  CEO  is  very  interested  in  knowing  the 
barriers,  so  that  he  can  help  remove  them." 
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Social  Security;  Every  CFO's  Nightmare 


"Social  Security  could  well  be  the  most  important  topic  facing  the  corpo- 
rate community  today."  As  CEO  of  Milliman  &  Robertson,  one  of  the 
world's  foremost  actuarial  consulting  firms,  Robert  Collett  is  face  to 
face  with  the  looming  insolvency  of  the  social  security  system.  "Compa- 
nies planning  their  corporate  pension  and  retirement  plans  are  encoun- 
tering enormous  questions.  How  will  social  security  fit  into  the  future 
mix?  How  much  longer  must  we  wait  before  the  government  confronts 
and  corrects  this  ugly  and  terrifying  situation?" 

"The  Social  Security  Board  of  Trustees  says 
the  system  will  be  insolvent  in  2029,"  reports 
Michael  Tanner,  director  of  the  Project  on 
Social  Security  Privatization  of  the  Cato  Institute. 
j^Oi /%»v~  "That  date  has  recently  been  moved  up  from 

^M&L>*~*~~  ^        2030.  In  fact,  the  Board  has  moved  this  date 
Bk.'^tofM  forward  seven  times  in  the  last  ten  years.  The 

|||_  I  insolvency  date  is  moving  toward  us  almost  as 

MBMmV  ml  kVHH  fast  as  we  are  moving  toward  it." 

"Even  the  Congressional  Budget  Office 
now  agrees,"  says  Pete  Peterson,  former  U.S. 
Secretary  of  Commerce,  now  chairman  of  the 
Blackstone  Group.  "Deficits  will  hit  an  unthink- 
able twelve  percent  of  GDP  in  about  2020. 
The  CBO  itself  states  'current  budget  policy  is 


"Roughly  three- 
fourths  of  the 
American  people 
and  about  70%  of 
the  elderly  support 
the  idea  of  reducing 
social  security  ben- 
efits for  people  who 
don't  need  benefits." 

Peter  G.  Peterson, 

former  U.S.  Secretary  of 
Commerce;  chairman, 
The  Blackstone  Group 


"We  face  enor- 
mous questions 
concerning  how 
social  security  will 
fit  into  the  future 
pensions  mix. 
How  much  longer 
must  we  wait?" 


Robert  Collett, 

chief  executive  officer 
Milliman  &  Robertson,  Inc. 


unsustainable'  and  admits  that  if  continued  it 
will  'severely  damage  the  economy  in  the  first 
quarter  of  the  twenty-first  century.'" 

Peterson's  recent  book  on  the  subject  suggests  a  set  of  reforms 
including  mandatory  personal  retirement  accounts,  a  retirement  age  of 
70  instead  of  65,  and  means  testing  of  Social  Security  recipients. 

But  isn't  that  politically  toxic?  "Not  at  all,"  says  Peterson.  "The  public 
is  way  ahead  of  the  politicians.  Roughly  three-fourths  of  the  American 
people  and  about  70%  of  the  elderly  support  reducing  benefits  for 
people  who  don't  need  benefits,  as  long  as  the  safety  net  stays  in  place 
for  people  who  need  it." 


Total  Cost  of  Risk:  Jeopardy  Challenge  To  The  CFO 


"Ask  any  globalizing  company:The  total  cost  of  risk  is  becoming  one 
of  the  biggest  issues  they  face." 

"Traditional  insurance  programs  just  aren't  enough  anymore,"  says 
Tobey  J.  Russ,  AIG's  newly  named  president  of  Risk  Finance.  "The  prices 
are  too  volatile,  the  exposures  to  be  covered  too  diverse.  There  is  a 
crying  need  for  completely  new  kinds  of  risk  financing  products.  Whole 
new  insurance  structures  are  required,  including  new  forms  of  coverage 
not  addressed  by  traditional  insurance." 

"The  key  to  it  all  is  flexibility  and  creativity.  A  willingness  among 
all  parties  to  integrate  insurance  with  a  set  of  strategies  that  have 
more  typically  been  applied  in  the  finance  and  capital  markets  arenas. 
Conjoined,  these  techniques  can  protect  corporations,  their  officers,  and  shareholders  from 
unexpected  loss  at  far  lower  total  cost  than  has  been  possible  in  the  past." 


Tobey  J.  Russ 

president,  Risk  Finance, 
American  International 
Group,  Inc. 
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The  Networked  CFO 


Roger  S.  Siboni 

deputy  chairman  and  chief  operating  officer,  KPMG  Peat  Marwick  LLP 

"For  the  first  time  in  25  years  we're  seeing  information  technology  concerns 
brought  up  to  the  executive  suite  and  the  corporate  board  room.  People  are 
understanding  that  l/T  is  a  strategic  weapon  that  can  serve  customers,  drive 
more  efficient  operations,  and  build  shareholder  value.  Combined  with  the 
legacy  systems  transformation  challenge  and  the  fundamental  Year  2000 
problem  that  every  company  must  address,  information  technology  projects 
are  receiving  more  attention  today  than  ever  before." 

John  B.  Menzer 

chief  financial  officer,  Wal-Mart  Stores,  Inc. 

Wal-Mart  has  recently  become  America's  largest  private  employer,  surpassing 
General  Motors:  725,000  associates 

"The  intra-networked  corporation  starts  with  the  company  culture.  Sam 
Walton  said,  'communicate  and  share  everything  you  can.  The  more  your 
associates  and  partners  know,  the  more  they'll  understand.  The  more  they 
understand  the  more  they  care.'  So  we  are  very  straightforward  with 
information.  Everyone  can  get  at  it,  from  customer  all  the  way  to  supplier. 
We  share  information  with  all  our  vendors  on  a  real-time  basis." 

W.Wilson  Lowery, Jr. 

chairman,  IBM  Credit  Corporation;  former  IBM  vice-president  for 
Quality  and  Re-engineering 

"We  re-engineered  our  loan  process  for  speed  and  thought  we  were  world 
class.  But  then  we  re-engineered  again  and  doubled  that  speed.  We  can  now 
credit  score  in  fifty-five  seconds.  That  is  world  class,  but  it's  still  not  adequate 
because  the  customer  still  has  to  get  their  data  to  us  and  we  still  have  to  get  the 
contract  to  them.  So  we're  reengineering  again,  for  the  internet.  Our  design 
point  is  that  our  customers  will  input  their  data  via  the  Internet,  be  credit  scored, 
have  terms  and  conditions  agreed,  lease  rate  set,  lease  payment  set,  and  contract 
back  to  the  submitter  via  the  Internet.  That's  the  networked  corporation." 

Dr.  James  H.  Goodnight 

president  and  chief  executive  officer,  SAS  Institute  Inc. 

"When  all  the  company's  data  is  available  constantly  instead  of  quarterly  it 
completely  changes  the  way  you  manage  and  control.  The  idea  behind  finan- 
cial consolidation  and  reporting  software  is  that  all  of  the  financial  data  stored 
online  —  general  ledger,  order  entry  systems,  payroll  systems,  everything  — 
can  all  be  made  available  on  a  real-time  basis." 


"I  measure  my  own  effectiveness  by  focusing 
on  the  company's  core  values  of  customer 
satisfaction,  individual  dignity,  and  shareholder 
value,"  explained  Owens  Corning  CFO 
David  Devonshire,  who  has  gone  so  far  as  to 
create  a  personal  score  card  to  monitor  himself. 
Devonshire  has  won  awards  for  his  dramatic 
successes  in  process  re-engineering. 


CFO  As  Competitive  Edge 

The  1997  Business  Week  Forum  of  Chief 
Financial  Officers  learned  why  the  CFO's  role 
in  coqjorate  leadership  is  growing. 

"A  lot  of  successful  line  operating  people  are 
ending  up  in  top  jobs,"  warns  B.  Kenneth 
West,  TIAA-CREF  senior  consultant  for  cor- 
porate governance.  ''These  can  include  people 
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vvlio  do  not  know  what  capital  is  all  about 
because  as  line  managers  they  never  had  to.  But 
in  an  age  of  product  and  service  parity,  the  way 
you  win  is  by  using  your  capital  better  than  the 
next  company.  You  must  be  extremely  good  at 
that.  This  critical  organizational  strength 
resides  in  the  Chief  Financial  Officer." 

Northwest  Airlines  Co-Chairman  Gary 
Wilson,  who  was  for  many  years  one  of  America's 
most  prominent  chief  financial  officers 
(Marriott  Corporation,  The  Walt  Disney 
Company)  casts  the  growing  role  of  the  CFO 
in  historical  terms:  "In  the  post  World  War  II 
period,  American  companies  could  be  sloppy 
and  still  make  money  because  there  was  no 
worldwide  competition.  In  the  '70s  and  '80s  the 
world  became  more  competitive,  and  we  also 
became  more  competitive  here  on  the  domestic 
scene.  Inflation  surfaced.  Exchange  rates  became 
a  problem.  All  the  things  that  CFOs  have  to 
worry  about  became  important,  so  CFOs 
became  important.  Many  CEOs  are  operators, 
not  strategists,  but  a  lot  of  today's  strategy  is 
acquisitions  and  deals  —  a  CFO's  natural  talents." 

CFO:The  Uncontroller 

At  an  earlier  stage  of  their  careers,  today's 
chief  financial  officers  often  held  the  title  of 
"■controller."  That  old  job  title  says  a  lot  about 
the  finance  and  administrative  departments 
where  CFOs  have  traditionally  spent  their 
formative  years.  Their  work  was  oversight  and 
rule  enforcement. 

Today  the  CFO  and  finance  team  are  more 
of  ten  leaders  of  change  than  defenders  of  the 
status  quo.  To  shift  from  being  a  "controller" 
to  being  an  "uncontroller"  poses  a  significant 
personal  challenge. 

"Initially  I  was  given  a  three-fold  charter," 
recalls  Lowell  Robinson,  CFO  of  ADVO,  the 
nation's  largest  direct  mail  company.  "To 
strengthen  the  analytics  and  diagnostics,  to  make 
fixed  costs  truly  fixed  and  not  variable,  and  to 
do  a  better  job  of  acquisition  integration.  Three 
years  on  I  can  say  that  we  have  accomplished 
all  that  and  much  more.  We  have  centralized 
twenty  accounting  transaction  processing 
operations,  divested  two  non-core  businesses, 
and  undertaken  a  major  re-engineering  effort, 
restructuring  the  organization  and  its  processes 
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to  make  sure  we  have  the  structure  in  place 
to  take  the  company  from  a  billion  dollars  in 
revenue  today  to  $2  billion  going  forward." 

"It's  fascinating  to  hear  Lowell  talk  about  a 
young  business  that  needs  infrastructure,"  says 
Edwina  Woodbury,  senior  vice-president,  chief 
financial  and  administrative  officer  of  Avon 
Products.  "We're  1 1 1 
years  old  and  drowning  in 
infrastructure.  I  recognized 
we  had  a  tremendous 
opportunity  to  simplify 
and  streamline  and  cut 
costs  and  speed  up.  As 
head  of  the  financial  orga- 
nization, I  needed  to  show 
the  rest  of  the  company 
what  could  be  achieved, 
so  I  started  the  change. 
We  called  it  'The  Model 
Finance  Organization 
Project' "  Woodbury's 
changes  (still  in  progress) 
have  been  so  successful  she 
was  awarded  central 
responsibility  for  reengi- 
neering.  "Today  at  Avon," 
says  Woodbury,  "there  is 
virtually  no  function  or 
process  that  is  not  m  the 
middle  of  dramatic  change." 

"We  called  ours  ''Project 
Breakneck^''  says  Wilson 
of  Beckman  Instruments, 
"because  we  did  it  in  fi 
months."  Wilson  collapsed 
all  of  his  overseas  financial 
and  administrative  functions 
into  one  location  and  cre- 
ated new  metrics  to  better 
understand  the  key  drivers 
of  Beckman's  business. 

The  CFO's  greatest 
challenge  in  leading  such  a 
revolution?  "It  s  the  evolu- 
tion to  process  thinking," 
says  Woodbury.  "Very 
difficult  to  achieve.  But 
when  people  understand 
an  entire  business  process 
end  to  end,  in  a  flash  they 
begin  to  identify'  wasted 
efforts  and  inefficiencies  — 
problems  the  CFO  can 
then  address." 


Business  Week 
Forum  of  Chief; 
Financial  Office 


What  The  CFOs  Say 


On-site  polling  allows  participants  at  The 
Business  Week  Forum  of  Chief  Financial 
Officers  to  anonymously  offer  their  views 
various  topics.  For  a  more  complete  repc 
of  the  Forum  poll  results  visit  the  Busines 
Week  Web  Site  at  www.businessweek.coii 
In  hall  polling  system  provided  by  Meridi 
Interactive  Information  Services, 
Plymouth  Meeting,  Pennsylvania. 


As  CFO,  I  am  gaining  more  power  and 
influence  in  my  company: 

Yes:  85 
No:  15°/ 


CEO  ever  ask  me  to  omit  or  downplay 
bad  news? 

Frequently:  5% 
Sometimes:  15% 
Rarely:  20% 
Never:  60°A 


If  yes,  do  I  obey  the  CEO? 

Usually: 
Sometimes: 
Never: 


47c 
56% 
41% 


Should  the  CFO  be  a  member  of  the 
board  of  directors? 

Yes  51% 
No:  30% 

It  depends:  20% 


It 
i 


As  CFO,  I  also  have  responsibility  for 
information  systems: 

Yes:  64% 
No:  36% 


We  will  create  an  "extranet"  to  link  our 
intranet  with  our  suppliers  and  customers 

Yes:  76% 
No:  24% 


What  share  of  total  retail  sales  will 
electronic  retailing  (internet  shopping) 
capture  by  2000? 


1-3% 
4-6% 
7-9% 


16% 
31% 
17% 


More  than  10%  of  total  retail  sales:  35% 


State  of  change  at  my  company: 

No  change  planned:  2.3% 

Beginning  the  process:  15.1% 

In  progress  toward  a  target:  23.3% 

Our  goals  have  been  achieved:  1 .2% 

The  changing  never  ends:  58.1% 


m 


Social  Issues 


largely  solved  the  problem  by 
ng  the  term  of  patents  from  17 
ifter  they  are  granted  to  20  years 
filing.  So  while  the  submarine 

controversy  inspires  the  most 
ated  rhetoric,  the  real  question 
nding  the  18-month  publication 
3  more  subtle.  Europe  and  Japan 
j  have  18-month  publication,  and 
Dinpanies  want  reciprocity.  If  they 

0  publish  applications  elsewhere 
18  months,  then  foreign  compa- 

lould  meet  the  same  requirement 
filing  in  the  U.  S.,  the  argument 
In  addition,  companies  want  to 
sudden  surprises  from  domestic 
ors  with  newly  issued  patents. 

1  powerhouse  Genentech  Inc.  re- 
found  it  had  wasted  considerable 
nd  money  on  a  research  project 

competitor  was  awarded  a  patent 

idea.  Much  of  that  waste  would 
een  avoided  if  the  patent  applica- 
td  been  published  earlier. 
INVITATION?  But  independent  in- 
s  like  Riley  say  publishing  at  18 
>  is  an  open  invitation  to  others  to 
,he  idea — and  engineering  around 
ention  is  hardly  different  from 
g  it.  "Inventors  have  a  tendency 
laranoid,  but  not  without  reason," 
rs.  "Eighty  percent  of  my  cash 
omes  from  [awards  and  settle- 

from]  disreputable  companies." 

not  a  view  shared  in  industry, 
•ping  new  technology  that  skirts 

patents  is  just  seen  as  good  busi- 
ld  a  legitimate  spur  to  innovation, 
rry  insiders  say.  "You're  supposed 
mt  around  earlier  ideas,"  argues  a 
ngressional  staffer. 

)  will  win  this  fight?  When  the 
started  more  than  two  years  ago, 

gave  small  inventors  much  of  a 
.  In  April,  however,  Representa- 
larcy  Kaptur  (D-Ohio)  pushed 
;h  a  last-minute  amendment  on 
•ehalf  striking  down  the  reexami- 
provisions  of  the  House  bill  and 
ting  small  companies  and  individ- 
ventors  from  18-month  publica- 
rhe  Kaptur  amendment  tilted  the 
g  field  back  a  bit  towards  the 
inventor,"  says  former  pto  Com- 
ner  Donald  W.  Banner. 
v  the  action  shifts  to  the  Senate 
iry  Committee,  where  Jon  Kyle 
z.)  is  the  small  inventors'  great 
Congressional  sources  predict,  how- 
hat  the  Senate  won't  stray  as  far 
he  original  industry-backed  provi- 
While  that  could  make  things  more 
t  later  this  summer  when  the  two 

reconcile  the  bills,  chances  are 
hat  Big  Business  will  get  much  of 
t  wants.  But  there  will  be  plenty 
ire  before  this  debate  is  over. 
John  Carey  in  Washington,  with 
}ort  in  New  York 


URBAN  DEVELOPMENT 

THE  BURBS 
FIGHT  BACK 

They're  teaming  up  with  cities  to 
lure  back  business  and  families 


■  n  the  years  after  World 

■  War  II,  Euclid,  Ohio, 
I  epitomized  the  American 
Dream.  Thousands  of  war 
veterans  moved  seven  miles 
from  working-class  Cleve- 
land  neighborhoods  into 
spanking-new  bungalows 
near  Lake  Erie.  By  the 
1970s,  though,  Euclid's  factories  began 
shutting  down.  Its  middle  class  fled  even 
farther  out,  leaving  behind  a  poorer,  ag- 
ing population  of  53,000.  Today,  its  tax 
base  eviscerated,  Euclid  needs  money 
to  repair  sewers  and  streets  and  to  re- 
open schools  for  a  recent  influx  of  lower- 
income  families  from  the  city. 

What  bothers  Euclid  Mayor  Paul  Oy- 
aski  most,  though,  is  that  government 
money  is  funding  new  infrastructure  in 
the  high-growth  outlying  counties  that 
have  gutted  his  tottering  town.  Ohio 
and  the  U.  S.  are  spending  $46  million, 
for  example,  to  expand  Interstate  90 
in  wealthy  Lorain  County,  which  has 
gained  as  many  residents  since  1990  as 
Cleveland  and  its  immediate  suburbs 
have  lost. 

So  Oyaski  and  mayors  from  other 
close-in  Cleveland  suburbs  are  fighting 
back.  With  lobbying  help  from  city  of- 
ficials, their  First  Tier  Consortium  is 
pressing  the  state  to  stop  building  new 


CORE  MELTDOWN  roads  and  to  start  repairing 
old  ones.  It  wants  the  legis- 
lature  to  limit  new  commu- 

Oyaski  wants  more    nities  from  0ffering  state 

tax  dollars  to  repair  tax  breaks  that  draw  busi- 
nesses from  the  inner  core. 
"The  state  has  the  obliga- 
tion to  correct  the  damage," 
Oyaski  says. 
It's  the  arrival  of  "metropolitics." 
Across  the  nation,  cities  and  their  bed- 
room communities  argue  that  they  can't 
slow  their  downward  slide  if  cheaper 
land,  lower  taxes,  and  government-sub- 
sidized services  in  exurbia  suck  away 
middle-class  families  and  businesses. 
So  city  and  surburban  officials — backed 
by  downtown  business  executives,  en- 
vironmentalists, farmers,  and  church 
leaders — are  looking  to  flex  their  mus- 
cles collectively. 

RADICAL.  Their  agenda  borders  on  the 
radical.  They  want  wealthy  enclaves  to 
place  property-tax  revenues  in  a  re- 
gional pool  that  would  be  used,  among 
other  things,  to  redevelop  abandoned 
land  downtown.  They  also  want  the 
state  and  federal  governments  to  end 
policies  such  as  infrastructure  subsidies 
that  fuel  sprawl.  And  they're  pressing 
for  growth  limits  in  fringe  areas  and 
low-income  housing  in  outer  suburbs.  If 
exurban  growth  is  curbed,  they  argue, 
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Social  Issues 


Yesterday. 

Today. 
Tomorrow. 


Famous  &  Historic  Trees 
Bring  History  Alive.' 

Yesterday... 

In  1785,  George  Washington  planted 
a  tulip  poplar  at  Mount  Vernon.  Our 
first  president  kept  meticulous  journals 
about  his  estate  and  planted  many 
trees. 
Today... 

The  George  Washington  Tulip  Poplar 
is  now  over  200  years 
old  and  towers  over 
the  graceful  estate  on 
the  Potomac  River. 

The  seeds  from  the 
original  George 
Washington  Tulip  Poplar  have  been 
hand-picked  and  grown  into  small, 
direct-offspring  trees.  Each  tree  in  a 
complete  planting  kit  is  accompanied 
by  a  Certificate  of  Authenticity, 
attesting  to  its  historic  event. 
Tomorrow... 

You  or  your  business  can  sponsor 
Famous  &  Historic  Trees  for  planting 
at  schools  -  educational  resources  that 
will  be  used  for  generations.  You  will 
also  help  AMERICAN 
Forests  -  the  oldest 
national  nonprofit 
conservation  organiza- 
tion, founded  in  1875  - 
continue  our  work  to 
preserve  trees  and  forests,  far  into  the 
twenty-first  century. 
Call  1-904-765-0727  or  write  to. 

American  Forests 
Famous  &  Historic  Trees 

8555  Plummer  Road 
Jacksonville,  Florida  32219 
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middle-class  families  and  businesses  will 
stay  in  the  inner  core.  Regional  transit 
systems  and  affordable  housing,  mean- 
while, will  bring  poor  city  residents  to 
jobs  and  homes  in  the  suburbs,  reducing 
the  concentration  of  poverty  in  the  city. 

Such  arguments  are  winning  con- 
verts among  business  executives,  who 
say  the  long-term  vitality  of  a  region  is 
tied  to  the  health  of 
urban  downtowns.  In 
Pittsburgh,  for  in- 
stance, ceos  want  a 
metrowide  sales-tax 
increase  to  finance 
new  riverfront  proj- 
ects downtown.  "A 
lot  of  businesses  rec- 
ognize that  inner 
cores  are  assets  they 
should  build  up,  and 
that  leapfrogging 
sprawl  is  economical- 
ly inefficient,"  says 
Bruce  Katz,  an  ur- 
ban affairs  expert  at 
the  Brookings  Institution. 

The  new  movement  began  in  1992 
when  Myron  Orfield,  a  Minnesota  state 
legislator,  made  computer-generated 
maps  that  tracked  the  migration  of 
wealth  from  the  Twin  Cities.  He  found 
vast  disparities  between  inner-ring  and 
fringe  communities  in  household  income, 
infrastructure  subsidies,  and  tax  bur- 
dens. Orfield,  who  coined  the  term 
"metropolitics,"  says  similar  maps  show 
the  same  phenomenon  in  Baltimore, 
Chicago,  Milwaukee,  Philadelphia,  Pitts- 
burgh, and  Seattle. 
UPHILL.  The  urban- 
suburban  alliances  face 
an  uphill  battle  against 
powerful  private  land- 
owners and  municipal- 
ities opposed  to  ceding 
autonomy  and  money. 
But  in  Minnesota,  a 
coalition  of  city  and  in- 
ner-suburban legisla- 
tors led  by  Orfield 
passed  fair-housing 
state  legislation  in  1993  and  1994  and  a 
tax-sharing  bill  in  1995  that  was  vetoed 
by  the  governor.  It  also  put  $1  billion  of 
regional  sewer,  transit,  and  land-use 
planning  under  a  metro  council  with 
taxing  authority. 

Now,  nascent  alliances  are  starting 
to  score  victories  elsewhere.  Maryland 
Governor  Parris  Glendening  recently 
pushed  through  legislation  confining 
state  infrastructure  subsidies  largely  to 
existing  municipalities.  It  also  would 
ease  environmental  cleanup  rules  for 
companies  that  want  to  locate  on  aban- 


doned industrial  sites.  Glendening 
the  initiative  would  do  much  "to  hel]| 
tablished  communities,  to  upgrad 
rebuild  infrastructure,  [and]  to  d 
jobs  and  business  to  older  areas. 
York,  Pa.,  a  business  coalition  is  sea 
a  state  measure  offering  incentive 
outlying  municipalities  to  curb  gro 
And  church  ministers  around  Gary, 


THE  AGENDA  OF  METROPOLITIGOS 

TAX  SHARING  Close  wealth  disparities  within  regie 
by  requiring  fast-growing  towns  to  shift  some  tax 
resources  to  cities  and  aging  inner  suburbs 

NEW  HOUSING  Reduce  poverty  concentration  in  cit 
by  building  low-income  homes  in  outlying  suburbs 

END  SUBSIDIES  Cut  off  government  payments  for 
exurban  highway,  water,  and  sewer  construction, 
shifting  development  money  to  core  communities 

REGIONAL  TRANSIT  Build  transportation  systems 
provide  inner-city  workers  access  to  suburban  jobs 
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Portland's  efforts 

to  curb  sprawl 
doubled  property 
values  in  even  the 
poorest  areas 


have  convinced  county  officials  to  [ 
a  landfill  in  an  exurb  rather  than  ex 
an  urban  one,  and  to  keep  a  courth 
in  downtown  Hammond. 

Do  such  strategies  work?  Advoc 
point  to  Oregon,  where  counties 
required  20  years  ago  to  chaw  an  U 
Growth  Boundary.  Lands  beyond 
boundaries  are  zoned  for  farms 
forests  only — no  new  homes,  office 
shopping  centers.  The  result:  While 
Portland  area's  urbanized  popula 
grew  by  14%  in  the  1980s,  devek 
land  expanded  by 
11%,  says 
ban  consultant  D 
Rusk.  Downtown  I 
land  is  booming, 
property  values 
even  the  poorest 
trict  have  double 
the  past  five  years 
Resistance  to  i 
restrictions  is 
evitable,   of  con 
Robert  F.  Cross 
member  of  the  county  council  that 
resents  Gary's  outlying  suburbs, 
urban  residents  "should  be  worr 
about  their  crime  and  youth  probl 
instead  of  telling  us  how  to  run 
government.  Every  area  should  be 
to  grow  the  way  it  wants."  To  w 
the  metropoliticos  respond:  Unless 
forces  of  sprawl  and  polarization 
checked,  the  middle  class  will  move 
petually  outward.  Today's  exurbs,  t 
could  become  the  Euclids  of  tomon 
By  Srisayi  B.  Garland  in  Wash 
ton,  with  Peter  Galuszka  in  Euclid, 
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ALTERNATIVE  MEDICINE: 

NOT  SO  ALTERNATIVE  ANYMORE 


Sis 


After  her  Saab  got  rear- 
ended  last  December, 
Elizabeth  Forster  was 
diagnosed  with  whiplash.  Al- 
though her  father  and  brother 
are  medical  doctors,  the  33- 
year-old  San  Francisco  caterer 
decided  to  go  to  a  chiro- 
practor, who 
adjusted  her 
spine  and  rec- 
ommended massage  to  pre- 
vent scar-tissue  buildup. 
Forster  also  went  to  an  or- 
thopedist, "but  he  wasn't  able 
to  provide  the  instant  relief 
of  chiropractic  and 
massage,"  she 
says.  She  still 
hopes  to  be  re- 
imbursed by 
the  other  dri- 
vers  insurance 
but  says  the 
$4,000  she  paid  for  non- 
traditional  therapy  was 
worth  it. 

Forster  isn't 
alone.  More  than 
one-third  of  Ameri 
cans  use  alternative 
therapies  such  as  chiro 
practic,  acupuncture,  and 
massage.  Traditionally,  con- 
sumers were  forced  to  foot 
the  bill  for  such  services,  but 
that  is  changing.  Landmark 
Healthcare,  a  Sacramento 
managed-care  company,  re- 
cently surveyed  80  national 
health  maintenance  organi- 
zations and  found  that  58% 
intend  to  offer  alternative- 
care  therapies  to  members 
by  1998. 

BIG  BUSINESS.  In  January, 
Oxford  Health  Plans  in  Nor- 
walk,  Conn.,  announced  it 
would  cover  some  alternative 
therapies — when  used  with 
conventional  medicine,  they 
are  known  as  complementary 
therapies — and  Blue  Cross 
provides  coverage  in  some 
states.  Some  other  providers 


with  alternative-care  pack- 
ages are  Health  Partners  of 
Arizona,  American  Medical 
Security  in  Green  Bay,  Wis., 
WellCare  Management  Group 
in  Kingston,  N.  Y.,  and  Alig- 
nis  in  Atlanta. 

They  are  tapping  into  a  big 


HEALTH 


business.  The  only  compre- 
hensive study  of  alternative 
therapies  to  date  was  pub- 
lished in  the  New  England 
Journal  of  Medicine  in  1993. 
It  found  that  34%  of  adults 
had  used  some  type  of  uncon- 
ventional therapy  in  the  pre- 
vious year  and  spent  approxi- 
mately $13.7  billion  on  therapy 
and  medication, 
75%  of  it  out- 
of-pocket.  "For 
HMOs  and  in- 
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surance  companies  that 
looking  for  ways  to  differ 
ate  themselves,  alterna 
care  coverage  makes 
sense,"  says  Barry  Se 
president  of  Scheur  Mar 
ment  Group,  a  Boston 
aged-care  consulting  finr 
After  reading  the  st 
Seattle  family  physician 
ra  Patton  started  asking 
patients  whether  they 
alternative  care.  "I  wa 
tonished  by  how  many 
yes,"  she  recalls.  The  pi 
of  her  patients  who  also 
alternative  therapies  mil 
that  of  the  study:  edue 
upper-income  adults  u: 
the  age  of  40  seeking  r 
for  a  chronic  condition 

Indeed,  the  hmo  net\ 
with  which  Patton  was 
ated,  Seattle's  Group  H( 
Cooperative  in  Puget  So 
has  for  years  off  m 
some  coverage  for  c 
practic,  naturopathy, 
puncture,  and  massa; 
but  only  through  sp 
riders.  Last 
Group  Health  C 
erative  expanded  the  nur 
of  therapies  it  covers  an( 
tablished  broader  eligib§«c 
guidelines. 

Little  is  known  about 
efficacy  and  cost  benefit 
alternative  medicine,  howi 
and  many  insurers  rer 
cautious.  "They  don't  war 
jump  in  and  offer  the  s 
levels  of  coverage  that 
have  for  conventional  n 
cine,"  says  Robert  Huntei 
rector  of  insurance  for 
Consumer  Federation 
America  in  Washin 
Indeed,  coverage 
fers  dramatically. 
Cross  of  California 
been  reimbursing 
tients  for  chiropr 
since  1984,  and 
icupuncture  and  biofeedl 


k 
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le  early  1990s, 
cause  there  is 
ientific  study  of 
comes  of  such 
nts,  Blue  Cross 
it  have  blanket 
ds  for  the  use 
st  alternative 
snts.  "We  re- 
i  a  case-by-case 
says  Lee  A. 
in,  medical  di- 
)f  medical  poli- 
review  for  Blue 
f  California, 
rd's  policy  for 
tive-care  is 
to  become  a 
rpe  for  health 


A  Glossary 
of  Treatments 

The  following  therapies  now  are  covered 
by  some  health  plans: 

ACUPUNCTURE  Practiced  by  acupuncturists 
and  some  doctors.  Acupressurists  massage  "reflex 
points"  to  ease  pain. 

Certified  therapists  use 
relaxation  and  visualization  to  help  patients  lower 
stress  levels,  reduce  blood  pressure,  and  alleviate 
headaches. 

CHIROPRACTIC  Chiropractors  adjust  the  spine 
and  joints  to  treat  pain  and  improve  general  health. 
One  out  of  every  three  patients  who  sees  a  health- 


"If  a  patient  believes 
very  strongly  in  this 
type  of  care,  you 
might  be  more  in- 
clined to  authorize  it 
even  if  it's  not  docu- 
mented as  effective," 
says  Gideon  A.  Letz, 
medical  director  of 
the  State  Compensa- 
tion Insurance  Fund, 
which  handles  40%  of 
California  workers' 
comp  claims. 

Next,  learn  more 
about  the  credentials 
and  background  of  the 
practitioners.  Your 
health  maintenance 


hat  offer  cov-    care  provider  for  back  problems  uses  a  chiropractor.    organization  or  insur- 


Members  must 
primary-care 
an,  who  then 
;hem  to  a  pre- 
alternative 


jr. 

asit,  the  alter- 
provider  will 
le  hmo  a  care 
which   is  re- 

by  a  panel  of 

medical  doc- 
d  alternative  special- 
he  panel  determines 
a*  the  plan  makes 
whether  it's  medically 
iry,  and  whether  doc- 
eed  to  be  involved, 
oal  is  to  integrate  the 
ambination  of  tradi- 
and  complementary 
ne,"  says  Hassan  S. 

director  of  alterna- 
edicine  and  an  M.  D. 
>rd. 

POLICY.  Oxford  mem- 
50  receive  a  negotiated 
th  preferred  providers 
;age  and  yoga.  The  pa- 
ays  the  fee,  which  is 
ly  $50  for  a  one-hour 
re,  directly  to  the 
3"  and  there  is  no  re- 
ement.  It  isn't  much 
;count — massages  start 
per  hour  in  the  New 
letropolitan  area — but 
rral  is  required, 
au  are  considering  al- 
ve  therapy,  make  sure 
nsult  your  health-care 
>r  first.  Find  out  which 
ents  are  eligible  and 
he  reimbursement  pol- 
Ask  whether  a  prima- 
!  physician's  referral  is 


HOMEOPATHY  Homeopaths  use  tiny,  super- 
diluted  doses  of  natural  substances — quinine,  poi- 
son ivy,  and  mercury  are  some  examples — to  treat 
disorders  ranging  from  allergies  and  asthma  to  epi- 
lepsy. The  goal  is  to  stimulate  the  immune  system. 


ance  company  may 
have  a  list  of  pre- 
screened  providers.  If 
there  are  no  pre- 
ferred providers,  be 


After  the    ^t*  '  - -5_  -  !  !^  "1°™ ."I'™  .    prepared  to  do  a  little 


Drawing  from  a  variety  of 
therapies,  naturopaths  try  to  help  the  body  heal 
itself  through  nutrition  counseling,  herbal 
medicine,  ultrasound  therapy,  and  other  methods. 

DATA-  BUSINESS  WEEK 

necessaiy  and  how  many  vis- 
its are  covered.  If  you  need 
treatment  for  an  injury  sus- 
tained on  the  job,  your  work- 
ers' compensation  policy  also 
may  provide  coverage.  In- 
deed, these  policies  may  be 
more  accepting  of  alternative 
therapies  than  traditional 
plans,  since  companies  usual- 
ly will  pay  for  treatments 
that  might  bring  disabled  em- 
ployees back  to  work  sooner. 


research  on  your  own. 
They  should  be  li- 
censed by  a  state  or 
national  board  and  be- 
long to  professional 
organizations. 
To  ensure  that  there's  a 
good  fit  between  the  treat- 
ment you  want  and  what  the 
practitioner  provides,  set  up 
a  pre-appointment  meeting 
and  ask  a  lot  of  questions. 
Any  competent  therapist  will 
have  gone  through  a  lot  of 
training  and  should  be  able 
to  answer  questions  to  your 
satisfaction.  For  example, 
one  chiropractor  might  only 
treat  your  back,  while  oth- 


Checking  Up  on  Providers 

THE  AMERICAN  ASSOCIATION  OF 
ORIENTAL  MEDICINE 

(610  266-1433)  gives  free  referrals  to  more  than  1,200  licensed  and 
certified  acupuncturists. 

THE  AMERICAN  CHIROPRACTIC  ASSN. 

(800  986-4636)  offers  free  referrals  from  20,000  licensed  chiropractors 
with  more  than  five  years  of  postgraduate  training  and  internships. 

NATIONAL  CENTER  FOR  HOMEOPATHY 

(703  548-7790)  will  send  a  referral  directory  with  names  of  400 
licensed  homeopaths  for  $7. 

THE  AMERICAN  MASSAGE  THERAPY  ASSN. 

(847  864-0123)  lists  22,000  certified  massage  therapists.  Massage 
therapy  is  not  licensed  in  all  states,  but  all  members  have  at  least 
100  hours  of  massage  and  body-work  education. 

DATA:  BUSINESS  WEEK 


ers  might  ask  general  ques- 
tions and  try  to  treat  the 
underlying  causes  of  the 
stress  that  leads  to  chronic 
back  pain.  "Some  might  in- 
corporate nutrition  therapy 
in  addition  to  doing  spinal 
manipulations,"  says  Ray- 
mond A.  Priesler,  a  Manhat- 
tan chiropractor. 

Naturally,  it  doesn't  hurt 
to  talk  to  people  who  have 
undergone  the  treatment 
you're  considering.  Your  lo- 
cal hospital  or  medical  school 
may  have  references.  Anoth- 
er good  source  of  information 
is  Dr.  Rosenfeld's  Guide  to 
Alternative  Medicine  by 
Isadore  Rosenfeld  (Random 
House,  1996,  $25.95). 

It  is  also  important  to 
bring  your  primary-care 
physician  into  the  discussion. 
"There  needs  to  be  a  lot 
more  conversation  between 
conventional  doctors  and  pa- 
tients about  what  the  pa- 
tients are  seeking  in  alterna- 
tive therapy,"  says  Patton, 
the  Seattle  doctor.  If  your 
physician  seems  judgmental 
about  alternative  therapies, 
consult  another  doctor. 

There  will  be  more  infor- 
mation on  alternative  care 
soon.  The  National  Institutes 
of  Health  more  than  doubled 
the  Office  of  Alternative 
Medicine's  budget  in  1995  to 
fund  eight  research  centers. 
And  several  insurers  that  of- 
fer coverage  have  begun 
their  own  studies. 

Meanwhile,  mainstream 
medicine  is  becoming  more 
open  to  alternatives.  More 
than  30  well-known  medical 
schools  offer  courses  in  al- 
ternative medicine,  including 
Columbia,  Emory,  George- 
town, Harvard,  Indiana, 
Johns  Hopkins  and  the  Uni- 
versity of  California  at  Los 
Angeles. 

"I've  gained  a  greater  ap- 
preciation for  the  psychologi- 
cal issues  of  recovery,"  says 
Letz  of  his  10  years  at  the 
California  workers'  comp  fund. 
"There's  often  a  fine  line  be- 
tween mainline  medicine  and 
the  alternative."  And  10  years 
from  now,  alternative  thera- 
pies just  might  be  standard 
practice.         Susan  Jackson 
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Personal  Business 


GETTING  TO  THE  ROOF 
OF  AFRICA 


The  worst  part  hits 
around  4:30  a.m. 
That's  when  you  col- 
lapse into  a  slender 

cave,  feet  numb,  water  bottle 
frozen.  You've  been  walking 
since  one  in  the  morning,  and 
the  summit  of  Mt.  Kilimanjaro 
is  still  three  hours  away.  Hang 
in  there.  Soon,  the  sun  will 
break  from  behind  the  jagged 
crown  of  nearby  Mawenzi 
peak,  bathing  Kili  in  orange. 
Exhaustion  melts  away,  and 
exhilaration  takes  over  as  you 
stand  amid  glistening  glaciers 
at  the  roof  of  Africa. 

A  trek  to  Tanzania  and  the 
snows  of  Kilimanjaro  is  the 
perfect  solution  for  adventure 
travelers  daunted  by  ropes 
and  crampons,  since  that  sort 
of  gear  isn't  necessary.  Nor 
is  age  a  limiting  factor,  as 
long  as  you're  healthy  and  fit. 
My  thirtysomething  husband, 
Scott,  and  I  tackled  it  in  Feb- 
ruary, and  four  of  our  group 
of  five  reached  the  summit, 
including  65-year-old  Nordis 
Tusvik  from  Seattle.  (Altitude 
sickness  prevented  one  from 
making  the  final  ascent.) 


Yet  at  19,34( 
feet — that's  the 
height  at  Uhuru 
Peak — the  summit 
should  not  be  ap- 
proached lightly. 
Consult  a  doctor 
first,  and  take  the 
time  to  get  in 
shape.  Officials  at 
Kilimanjaro  Na- 
tional Park  say 
you  should  be  able 
to  jog  for  at  least  30  minutes 
without  shortness  of  breath. 
WORST  ENEMY.  Fitness,  men- 
tal stamina,  and  pacing  are 
crucial,  but  they  are  no 
guarantee  against  a  climber's 
greatest  enemy:  altitude  sick- 
ness. Ignoring  such  symp- 
toms as  severe  headache, 
nausea,  and  disorientation  can 
lead  to  pulmonary  edema — 
fluid  in  the  lungs — and  even 
death.  Try  to  make  a  test 
climb  of  at  least  14,000  feet 
before  planning  this  trip.  And 
while  Kili  can  be  done  in  five 
days,  take  the  six-day  plan 
to  better  acclimatize.  We 
polled  descending  climbers 
and  noticed  that,  like  us, 
those  who  used  a  prescrip- 
tion drug  for  altitude  sick- 


CLIMBER  MILLER: 

Age  doesn't  matter, 
but  you  must  be  fit 
and  healthy 


ness  called  Diamox  tended  to 
reach  the  top. 

Although  Kili  can  be 
climbed  year-round,  the  best 
months  to  go  are  December 
through  February,  or  July 
through  September,  to  avoid 
the  two  rainy  seasons.  Days 
can  be  quite  warm,  but 
nighttime  temperatures  near 
the  summit  fall  below  freez- 
ing any  time  of  year.  For 
hassle-free  and  reliable  plan- 
ning, we  used 
rei  Adventures, 
the  travel  arm  of  Seattle- 
based  Recreational  Equip- 
ment Inc.  Many  of  its  knowl- 
edgeable staff  members  have 
made  the  climb  themselves. 

We  chose  rei's 
18-day  elimb-and- 
safari  trip  for 
$3,495.  (Park  fees 
and  airfare  are 
not  included.) 
If  you  prefer, 
you  can  work  di- 
rectly with  Jordan 
D'Souza  of  Tanza- 
nia Serengeti  Ad- 
venture in  Arusha 
(table). 

Your  guide  will 
make  or  break  the 
trip.  Ours,  Peter 
~  Mato,  was  first- 
rate.  A  porter  since  the  age 
of  13  and  a  guide  for  15 
years,  he  has  372  summit 
climbs  under  his  belt.  His 
ability  to  sense  the  correct 
pace  for  a  trekker  and  his 
soft-spoken,  constant  encour- 
agement have  earned  him  a 
high  success  rate  for  getting 
his  clients  to  the  top. 

You  can  even  just  show  up 
in  Arusha,  near  the  entrance 
to  Kilimanjaro  National  Park, 
and  hire  a  guide  and  porters 
from  among  the  dozens  of 
companies  that  have  sprung 
up.  They're  licensed  by  the 
national  park,  and  many  of 
them  are  quite  good.  But  we 
saw  guides  who  rushed  peo- 
ple along  and  others  barely 
able  to  speak  the  English  or 


TRAVEL 


ALPINE  ASCENT 
INTERNATIONAL 

Seattle 

206  378-1927 
aaiclimb@accessone.com 


REI ADVENTURES 
Sumner,  Wash. 
800  622-2236  or 
206  395-8111 
travel@rei.com 


German  required  by  I 
clients,  much  less  explain 
wildlife  or  local  custom] 
Mato  did. 

Another  advantage  I 
prescreened  guide:  Y<| 
more  likely  to  get  trustl 
thy  porters  to  carry  ] 
duffel  bag  and  the  food] 
utensils    for   your  grj 
Climbers  must  bewarj 
thieveiy  in  the  camps,  w 
ing  wallets  and  camera 
hand.  Porteri 
passed  on 
trail  asked  for  our  hats,  I 
glasses,  and  food.  Tip 
porters  well  if  they've  ea 
it— $15  to  $20  per  portei] 
a  week. 
LIME  JUICE.  We  followec 
Marangu  route,  the  eaJ 
and  most  popular  of  the  f 
main  routes.  It  starts 
a  gentle  three-hour 
through  forested  terrain  | 
cluster  of  huts  at  8,850 
By  the  end  of  Day  2, 
five  hours  through  rud 
moorland  to  12,200  feetj 
started  to  feel  the  altit 
We  lingered  for  two  ni| 
to  acclimatize.  Appetites 
to  fade  here,  so  bring  ene 
boosting   snacks  such| 
chocolates  and  granola 
Lime  juice  in  your  water  I 
tie  helps  settle  the  stomj 

Day  4  is  six  hours 
barren  hillside  to  Kibo, 
last  camp,  at  15,425 
Then  it's  to  bed  at  5  p.m.) 
up  again  at  midnight  for 
final  ascent.  On  this 
night,  temperatures  fell| 
low  freezing.  Chemical 
warmers  to  shove  into 
ski  gloves  and  plentj 
warm  clothing  are  esser 
Keep  extra  camera  batt<' 
near  your  body. 

Don't  be  dissuaded  b> 
prospect  of  chilly  fingerl 
wobbly  knees,  though.  If 
small  price  to  pay  fori 
view — and  the  sense  of 
complishment — you'll 
waiting  for  you  at  the 
mit.       Karen  Lowry 

TANZANIA  SERENGETI 
ADVENTURE 

Arusha,  Tanzania 
011  255-57-4069 
TSA@habari.co.tz 


How  to  Go  Up 

These  travel  specialists  will  arrange  trips 
to  Mi  Kilimanjaro  that  cover  everything 
from  booking  flights  to  hiring  porters 


152  BUSINESS  WEEK  /  JUNE  2.  1997 


itching  to  ine  tu^  iybieiii  w  i  lm  i  ui>  xmayc  oua^i  i  ,i^*=i 
ses   brings   new  meaning  to   still  photography." 


hen  it  comes  to  workers'  compensation 
insurance,  its  good  to  know  all  your  bases  are 
covered.  That's  why  so  many  employers  choose 
State  Fund.  For  the  last  eighty-one  years,  we've 
been  going  to  bat  for  clients  by  offering  the 
most  comprehensive,  worry-free  workers' 
compensation  programs  available.  Whether 
it's  claims  management,  fraud  investigation, 
or  accident  prevention,  State  Fund  has  more 
experience  than  any  carrier  in  California. 
Which  means  our  people  are  better  trained 
to  provide  personalized  service  that  meets 
your  specific  workers'  comp  needs.  And  with 
21  district  offices,  help  is  never  far  away. 

At  State  Fund,  we  believe  the  only  way  to 
provide  workers' compensation  is  to  offer  more 
than  you  expect.  That  includes  working  with 
you  to  prevent  accidents,  as  well  as  giving  you  all 
the  service  and  support  you  need  during  a  claim. 

So  if  you  want  to  get  more  from  your 
workers'  compensation  programs  and  services, 
simply  contact  your  broker  or  call  us  toll  free 
at  1-888-STATE  FUND  today.  And  discover 
why  we're  in  a  league  of  our  own. 

STATE 

COMPENSATION 
INSURANCE 

FUND 

GET  MORE.  WORRY  LESS. 


www.scif.com 


EVER  SINCE  Bill  McNally  MOVED 
HIS  COMPANY  TO  STATE  FUNI 
HE'S  BEEN  FIELDING  MORE 
THAN  PHONE  CALLS 


siness  Week  Index 


UCTION  INDEX 


;;e  from  last  week:  -0.3% 
»e  from  last  year:  3.8% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

May  10=122.1 
  1992=100   


y  Sept  Jan.  May 

>6  1996  1997  1997 

lex  is  a  4-week  moving  average 

uction  index  declined  in  the  week  ended  May  10.  After  seasonal 
nt,  auto  and  truck  output  fell,  reflecting  continued  strike  activity, 
jt  should  rebound  in  coming  weeks.  Electric-power  output  also 
in  addition  to  production  of  steel  and  coal.  Rail-freight  traffic  edged 
e  gainers  in  the  week  were  crude-oil  refining  and  lumber  production, 
ilculation  of  the  four-week  average,  the  index  fell  to  120.6. 

in  index  copyright  1997  by  The  McGraw -Hill  Companies 


LNG  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 

%CHG 

RICES  (5/16)  S&P  500 

829.75 

824.78 

24.0 

5TE  BOND  YIELD,  Aaa  (5/16) 

7.55% 

7.56% 

-0.3 

HAL  MATERIALS  PRICES  (5/16) 

106  4 

105.8 

-3.3 

IS  FAILURES  (5/9) 

NA 

NA 

NA 

TATE  LOANS  (5/7)  billions 

NA 

NA 

NA 

IUPPLY,  M2  (5/5)  billions 

$3,894.4  $3,907.0r 

4.7 

CLAIMS.  UNEMPLOYMENT  (5/10)  thous 

319 

3  SO 

-9.6 

Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun 
et  (failures  of  large  companies),  Federal  Reserve,  Labor  Dept. 

'EST  RATES 

.  FUNDS  (5/20) 

LATEST 
WEEK 

5.51% 

WEEK 
AGO 

5.42% 

YEAR 
AGO 

5.23% 

CIAL  PAPER  (5/21)  3-month 

5  69 

5  69 

5.37 

GATES  OF  DEPOSIT  (5/21)  3  month 

5  b8 

5  70 

5.35 

ORTGAGE  (5/16)  30-year 

8  08 

8  08 

8  2  / 

IBLE  MORTGAGE  (5/16)  one-year 

6.08 

6.04 

5.97 

3/16) 

8.50 

8  50 

8.25 

Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (5/17)  thous.  of  net  tons 

LATEST 
WEEK 

2,058 

WEEK 
AGO 

2,094# 

YEARLY 
%  CHG 

3.6 

AUTOS  (5/17)  units 

133,664 

124,354r# 

-11.6 

TRUCKS  (5/17)  units 

131,157 

112,044r# 

1.8 

ELECTRIC  POWER  (5/17)  millions  of  kilowatt-hrs 

57,177 

56,659# 

4  5 

CRUDE-OIL  REFINING  (5/17)  thous.  of  bbl./day 

14,819 

14,743# 

5.5 

COAL  (5/10)  thous.  of  net  tons 

20,588# 

21,110 

3.9 

LUMBER  (5/10)  millions  of  ft. 

502. 9# 

498.4 

10.6 

RAIL  FREIGHT  (5/10)  billions  of  ton-miles 

26. 1# 

26.2 

0.8 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (5/21)  $/troy  oz. 

LATEST 
WEEK 

342.700 

WEEK 
AGO 

349  100 

YEARLY 
%  CHG 

-12.3 

STEEL  SCRAP  (5/20)  #1  heavy,  $/ton 

138.50 

1  58  50 

2  8 

COPPER  (5/16)  (Z/lb. 

116.7 

113.1 

-10.6 

ALUMINUM  (5/16)  e/ib. 

79.8 

78.8 

4.3 

COTTON  (5/17)  strict  low  middling  1-1/16  in.,  e/lb.  69.63 

68.82 

-15.7 

OIL  (5/20)  $/bbl. 

20.77 

20.92 

-7.6 

CRB  FOODSTUFFS  (5/20)  i967=ioo 

237  56 

2  39  30 

1 . '  5 

CRB  RAW  INDUSTRIALS  (5/20)  1967=100 

339.76 

338.41 

-0.2 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (5/21) 

LATEST 
WEEK 

113.72 

WEEK  YEAR 
AGO  AGO 

118.45  106.98 

GERMAN  MARK  (5/21) 

1.69 

1.70 

1.54 

BRITISH  POUND  (5/21) 

1.65 

1.64 

1.51 

FRENCH  FRANC  (5/21) 

5.70 

5.72 

5.22 

ITALIAN  LIRA  (5/2D 

1666.5 

1674.0  1560.7 

CANADIAN  DOLLAR  (5/21) 

1  i/ 

1.39 

1  38 

MEXICAN  PESO  (5/21)' 

1  86 1 

7.892 

7.390 

TRADE-WEIGHTED  DOLLAR  INDEX  (5/21) 

102  .' 

103  9 

98  0 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U.S  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J. P.  Morgan. 


in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


iE  WEEK  AHEAD 


G-HOME  SALES 

May  27,  10.00  a.m.EDT  ►  Sales  of 
single-family  homes  are  expected 
declined  to  an  annual  rate  of  4.05 
n  April,  down  from  4.10  million  in 
ccording  to  a  survey  of  forecasts 

mms  International,  one  of  the 
Hill  Companies.  Housing  demand 
to  be  holding  up  fairly  well,  despite 
in  mortgage  rates  through  April, 
ve  since  declined. 

IEB  CONFIDENCE 

May  27,  10:00  a.m.EDT  ►  The 
ice  Board's  index  of  consumer  con- 
s  expected  to  have  risen  to  117.3 
rom  116.8  in  April,  based  on  the 


mms  survey.  The  rise  is  expected  partly 
because  the  University  of  Michigan's  pre- 
liminary May  index  of  consumer  sentiment 
rose  to  a  record  high. 

DURABLE  GOODS  ORDERS 

Wednesday,  May  28,  8:30  a.m.EDT*  The 
order  books  of  durable  goods  manufacturers 
are  expected  to  have  shown  a  1%  increase 
in  April,  compared  with  March,  says  the 
mms  survey.  That  rise  would  follow  a  3% 
drop  in  March.  Despite  that  decline,  orders 
remain  on  a  rising  trend,  with  particular 
strength  in  nondefense  capital  equipment 
excluding  commercial  aircraft.  Orders  and 
shipments  might  have  been  adversely 
affected  by  auto-industry  strikes. 


GROSS  DOMESTIC  PRODUCT 

Friday,  May  30,  8:30  a.m.EDT*  First-quar- 
ter real  gdp  is  expected  to  be  revised 
slightly  higher,  to  5.7%,  up  from  5.6% 
originally  reported.  The  Commerce  Dept. 
will  also  report  first-quarter  profits.  After- 
tax earnings  are  expected  to  have  risen  at 
an  annual  rate  of  2.3%  from  the  fourth 
quarter. 

NEW-HOME  SALES 

Friday,  May  30,  10:00  a.m.EDT  ►  Sales  of 
new  single-family  homes  are  expected  to 
have  dipped  to  an  annual  rate  of  800,000 
in  April,  based  on  the  mms  survey,  from 
814,000  in  March.  In  early  May,  builders 
reported  a  slight  drop-off  in  demand. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online— your  opportunity  to 
ask  questions  about  fea- 
tures from  the  magazine. 

|>rfc  Sunday 


I 
I 


1 


Check  the  Conference 
Calendar  in  BW  Online  for 
the  latest  schedule  of  events 
you'll  want  to  participate 
in — on  Sunday,  usually 
about  the  Cover  Story  from 
the  latest  issue. 


I  Monday 


Another  of  our  BW  Enterprise 
chats — like  BW's  Enterprise 
edition,  designed  to  help 
small  business  and 
entrepreneurs  find  success. 
May  26 

8  p.m.  EDT  in  the 

BW  Enterprise  Chat  Room 


Maven 


Shopping  for  new  computer 
gear?  Explore  BW  Onlme's 
Maven — Your  Personal  Guide 
to  Personal  Computing.  Find 
it  at  keyword  Maven  on  AOL 
or,  on  the  Web,  head  for 
www.maven.businessweek.com. 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 
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U.S.  MARKETS 


Latest 


%  change 
Week  Year 


Dow  Jones  Industrials 

7290.7 

0.1 

27.1 

NASDAQ  Combined  Composite 

1373.8 

2.9 

10.4 

S&P  MidCap  400 

272.4 

0.9 

12.5 

S&P  SmallCap  600 

150.3 

1.4 

7.2 

S&P  SuperComposite  1500 

179.3 

0.5 

22.7 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

258.9 

2.2 

21.7 

S&P  Financials 

93.3 

-1.7 

38.8 

S&P  Utilities 

191.5 

-1.2 

-1.6 

PSE  Technology 

275.8 

2.5 

21.5 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

1  nnrtnn  /  FT  QF  1  Hfh 

London  tri-oL  iuu; 

4642  0 

-1.0 

22.5 

3596  1 

0.6 

39.9 

Tokyo  (NIKKEI  225) 

19,842.0 

-1.8 

-10.2 

Hong  Kong  (Hang  Seng) 

14,235.5 

0.6 

28.4 

Toronto  (TSE  300) 

6307.1 

0.9 

20.4 

Mexico  City  (IPC) 

3974.4 

2.1 

18.9 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.77% 

1.78% 

2.09% 

S&P  500  P/E  Ratio  (Last  12  mos. 

)  21.3 

21.0 

19.7 

S&P  500  P/E  Ratio  (Next  12  mos 

)*  17.5 

17.2 

NA 

First  Call  Earnings  Revison* 

-1.03% 

-0.47  % 

NA 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

S&P  500  200-day  average 

744.1 

739.4 

Positive 

Stocks  above  200-day  average 

66.0% 

66.0% 

Neutral 

Options:  Put/call  ratio 

0.57 

0.55 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

1.43 

1.63 

Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Machine  Tools 
Communications  Equip. 
Computer  Systems 
Toys 

Health-Care  Services 


34.4 
28.0 
23.0 
18.9 
18.6 


Semiconductors 
Savings  &  Loans 
Invest.  Banking/Brkrge. 
Household  Products 
Computer  Software 


73.7 
59.4 
51.0 
49.6 
47.4 


WORST-PERFORMING  Last 
GROUPS  month  % 


Last  12 
months  % 


Engineering  &  Constr. 
Pollution  Control 
Transportation  Svcs. 
Restaurants 
Defense  Electronics 


-0.6 
1.0 
1.1 
1.2 
2.0 


Gold  Mining 
Engineering  &  Constr. 
Defense  Electronics 
Broadcasting 
Specialty  Printing 


-29.8 
-20.7 
-11.9 
-11.0 
-6.0 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

MCI  Communications 

38  Vb 

-Va 

Electronic  Data  Systems 

363/4 

-23/8 

6TE 

425/8 

-3M 

Ensco  International 

48 '/4 

-f/4 

Westinghouse  Electric 

17'/8 

-1 

Repsol  (ADR) 

427/8 

-1 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Cisco  Systems 

643/8 

17  Vl6 

3Com 

39 

12^8 

Microsoft 

119'/8 

11  72 

Intel 

161 

225/8 

Dell  Computer 

995/8 

243/4 

WorldCom 

26 '/4 

4% 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


wmberg  Financial  Markets 


MONEY  MARKET  FUNDS 

5.12 

5.11 

4.85 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.11 

5.19 

5.18 

assuming  a  il  /o  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.23 

5.23 

4.90 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.76 

5.86 

5.57 

GENERAL  OBLIGATIONS 

4.91% 

4.96% 

5.50% 

5.50% 

10-YEAR  TREASURY  NOTES 

6.72 

6.68 

6.65 

PERCENT  OF  TREASURIES 

73.04 

74.45 

79.05 

79.99 

30-YEAR  TREASURY  BONDS 

6.96 

6.90 

6.85 

TAXABLE  EQUIVALENT 

7.12 

7.19 

7.97 

7.97 

LONG-TERM  AA  INDUSTRIALS 

7.49 

7.40 

7.44 

INSURED  REVENUE  BONDS 

5.05 

5.10 

5.70 

5.70 

LONG-TERM  BBB  INDUSTRIALS  7.90 

7.85 

7.81 

PERCENT  OF  TREASURIES 

75.12 

76.56 

81.92 

82.90 

LONG-TERM  AA  TELEPHONES 

7.71 

7.64 

7.65 

TAXABLE  EQUIVALENT 

7.32 

7.39 

8.26 

8.26 

JAL  FUNDS 


US  Diversified  All  Equity 
tat  return        52-week  total  return 


arningstar,  Inc. 


EQUITY  FUNDS 


EQUITY  FUND  CATEGORIES 


Leaders 

Laggards 

Leaders 

Laggards 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Amerindo  Technology  D 

36.7 

Prudent  Bear 

-8.6 

Technology 

15.9 

Precious  Metals 

2.1 

Pin  Oak  Aggressive  Stock 

24.6 

Rydex  Ursa 

-7.6 

Japan 

15.7 

Diversified  Emerging  Markets 

2.3 

Interactive  Inv.  Tech  Value 

23.5 

Comstock  Part.  Cap  Val.  B 

-5.6 

Small-cap  Growth 

11.4 

Pacific/Asia  ex-Japan 

2.7 

Van  Wagoner  Post-Venture 

21.6 

Merrill  Emerging  Tigers  B 

-4.6 

Mid-cap  Growth 

10.4 

Real  Estate 

2.8 

Robertson  Steph.  Info.  Age  A 

20.4 

Lexington  Strat.  Invmnts. 

-3.3 

Large-cap  Growth 

10.0 

International  Hybrid 

4.6 

Leaders 

Laggards 

Leaders 

Laggards 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

Legg  Mason  Value  Primary 

44.0 

United  Svcs.  Gold  Shares 

-M.6 

Financial 

35.0 

Precious  Metals 

25.6 

Morgan  Stan.  Inst.  Lat.  Am.  A  42.6 

Steadman  Technology  Grth.  -41.5 

Real  Estate 

28.5 

Small-cap  Growth 

10.7 

Davis  Financial  A 

41.8 

Perkins  Opportunity 

-37.9 

Latin  America 

26.5 

Japan 

-8.1 

Morgan  Stanley  Latin  Amer.  A  41.4 

Dreyfus  Aggressive  Growth 

-37.4 

Europe 

21.9 

Diversified  Pacific/Asia 

-0.2 

Vontobel  Eastern  Europ.  Eq. 

41.1 

Apex  Mid  Cap  Growth 

-36.4 

Large-cap  Blend 

21.7 

Communications 

0.2 

e  as  of  market  close  Wednesday,  May  21,  1997,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  May  20.  For  a  more  detailed  explanation,  write 
lude  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@busmessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 


THE  MARK  OF  A 
COOL-HEADED  FED 

The  financial  markets  waited,  as  is  their  wont,  with  bated 
breath.  Then,  on  the  afternoon  of  May  20,  they  got  the 
good  news:  The  Federal  Reserve's  policy-setting  Open  Market 
Committee  had  opted  to  leave  the  key  federal  funds  rate  un- 
changed at  5.5%.  Way  to  go,  Alan!  There's  nothing  happening 
in  this  economy  that  merits  a  rate  increase  right  now:  wages 
are  well-behaved,  companies  have  little  pricing  power,  and 
economic  growth  is  strong — but  far  from  overpowered.  It's  a 
new  world  and  a  new  economy. 

The  Fed's  inaction  holds  out  hope  that  even  that  august  in- 
stitution is  coming  around  to  the  business  week  view  that  in- 
formation technology  is  now  chiving  the  business  cycle,  spur- 
ing  productivity  and  growth  without  fueling  inflation.  Six 
years  into  a  healthy  expansion,  you'd  expect  central  bankers 
to  adopt  a  tough  anti-inflation  stance  reflexively  and  start 
tightening  the  screws  on  the  economy.  This  time  around,  of- 
ficials at  the  Fed  seem  convinced  that  course  isn't  warranted. 
We  suspect  the  chairman  persuaded  his  fellow  policymakers 
that  the  25  basis  points'  worth  of  insurance  they  bought  on 
Mar.  25  is  more  than  enough  for  the  time  being,  especially 
now  that  growth  is  slowing  (page  31). 

It's  only  right  that  the  Fed  stay  on  the  sidelines  for  now.  Af- 
ter all,  it's  not  the  Fed  that  makes  the  economy  grow  over  the 
long  haul — businesses  and  workers  do  that.  The  U.S.  has  a 
strong,  vibrant  economy  today,  but  that's  not  because  the  Fed 
forced  businesses  to  restracture,  companies  to  compete,  and 
workers  to  work  harder.  It's  because  the  Fed  laid  the  ground- 
work of  monetary  vigilance,  then  stepped  back  and  let  the 
forces  for  growth  do  their  job.  That,  more  than  anything  else,  is 
what  we  ought  to  be  congratulating  the  Fed  for  doing  right  now. 

SMART  BUSINESS, 

BY  DESIGN  

Corporations  looking  to  bolster  then-  bottom  lines  might  do 
well  to  seriously  consider-  beefing  up  their  product  design 
operations.  In  an  era  when  inflation  is  low  and  global  competi- 
tion fierce,  good  design  can  generate  new  products,  cut  costs, 
and  best  of  all,  fatten  margins.  If  they  are  smart  about  it, 
chief  executives  can  even  design  an  innovation  culture  for 
their  companies. 

Here's  how  it  works.  As  shown  by  the  1997  Industrial 
Design  Excellence  Awards  for  products  from  around  the 
world,  designers  are  creating  not  only  hot  commodities  but 
product  strategies  for  their  clients  (page  92).  Their  user-fo- 
cused, anthropological  research  approaches  allow  designers  to 
come  up  with  products  that  solve  problems,  excite  passions, 
provide  identity,  or  jog  conventional  assumptions.  Designers 
at  John  Deere  &  Co.,  for  example,  the  farm  equipment  man- 


ufacturer, created  an  entirely  new  off-road  vehicle  th;  I- 
finding  markets  in  sports,  construction,  farming,  and  the 
itary.  Nothing  else  like  it  exists,  and  Deere  has  the  mart 
and  margins — to  itself.  Korean  companies,  desperate  to  b 
out  of  their  low-margin,  original-equipment-manufacturer 
tus,  are  using  design  to  build  global  brand  identities  am 
search  new  market  niches  for  Korean  products  in  the 
and  Europe.  Taiwan's  Acer  personal-computer  maker  ha  i 
ready  made  the  transition  out  of  OEM  to  name-brand  pre 
er  around  the  world.  Instead  of  being  invisible,  Sam: 
Group,  lg  Group,  and  other  Korean  chaebols  are  folio1 
Acer's  example  and  may  soon  be  selling  more  of  their 
brands,  presumably  with  higher  margins. 

European  companies  have  long  used  design  as  a  com 
tive  weapon.  But  they  rarely  make  it  part  of  a  more  gei 
business  strategy.  In  the  U.  S.,  consultants  such  as  McKi: 
&  Co.  are  telling  corporate  clients  that  design  is  one  we 
boost  top-line  revenue  growth.  An  increasing  number  of  < 
panies  are  focusing  on  design  not  only  for  new  products 
to  inculcate  an  innovation  process.  Companies  are  desig  j 
"concept"  products  in  much  the  same  way  that  Detroit  m 
concept  cars — to  point  the  way  to  the  future  and  test 
boundaries  of  customer  cravings.  Mercedes-Benz's  new 
Activity  Vehicle"  model  shakes  up  the  German  auto  mal 
image  and  points  it  in  new  directions. 

Design,  in  the  end,  is  about  creating  better  things 
people.  Along  the  way,  it  can  generate  better  profits  as  1 

YOU'VE  GOT  A  LONG 
WAY  TO  GO,  EUROPE 

No  question,  economic  prospects  are  looking  brightefc 
Europe.  Exports  have  ramped  up,  and  manufacturersH 
shaking  off  their  pessimism  of  a  few  months  ago.  SalesH 
rising,  and  forecasters  figure  economic  growth  across  H 
European  Union  will  approach  3%  next  year,  a  rate  H 
could  surpass  that  of  the  U.  S.  (page  56). 

It  has  been  a  long  time  coming,  and  it's  welcome  news.  B 
it's  too  soon  to  celebrate  the  new  Europe.  The  message  II 
European  business  must  restructure  in  a  big  way  hasn't  rwj 
taken  hold.  Cost-cutting  has  been  restrained,  and  policymaa 
and  executives  have  backed  and  filled  on  real  changes.  Thil 
a  Continent  that  has  much  further  to  go  than  did  the  U.  m 
restructure  business  and  deregulate  industries.  The  framevft 
of  the  old  way  of  doing  business  still  stands,  slightly  battew 
Europe  has  only  begun  to  downsize  manufacturing,  m 
minimal  shifting  into  service  jobs.  Governments  are  bloateB 
terms  of  spending  and  employment,  and  while  social  spen< 
is  being  cut,  the  process  is  slow.  Technology,  the  booi 
growth  and  productivity  gains  in  the  U.  S.,  is  making  slo 
inroads  in  Europe.  Business  is  largely  unwired,  and  the  h 
tech  sector  is  small  at  less  than  10%  of  gross  domestic  pi 
uct.  Productivity  is  growing  but  has  far  to  go  to  catch  up  \ 
the  U.  S.  The  Europeans  shouldn't  squander  the  opportu 
to  truly  restructure  now  offered  by  economic  growth. 
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hile  developing  new  ways  for  friends  and  loved  ones  to 
(press  their  affection,  Hallmark  Cards  fell  in  love  with  the 
isiness  possibilities  they  discovered  on  the  Internet. 

Hallmark,  with  the  help  of  Giant  Step,  a  Microsoft®  Site 
jilder  Network  member,  used  Microsoft  technology  to  build 
profitable  Web  site  that  customers  use  to  send  personalized 
srds  to  friends  via  e-mail,  locate  stores  carrying  ornaments 
id  collectibles,  and  even  have  digital  reminders  sent  of  their 
iportant  events.  At  the  same  time,  Hallmark  is  able  to 
illect  valuable  information  to  help  provide  their  customers 
ith  ever  improving  products  and  services. 


Hallmark  is  one  of  man 
technology  to  develop  Web  sites  where  cu 
information  and  get  In  touch  with  each  other 


is  no  longer  whether  the  Internet  has  practii 
applications,  but  rather,  whether  your  comp 
best  use  of  this  extraordinary  business  venu 
at  www.hallmark.com,  and  while  you're  th 
greeting  to  someone  you  love. 

To  learn  more  about  how  Hallmark  and  others  are 
building  business  advantage  on  the  Web,  visit  us  at 
the  address  below. 


Microsoft 


Where  do  you  want  to  go  today?®  www.microsoft.com/sitebuilder/webadvantage/ 


©  1997  Microsoft  Corporation.  All  rights  reserved.  Microsoft  and  Where  do  you  want  to  go  today?  are  registered  trademarks  of  Microsoft  Corporation. 
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Up  Front 


EDITED  BY  LARRY  LIGHT 
URBAN  BLIGHT 

FEDERAL  BUREAU 
OF  INSECURITY? 

STATISTICS  SHOW  THAT 

inner-city  crime  is  on  the 
decline  and  that  Colum- 
bia, S.C.,  ranks  98th 
among  the  nation's  cities. 
But  for  the  FBI,  down- 
town Columbia  is.  just 
too  unsafe  for  its  agents. 

The  bureau  is  looking  ~ 
to  move  to  the  suburbs,  and 
Columbia  officials  and  urban 
development  promoters  are 
in  an  uproar.  Critics  charge 
such  a  move  by  the  80-person 
FBI  office  would  set  a  bad 
precedent  and  violate  an  ex- 
ecutive order  requiring  fed- 
eral agencies  to  give  first 
preference  to  central  urban 
business  areas.  In  a  letter  to 
FBI  Director  Louis  Freeh,  the 
National  Council  for  Urban 
Economic  Development  cau- 
tioned that  "the  strategy 
used  in  Columbia  may  be- 
come a  trend  among  FBI  of- 
fice relocation  projects." 

The  idea  to  abandon  the 
Strom  Thurmond  Federal 
Building  began  when  the 
General  Services  Administra- 


FREEH:  The  'burbs  beckon 


tion  decided  to  renovate  the 
offices.  The  FBI  was  present- 
ed with  11  possible  down- 
town locations  in  Columbia. 
But  due  to  stricter  security 
requirements  after  the  bomb- 
ing of  the  Oklahoma  City  fed- 
eral building,  a  spokesman 
says  no  site  met  the  new 
standard,  based  on  potential 
terrorism  and  street  crime. 

Columbia  is  a  safe  enough 
town  for  the  Drug  Enforce- 
ment Administration,  U.  S. 
Attorney's  office,  and  Bureau 
of  Alcohol,  Tobacco  &  Fire- 
arms, which  are  staying. 
Says  batf  regional  spokesman 
Earl  Woodham:  "If  we  can't 
deal  with  the  criminal  ele- 
ment . . .  we're  in  the  wrong 
business."  Stan  Crock 


THE  LIST  THE  DOCTOR  IS  IN 


Doctors,  those  well-paid 
lifesavers,  still  enjoy  the 
most  prestige,  though  the 
Harris  Poll  finds  that  has 
slipped  a  bit 
in  the  past 
two  decades. 
One  profes- 
sion that  has 
gained  is 
teacher.  At 
'  the  bottom, 
as  always,  are  the  callings 
people  see  as  self-serving 
or  controversy-prone.  Union 
leaders,  whom  the  pollsters 
didn't  ask  about  20  years 
ago,  are  only  slightly  worse 
off  than  journalists  in  the 
1997  ranking. 


PRESTIGE  OF 
PROFESSIONS 


THE  TOP 
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DOCTOR 

52% 

61% 
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51 

66 
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49 

29 
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45 

41 
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16 
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15 
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15 

17 
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14 

Nationwide  poll  of  1.006  adults,  asked 
which  professions  have  great  prestige 
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TALK  SHOW  tilt's  very  rewarding  to  him  because  it's  as 
family  for  him,  and  we  care  about  him.  I  don't  know  howl 
millions  that's  worth." — Callaway  Golf  founder  Ely  Callam 
declining  to  put  a  price  tag  on  his  unusual  endo  rsement  contram 
Betty  Ford  grad  John  Daly,  which  requires  the  golfer  to  stay  sobm 

IRS  BLUES 

PLEASE  STOP  (TAXIN'  HAIRDOS) 


IS  GEORGE  STRAIT  S  COWBOY 

hat  tax-deductible?  Nope. 
How  about  Madonna's  busti- 
er? Only  if  she  never  wears  it 
offstage.  But  performers  could 
tap  a  gusher  of  deduc- 
tions if  singer  Stevie 
Nicks  wins  her  fight 
with  the  irs.  Last 
July,  it  disallowed 
$260,000  in  expens- 
es taken  in  1991  by 
Nicks,  singer  with 
Fleetwood  Mac, 
who  perform  Clin- 
ton anthem  Don  't 
Stop  (Thinkin' 
About  Tomorrow). 
Nicks  is  appealing 
to  an  irs  panel. 

The  Feds  are  tra- 
ditionally hard  on 
artists  and  media  fig- 
ures. It  won't  allow 
TV  news  anchors  to  NICKS:  IR 


deduct  suits  worn  on 
cause  they  could  be  wd 
a  cocktail  party.  Nicksj 
yer  argues  that  $12,0C 
hair  and  makeup,  $43,C 
outfits,  and  other  t| 
should   be  deduJ 
since  they  are  a| 
ated  strictly 
Nicks's  stage  per 

The  irs  is  mi 
experts  say  Nick 
^^^a  tough  fight. 
^%  I  Its  doesn't  wa 
,.„»A  give  up  that  I 
of  money,"  | 
John  Mue 
consultant 
"It's  billioi 
dollars  if sroi 
talk  atlfe 
every  ark': 
hair  careiM 
co  stumer' 
S  target  Roy  Furcmt 


CONTINENTAL  RIFT 

MEDDLESOME  CHAP, 
THAT  TONY 

AT  THEIU   RECENT  SUMMIT, 

European  leaders  took  com- 
fort in  the  newly  elected 
British  Prime  Minister's 
pledge  to  be  a  constructive 
player.  But  despite  soothing 
words  during  the  conclave  at 
the  Dutch  seaside  town  of 
Noordwijk,  expect  to  see 
sparks  flying  soon  from  the 
European  Union.  Britain's 
Tony  Blair  plans  to  push  for 
changes  in  the  eu  toward  an 
Anglo-American  model  that 
French  President  Jacques 
Chirac,  in  particular,  resists. 

Take  Blair's  appointment 
of  Lord  Simon,  the  retired 
chairman  of  British  Petrole- 
um, as  his  trade  ambassador 
to  Europe.  Although  Simon 
is  an  advocate  of  Britain's 
joining  the  European  Mone- 
tary Union,  he  will  seek  to 
stomp  out  state  aid  to  indus- 
try, such  as  that  which  Air 
France  enjoys. 


In  addition,  there  stills 
wide  gulf  between  Brife: 
and  the  Continent  on  isle 
ranging  from  compaijp,' 
rights  to  fire  employee^ 
how  big  a  role  the  sjit 
should  play  in  the  econab 
Moreover,  Blair  is  oppc|e 
strongly  to  the  eu  taking 
a  defense 
role  along- 
side NATO, 
as  France 
and  Ger- 
many want. 

On  some 
issues  dear 
to  Chirac 
and  Ger- 
man Chan- 
cellor Hel- 
mut Kohl, 
Blair  is 
playing  along.  He  isn't  j 
pected,  for  example,  to  bll 
the  new  European  tre| 
overhauling  how  the  EU  I 
erates,  which  is  due  to  j 
signed  in  June.  But  keej 
lookout  for  regular  squav 
interrupted  by  only  occasio 
cooing  noises.    Stanley  RA 
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A/hat  Could  Be  More  Rewarding  Than  Double 
HHonors  Points  For  Your  Hilton  Stays? 


A  Free  Night  After  Three  Stays.  When  you  charge  your 

Double  Dip  -  stays  at  participating  Hilton,  Conrad  International  and  Vista  hotels  with  an  American  Express* 
Card  between  June  2  and  August  31, 1997,  you'll  earn  double  Hilton  HHonors-'  Base  points.  Plus,  you'll  earn  one 
free  weekend  night  after  every  three  Double  Dip  stays  during  the  same  period  -  up  to  three  free  nights.  Double 
Dipping  "  means  you  earn  both  HHonors  points  and  airline  miles  for  the  same  qualifying  stay.  It's  one  more  way 
that  Hilton  HHonors  Worldwide  is  making  your  business  travel  even  more  rewarding.  For  reservations,  call  your 


professional  travel  agent,  or  for  reservations  and  HHonors  enrollment, 

do  x/jore  * 


EXPRESS 


visit  HiltonNer  at  http://www.hilton.com  or  call  I  800-  HILTONS.  HHH  Cards 

Membership,  earning  and  redemption  of  points  are  subject  to  HHonors  Terms  and  Conditions  Normal  rules  for  earning  HHonors  points 
and  airline  miles  apply.  Refer  to  your  HHonors  program  membership  materials  for  rate  and  other  restrictions.  Limit  three  free  nights 
with  this  offer.  Free  nights  are  subject  to  availability  and  include  room  rate  and  tax  only,  and  do  not  include  incidentals,  other  taxes 
or  gratuities.  Blackout  dates  apply.  A  "stay"  refers  to  the  total  period  of  consecutive  nights  at  the  same  hotel,  whether  or  not  a  guest 
checks  out  and  back  in  again.  Members  will  be  notified  of  qualification  after  the  promotion  has  ended.  ©1997  Hilton  HHonors  Worldwide 


HILTON 


WORLDWIDE 


Up  Front 


SUPERMODELS 


CLAUDIA  SCHIFFER'S  BLONDE  AMBITION 


REVLON    IS   MOVING   ON  TO 

the  next  fresh  face.  And  su- 
permodel Claudia  Schiffer, 
ending  six  years  with  the 
beauty  products  company, 
has  joined  archrival  L'Ore- 
al.  While  Revlon  won't  ex- 
plain why,  it  states  that 
the  split  was  by  "mu- 
tual agreement." 
Does    this  mean 


that  at  the  ripe  age 
of  26,  Schiffer  should 
start  a  clothing  line, 
a  la  Cheryl  Tiegs? 
Not  really.  Industry 
insiders  suspect  that 
this  move  is  part  of 
Schiffer's  world 
plan,  aimed  at 
preparing  financially 
for  those  autumnal 
years  after  35.  Last 
September,  she  moved 
to  the  glitzy  Elite 
Model  Management, 
from  Metropolitan 
Modeling  Agency.  And 
this  May,  she  sought 
roles  while  at  the 
Cannes  Film 
Festival   pro-  SCHIFFER 


moting  her  first  part,  in  Abel 
Ferrara's  Blackout. 

The  German-born  blonde 
rakes  in  an  estimated  $8 
million  to  $14  million  a 
k  year.  At  L'Oreal,  she 
1  will  be  shilling  for  El- 


seve  hair  products  in- 
stead of  more  presti- 
gious makeup  and 
perfume  lines.  This 
has  tongues  wagging. 
"Shampoo  is  lower 
than  lipstick  in  the 
world  of  beauty," 
says  consultant  Alan 
Millstein.  "At  least 
it's  not  deodorant." 
Sources,  however, 
describe  Schiffer  as 
L'Oreal's  global  spokes- 
model  and  say  this  is  just 
her  first  campaign. 

Staying  with  Revlon 
are  Vendela,  Cindy  Craw- 
ford, Melanie  Griffith, 
Halle  Berry,  Karen  Duffy, 
Daisy  Fuentes,  and  just 
signed  Kim  Delaney.  Per- 
haps  Claudia  felt  too 
crowded.  Leah 
Shampoo  shill       Nathans  Spiro 


CORPORATE  COUPLINGS 


CONSULTANTS 
NEED  NOT  APPLY 

EXCEPT   WHEN  LOBBYING 

politicians,  companies  rarely 
share  resources. 
But  nine  corpora- 
;  tions  are  finding 
that  cooperating 
on  training  em- 
ployees can  save  them  money. 

The        manufacturers — 
Owens   Corning,  Motorola, 
General  Motors,  Deere  &  Co., 
Owens-Illinois,  Reynolds  Met- 
als, 3M,  Pilkington,  and  Aero- 
quip  Vickers— gave  $200,000 
each  to  create  LearnShare, 
which  started  up  in  Toledo  in 
September. 
The  center 
collect;:  courses 
donated  by  the  participants 
and  also  reates  them.  When 


a  need  arises,  members  con- 
tact LearnShare  for,  say,  a 
course  in  safe  manufacturing 
processes.  Classes  are  of- 
fered via  the  Internet  and  cr> 
rom.  Or  Motorola  might  in- 
vite nearby  gm  workers  to 
attend  a  class  on 
negotiating. 

LearnShare 
avoids  consultants' 
expensive  and  of- 
ten redundant  courses.  "We 
can  increase  quality  and  take 
the  best  of  each  other's  cours- 
es," too,  says  LearnShare  di- 
rector Rick  Corry.  He  esti- 
mates that  some  companies 
could  save  as  much  as  30% 
on  educational  expenses. 
Not  all  companies  appreci- 

_         _  ate  the  concept 
MOTOROLA  of  sharing. 

Says  Corry:  "McDonald's 
looked  at  me  like  I  had  three 
heads."  Lisa  Sanders 


DRAWN  &  QUARTERED 


SHOW  BIZ 

NO  DEARTH 

OF  DARTHVADER 

AFTER   THE   $250  MILLION 

blockbuster  reprise  of  his 
original  trilogy  earlier  this 
year,  Star  Wars  creator 
George  Lucas  is  assem- 
bling the  team  for  the 
next  film  trio  of  the  sci-fi 
series.  In  the  fourth 
episode,  villain  Darth 
Vader  will  be  seen — hel- 
metless,  of  course — as  an 
innocent  youth.  Although 
Lucas  declines  to  confirm 
his  stars,  industry  insid- 
ers say  he  has  signed  " 
Liam  Neeson  and  Natalie 
Portman.  Eight-year-old  Jake 
Lloyd,  who  appeared  in  the 
1996  comedy  Jingle  All  the 
Way,  is  playing  the  young 
Vader,  say  the  sources. 

Twentieth  Century-Fox 
Film  distributed  Star  Wars 


and  its  sequels  and  hamj 
the  20th  anniversary  j 
release.  Now  Fox  sour 
claim  that  Lucas  is  giving 
studio  verbal  assurance  th; 
will  get  first  crack  at  dist 
uting  the  next  trilogy  as  I 
Rehearsals  are  slated 


DARK  SIDE:  Birth  of  a  villain 


begin  in  June.  Lucas  is 
pected  to  direct  as  well  as 
nance,  write,  and  produce  ' 
films.  Although  much  will 
shot  at  London's  Leavesc! 
Studios,  sources  say  Lu< 
also  plans  to  film  in  Tunii 
and  Naples.    Ronald  Gro\ 


THE  BIG  PICTURE 


REVENGE  OF  THE  COUCH  POTATOES 

Revenues  from  video  rentals 
inched  up  over  the  past  six  years 
That,  combined  with  the  explo- 
sion in  the  number  of  video 
outlets  and  declining  per-house- 
hold  rentals,  explains  the 
industry's  recent  blah  results. 


TOTAL  CONSUMER 
SPENDING  ON  RENTALS 

BILLIONS  OF  DOLLARS 


'91  '92  '93  '94  '95  '96  '97' 
i  i  i  i  i  i  1 


NO.  OF  RENTALS  PER  VCR  HOUSEHOLI 

DATA  VERONIS.  SUHLER  S  ASSOCIATES.  WILKOFSK' 
GRUEN  ASSOCIATES  ADAMS  MEDIA  RESEARCH.  PAI? 
KAGAN  ASSOCIATES 

•ESTIMATI 


FOOTNOTES     In  a  1997  poll,  those  who  say  foreign  aid  stifles  the  U.S.  economy:  the  public,  66%;  economists,  1% 
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^^kere  you  can  find  some 
tke  solutions  we  ve  created. 


Business  success  stories 
ontheJntejTiet. 


FORTUNE 


1997 


HUNDRED 


^liere  you  can 
\   of  our  clients. 


find 


some 


companies  have  deploy  edl  nternet  and  Intranet  strategies  that  are  success  ful  1,  usiness  solutions. 
Web,  we  ve  create  d  h  undreds  of  customized  solutions  lor  a  diverse  range  of  clients,  including 
?  500  and  For  'lane  1000  companies  such  as  Northwestern  Mutual  Life  and  Harley-Davidson, 

as  companies  like  H  aworth  Corporation,  Catalina  Marketing  and  BigelowTea. 
vveb  is  a  leading  international  company  dedicated  to  delivering  powerful  Internet  and  Intranet 
lis  for  \  our  business-critical  neec  Is.  With  more  than  50  off  ices  nationwide,  we  deliver  comprehensive 
s,  including  initial  consultation,  strategic  and  architecture  planning,  site  design,  application  devel- 
t,  hosti  ng  and  site  marketing.  Finally,  theres  a  name  you  can  turn  to  thats  as  solid  as  the  clients 
k  for.  So  let  us  put  our  expertise  to  work  in  building  an  Internet  or  Intranet  solution  that  meets  your 
ss  objectives.  Visit  our  site  atwww.usweb.com/fortunell  or  call  1-888-USWEB-411,  ext.  216. 

iypl  US  WEB 

r 


t  1997  tISWet  Corporation.  USWeh  is  a  trademark  oI'L'SWeh  Corporation.  All  otlu-i' compan}  names  are  registered  trademarks  nr  trademarks  .if  their  respective  holders. 


If  we're  all  products  of  our 


environment,  maybe  you  should 


get  a  better  environment. 


In  the  age-old  nature-vs-nurture  debate,  score  one  f\m\t 


The  Mercedes-Benz  S-GIass  is  engineered  foi,  N 


pampering.  Inside,  elegance  abounds,  accented 


calyptus  or  burl  walnut  trim*  and  glove- sofHeatl 


ane  side  windows  provide  blessed  silence,  which       and  electrostatic  filters  to  help  improve  air  quality:"  It's 


leaker  Bose"  Beta  sound  system  fills  with  music       also  CFC  free,  to 


sing'.  The  automatic  climate  control  system  offers       help  out  with  the  environment  beyond  the  tinted  glass.  For 


jft.and  right  temperature  controls,  and  charcoal       more  information,  call  1-800-FOR-MERCEDES.  The  S-Class. 
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INSURERS  SHOULD  WEIGH  IN 

ON  THE  TOBACCO  TALKS  

Your  apt  commentary  notes  that  the 
wrong  parties  are  negotiating  society's 
best  chance  to  nail  down  tobacco's  re- 
sponsibilities to  its  past  and  present 
consumers  ("Tobacco:  Don't  jump  at  this 
deal,"  Legal  Affairs,  May  12).  Notably 
missing  in  action  are  insurers  of  Big 
Tobacco.  For  decades,  tobacco  makers 
have  crafted  ways  around  every  con- 
straint society  has  attempted  to  place  on 
them.  If  insurers  do  not  weigh  in  on 
these  negotiations,  the  tobacco  compa- 
nies will  negotiate  a  liability  scenario 
aimed  at  tapping  their  insurers  for  a 
portion  of  the  damages  and  defense 
costs  of  future  consumer  litigation. 

Reports  on  these  negotiations  already 
indicate  the  manufacturers'  efforts  to 
limit  future  lawsuits  to  cases  of  fraud  or 
negligent  misrepresentation,  not  product 
liability.  Insurers  have  long  excluded 
product  liability  for  tobacco,  but  they 
may  find  themselves  defending  and  in- 
demnifying tobacco  companies  for  other 
liabilities  that  survive  the  current  glob- 
al settlement  negotiations.  With  esti- 
mated annual  legal  defense  costs  of  $600 
million,  tobacco  manufacturers  have 
plenty  of  incentive  to  look  to  their  in- 
surers for  contribution. 

John  R.  Cashin 
Executive  Vice-President 
Willis  Faber  North  America  Inc. 

New  York 

STANDING  UP  TO 

IDEA  THIEVES  

Your  article  ("A  nest  of  software 
spies?"  Legal  Affairs,  May  19)  about 
ceo  Joseph  B.  Costello  fighting  to  pro- 
tect Cadence  Design  Systems'  intellec- 
tual property  is  a  good  read.  It  takes 
strong  people,  seeing  light  from  wrong, 
to  set  an  example.  With  today's  fast- 
moving  technology  developments,  too 
few  incidents  based  on  high  principles 
are  reported.  The  article  is  a  reminder 
of  our  responsibility  to  stand  up  for 
right  and  reject  the  passive  point  of 
view.  I  wonder  just  how  quickly  those 


who  copy  the  ideas  of  others  woul  p 
act  if  someone  were  to  copy  their  es 
and  years  of  hard  work? 

Alan  w| 
Bellevue,  Va 

WRONG  RECIPE 

FOR  MILLER  

Miller  Brewing's  decision  to  dish 
its  ethnic  marketing  department  ("% 
ed  colors  of  Miller,"  Marketing,  May ! 
is  ill-advised — particularly  when  it  ce, 
to  reaching  the  Hispanic  market,  i 
more  than  $220  billion  in  purchsj 
power,  this  is  the  nation's  fastest-gj' 
ing  ethnic  consumer  market.  Unlikei, 
er  ethnic  markets,  Hispanic  consiu 
crave  imagery  that  addresses  their  ^ 
ture  and  heritage  directly. 

Hispanic  Americans  especially 
to  tune  out  marketing  imagery  thftf 
too  politically  correct  or  ethnicallyfta 
anced.  Miller's  strategy  to  developM 
that  seek  to  cut  across  all  cultjH 
groups  ignores  the  whole  point:  Klv^ 
your  target  market. 

Robert  Hernandez,  Presiiili 
rbh  Dk 
Austin,  T; 

A  DEFICIT  THIS  SMALL 
MEANS  RECESSION  UP  THE  ROAI 

It  is  universally  recognized  thath> 
tax  structure  provides  an  "automjaj 
stabilizer"  ("How  long  can  this  la|8 
Cover  Story,  May  19).  For  examle 
during  a  downturn,  tax  revenues ;« 
cline  as  income  drops,  and  governnn 
spending  rises  as  transfer  payme;s 
such  as  unemployment  compensate 
rise.  Note  that  the  last  recession^ 
1990,  resulted  in  annual  deficits  ijty 
peaked  at  about  $300  billion. 

The  opposite  is  also  true.  A  grovl 
economy  is  universally  recognizee] 
cause  the  deficit  to  drop,  and  indi<3 
most  analysts  recognize  that  the  <| 
rent  low  deficit  of  about  $75  billioii 
the  result  of  economic  growth.  Agn 
the  tax  structure  is  such  that  stroni 
growth  increases  federal  revenues  :Bi 
enough  to  reduce  the  deficit.  And  lol 
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The  global  village  is  a  reality. 
Business  is  no  longer  just 
done  interstate.  It's  done 
internationally.  And  you 
need  a  staffing  partner  who 
is  already  there.  That's  where 
Management  Recruiters 
International  Global  Human 
Resource  Network  comes  in. 
With  over  4,000  recruiters 


in  more  than  40  countries, 
MRI's  search  professionals 
live  in  and  are  familiar  with 
the  local  market.  So  they 
know  the  local  currencies, 
customs,  pay  scales  and 
benefit  packages.  And  most 
importantly,  the  process 
for  hiring  "nationals"  where 
you  do  business. 


From  Europe  and  Australia    Sales  Consultants 
to  South  Africa  and  South 
America,  MRI  can  help  Management 
you  find  talented  people  Recruiters 
wherever  you  do  business. 

For  more  information,  CompuSearch 
call  800-875-4000 
or  visit  our  website  at       OfficeMates  5 
www.mrinet.com. 


M\l  Intelligent  Staffing  Solutions. 

www.mrinet.com 


Readers  Report 


A  great  guide 
to  making 
io  money  in  the 
stock  market. 

—MICHAEL  F.  PRICE, 

President,  Mutual  Series  Funds.  Inc. 

"This  book 
is  great!" 

i\.    —ALAN  "ACE"  GREEIUBERG 

Chairman  of  the  Board,  Bear  Stearns 


"Consider  this  book  your 
treasure  map  to  stock 
market  fortune!" 

—  MICHAEL  STEIWHARDT. 

the  "Dean"  of  Wall  Street 
hedge  fund  managers 


I  hope  few  investors  read 
this  smart,  sophisticated, 
fun  book.  I  don't  want 
competition  profiting  from 
its  very  real  insights." 

-ANDREW  TOBIAS, 

bestselling  author  of 
The  Only  Investment  Guide 
You'll  Ever  Need 


YOU  CAN 


(Even  if  you're  \ 
not  too  smart!  | 

UNCOVER  THE  SECRET  HIDING  PLACES 
OF  STOCK  MARKET  PROFITS 

JOEL  GREENBLATT 


fv 


SIMON  &  SCHUSTER 

A      VIACOM  COMPANY 

http://www.SimonSays.com 


transfer  payments  reduce  the  growth 
of  federal  spending.  What  is  overlooked 
is  that  this,  too,  is  an  automatic  stabi- 
lizer. Deficit  reduction  has  a  contrac- 
tionary bias,  just  as  an  increasing  one 
has  an  expansionary  bias.  The  economy 
expands  until  the  deficit  is  small  enough 
to  cause  the  next  slowdown. 

Warren  Mosler 
West  Palm  Beach,  Fla. 

PUTTING  THE  WRONG  SPIN 

ON  SPIN  MAGAZINE?  

We  were  dismayed  by  the  inaccurate 
characteristics  attributed  to  Spin  in 
David  Leonhardt's  "How  big  liquor 
takes  aim  at  teens"  (Marketing,  May 
19).  Leonhardt's  claim  that  "almost  50% 
[of  Spin  readers]  are  under  21"  is  strict- 
ly false.  In  reality,  Spin's  "hard  data" 
subscriber  study,  conducted  by  inde- 
pendent research  firm  beta  Research, 
indicated  only  a  24%  underage  reader- 
ship. The  quote  you  attributed  to  me 
about  Spin's  having  a  "sizable  teen  au- 
dience" was  irresponsibly  truncated. 
What  I  actually  said  was  that  Spin  does 
have  a  sizable  teen  audience,  but  the 
notable  majority  of  our  readers  (over 
75%)  are  above  the  legal  drinking  age. 

Jason  Roth 
Public  Relations  Director 
Spin 
New  York 

Editor's  note:  A  study  by  Mediamark 
Research  Inc.,  cited  in  our  commen- 
tary, says  1^8%  of  Spin  readers  are  un- 
der 21.  Spin  disputes  MRl's  findings. 

KAISER:  QUALITY  OF  CARE 
HASN'T  SUFFERED  A  BIT  

The  article  "How  Kaiser's  cost-slash- 
ing nicked  its  image"  (News:  Analysis  & 
Commentary,  Apr.  21)  irresponsibly 
speculates  that  we  at  Kaiser  Perma- 
nente  may  be  sacrificing  quality  in  our 
efforts  to  lower  health-care  costs.  Noth- 
ing could  be  further  from  the  truth. 

Our  organization  has  earned  its  envi- 
able reputation  in  the  health-care  com- 
munity because  of  our  focus  on  quality. 
We  have  thrived  for  over  50  years  by 
operating  on  the  premise  that  quality 
care  results  in  lower  costs.  Sacrificing 
quality  to  save  money  is  a  proposition 
without  logic;  the  most  expensive  way 
to  care  for  people  is  to  do  it  poorly. 

Regrettably,  things  can  and  do  go 
wrong  in  any  health-care  organization. 
We  have  always  accepted  responsibility 
for  our  actions  and  acted  quickly  to  re- 
solve problems. 

At  our  Richmond  (Calif.)  facility,  we 
have  corrected  problems,  and  the  State 


Department  of  Health  Services  andB 
eral  Health  Care  Financing  AdmB 
tration  are  both  satisfied  with  those* 
rective  actions.  In  Texas,  the  insurjl 
commissioner  dismissed  as  "allegatijsjf 
most  of  the  audit  report  conductem 
his  own  department.  Nevertheless!: 
have  reached  an  agreement  withB 
commissioner  and  undertaken  a  plal 
modify  certain  procedures. 

To  suggest  that  the  quality  offt 
health  care  is  subordinate  to  the  dm 
to  control  costs  also  ignores  onfr 
Kaiser  Permanente's  bedrock  princiM 
our  unique  partnership  between  p» 
cians  and  nonphysician  managers.  1 
are  a  not-for-profit  health-care  or» 
zation,  where  doctors — not  insur» 
companies — make  decisions  affecj 
health  care.  The  record  shows  ■ 
Kaiser  Permanente  sets  and  meets! 
highest  standards  for  health  care,  rj$ 
sured  by  performance  and  outcome! 

Kaiser  Permanente  welcomes  pift 
scrutiny,  but  it  also  expects  to  be  tm* 
characterized  by  respected  news  08 
nizations  such  as  yours. 

David  M.  Lawrence,  IVfe 
Chairman  and  S( 
Kaiser  Perman« 
Oakland,  Cp 

EUREKA!  THERE'S  GOLD  IN 
WORLD  GOVERNMENT  HOARDS 

business  week's  report  on  theft 
plosive  growth  in  gold  exploration  (m- 
that  glitters  is  not  Bre-X,"  FinaM 
May  19)  totally  ignored  the  mas*, 
environmental  damage  these  unne* 
sary  new  mines  will  cause. 

The  growing  commercial  demand! 
gold  could  easily  be  met  if  central  bs§ 
and  other  gold  hoarders,  who  own  el 
half  the  world's  gold,  started  liquidam 
what  has  become  a  terrible  infla™ 
hedge.  Inflation-fearing  investors 
now  do  better  holding  financial  ass€ 

Some  central  banks  have  been  sel 
gold,  to  their  taxpayers'  benefit;  ( 
many's  just-announced  "revaluation 
its  gold  holdings  could  lead  to  the 
tial  liquidation  of  its  gold  stock. 
U.  S.  government,  which  owns  m 
than  6%  of  the  world's  gold,  worth 
billion,  should  provide  environmei 
leadership — while  reducing  the  buc 
deficit — by  starting  to  sell  its  gold. 

Bert 
Alexandria, 

INVESTORS  GAVE  INFLATION 
THE  KNOCKOUT  PUNCH  

By  claiming  that  service-sec 
improvements  are  responsible  for  I 
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Guess  which  company 
an  take  you  where 
you  want  to  go 

on  the 
Internet? 


(f Sun  Microsystems.  With  15  years  of  Internet  experience,  we  have  the  expertise 
<SstiU    -  not  to  mention  the  industry's  most  comprehensive  array  of  products  -  to 
help  you  develop,  deploy,  and  manage  an  Internet 


solution  that  meets  your  business  objectives.  For  details,  visit 
us  at  www.sun.com  THE  NETWORK  IS  THE  COMPUTER™ 


a  CnTfa-  Cup  Logo,  and  The  Nciuork  Is  The  Compiiier 


Clockwise  from  lop  left,  that's  Jack  Daniel.  Jess  Motlow,  Lem  Tolley,  Frank  Bobo  and  Jess  Gamble.  (Jimmy's  in  the  middle.) 

JACK  DANIEL'S  HEAD  DISTILLER,  Jimmy 
Bedford,  has  lots  of  folks  looking  over  his  shoulder. 

Since  1866,  we've  had  only  six  head  distillers. 
(Every  one  a  Tennessee  boy,  starting  with 
Mr.  Jack  Daniel  himself.)  Like  those  before 
him,  Jimmy's  mindful  of  our  traditions, 
such  as  the  oldtime  way  we  smooth  our 
whiskey  through  10  feet  of  hard  maple 
charcoal.  He  knows  Jack  Daniel's 
drinkers  will  judge  him  with  every  sip. 
So  he's  not  about  to  change  a  thing. 
The  five  gentlemen  on  his  wall  surely 
must  be  pleased  about  that. 


SMOOTH 
TENNESSEE 


SIPPIN' 
WHISKEY 


Vour  friends  at  Jtmk  Daniel's  remind  you  u>  drink  responsibly 


Tennessee  Whiskey  •  40-43%  alcohol  by  volume  (80-86  proof)  •  Distilled  and  Bottled  by 
Jack  Daniel  Distillery,  Lem  Motlow,  Proprietor,  Route  1,  Lynchburg  (Pop  361),  Tennessee  37352 

Placed  in  the  National  Register  of  Historic  Places  h*  the  United  State*.  ( jovemment. 
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oks 


rHOUT  A  FACE 

ibiography  of  Communism's  Greatest  Spymaster 

js  Wolf  with  Anne  McElvoy 
367pp  •  $25 


E  SPY  WHO  CAME  IN 
Til  EXCUSES 


st  Germany's  Markus  Wolf  was 
he  Soviet  bloc's  most  accom- 
ilished  spook.  As  head  of  East 
ly's  foreign  intelligence  service 
most  of  the  cold  war,  he  suc- 
y  penetrated  NATO  and  operat- 
>usand  agents  in  West  Germany, 
g  two  in  the  offices  of  its  Chan- 
He  was  smart  and  innovative, 
ing,  for  instance,  the  use  of 
)"  spies  who  preyed  on  lonely 
*ies  in  man-short  postwar  Ger- 
ie  may  well  have  been — as  he 
1  Man  Without  a  Face,  his  kiss- 
-not-quite-all  memoir — technical- 
iest  spy,  East  or  West, 
s  efforts,  however,  couldn't  save 
en  and  repressive  East  German 
which  collapsed  along  with  the 
empire  in  1989.  Wolf  perceived 
5  from  the  get-go.  In  June,  1953, 
mple,  less  than  four  years  after 
ition  of  the  East  German  state, 
erlin  workers  staged  an  upris- 
st  Berlin  radio,  and  possibly  the 
jed  on  the  protests  against  high- 
prices  and  production  quotas. 
If  says  he  understood  what  tin- 
id  the  rebellion — communist  eco- 
nismanagement  and  the  repres- 
licies  of  party  supremo  Walter 
t. 

unvarnished  truths  from  the 
ide  of  the  Iron  Curtain  are  the 
suit  of  Man  Without  a  Face.  The 
so  excels  when  dealing  with  the 
itty  of  espionage.  Forget  James 
Volf  tells  us.  Murphy's  Law  pre- 
is  when  a  top-secret  Aeroflot 
i  Cuba  with  Wolf  aboard  ran  out 
and  was  forced  to  land  in  New 

the  height  of  the  cold  war.  But 
Tioir  fails  in  its  other  main  pur- 

0  exculpate  Wolf  from  blame  for 
stem's  evils.  The  author  is  on 
noral  ground  as  he  loyally  sol- 

1  amid  the  serial  repressions  of 
'lin  uprising,  the  1956  Hungarian 


revolt,  and  the  Prague  Spring  of  1968. 
His  thesis  that  socialism  is  superior  to 
capitalism  but  was  cursed  with  flawed 
leaders  is  downright  naive. 

In  many  ways,  Wolf  had  a  privileged 
life.  The  son  of  a  noted  Jewish  commu- 
nist doctor  and  author,  Wolf  and  his 
family  fled  Nazi  Germany  via  France 
for  the  Soviet  Union  in  1934.  There,  he 
spent  the  rest  of  his  formative  years, 
from  age  11  to  22.  A  member  of  the 
Young  Pioneers  communist  youth  move- 
ment, Wolf  attended  the  Comintern 
school  for  the  children  of  in- 
ternational communist  brass, 
became  a  dedicated  comrade, 
and  was  groomed  for  future 
political  assignments. 

Such  apparent  advantages 
proved  to  be  handicaps,  says 
Wolf,  as  they  led  him  to  ra- 
tionalize Soviet  lies  and  half- 
truths.  Josef  Stalin's  terror 
became  a  fight  against  bar- 
baric enemies,  while  the  se- 
cret war  against  democratic 
West  Germany  seemed  a 
struggle  to  prevent  the  reemergence  of 
Nazism.  All  of  which  amounts  to  saying 
that  Wolf  was  duped — despite  his  privi- 
leged access  to  intelligence  and  the 
Western  press. 

Even  less  persuasive  is  Wolfs  Pontius 
Pilate  act,  in  which  he  repudiates  any 
culpability  for  the  State  Security  Min- 
istry's ferocious  internal  repression.  The 
hated  Stasi  blackmailed  and  cajoled  mil- 
lions of  East  Germans  into  snooping  on 
and  denouncing  one  other.  Wolf  argues 
that  other  Stasi  departments,  not  his 
foreign-intelligence  section,  were  to 
blame.  He  should  know  better:  In  a 
youthful  stint  as  radio  reporter,  he  cov- 
ered the  Nuremberg  trials,  at  which 
Nazi  war  criminals  unsuccessfully  of- 
fered similar  arguments  in  an  attempt 
to  absolve  themselves. 

Wolf  was  at  the  heart  of  the  East 


German  system,  however  much  he  tries 
to  minimize  his  role.  He  was  one  of  the 
first  recruits  to  the  country's  spy  seivice 
when  it  was  set  up  in  1951,  becoming  its 
head  from  1952  until  he  retired  in  1986. 
Although  he  never  held  high  political 
office,  he  was  a  card-carrying  member 
of  the  nomenklatura  and  a  key  shaper 
of  the  country's  security  policies. 

He  is  certainly  proud  of  his  triumphs 
on  the  regime's  behalf.  His  greatest 
coup  was  the  placement  of  mole  Giinter 
Guillaume,  who  rose  through  the  ranks 
of  West  Germany's  Social  Democratic 
Party  to  become  a  key  aide  to  Chancel- 
lor Willy  Brandt.  But  it  was  a  Pyrrhic 
victory  Guillaume  was  apprehended  in 
April,  1974.  His  unmasking  was  the  final 
blow  to  Brandt,  who  was  forced  from  of- 
fice. And  Brandt,  with  his  Ostpolitik  fa- 
voring detente  with  Eastern  Europe, 
was  one  of  the  best  friends  East  Berlin 
ever  had. 

Another  crucial  effort,  industrial  es- 
pionage, proved  a  dismal  failure.  At 
one  point,  says  Wolf,  the 
East  German  computer 
company  Robotron  tried  to 
keep  pace  with  Western  ad- 
vances, acquiring  knowledge 
and  software  through  a 
mole  in  IBM  Germany's 
Stuttgart  headquarters.  But 
as  I  discovered  during  a  vis- 
it to  Robotron's  main  Dres- 
den plant  in  the  spring  of 
1989,  the  West's  ban  on 
high-technology  exports  to 
the  Soviet  bloc  had  severely 
hobbled  Robotron. 

Despite  the  more  blatantly  self-serv- 
ing passages  of  his  book,  Wolf  is  not  an 
entirely  dishonorable  person.  For  ex- 
ample, as  Germany  reunified,  he  had 
the  courage  to  stay  on  rather  than  flee 
to  Moscow.  During  the  East  German 
regime's  dying  days,  he  even  appeared 
in  public  to  argue  for  reform.  The 
crowds  hissed  him,  profoundly  suspi- 
cious of  his  llth-hour  conversion.  Then, 
reunited  Germany  tried  to  nail  him  for 
treason,  but  its  federal  Supreme  Court 
overturned  his  conviction.  Even  now, 
though,  Wolf  seems  barely  to  grasp  the 
irony:  He  was  saved  by  the  very  demo- 
cratic institutions  that  he  attempted  for 
so  long  to  undermine. 

BY  JOHN  TEMPLEMAN 
Templeman  was  business  week's 
Bonn  bureau  chief  from  1987-96. 
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OUR   PRODUCTS  GO  FASTER. 
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Prices  reduced  up  to  21%'. 
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Compaq  Deskpro  4000  Family 
Prices  reduced  up  to  I9%! 
Now  starting  at  S  1,269* 


Compaq  Netelligent  Networking  Products 

Selet  ted  -\\  itc  hes  reduced  up  to  22%! 


Compaq  Monitors 

Entire  line  o(  award-winning  monitors. 
Prices  reduced  up  to  I2%! 


Compaq  LTE  5000  Family 
Prices  reduced  up  to  I  i%"  on 

LTE  5300,  LTE  5  380,  and  LTE  5400, 


Compaq  Armada  1100  Family  and  Armada  4100  Family 

Prices  reduced  up  to  SO",,'  on  Armada  1100  Family.  Plus 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


readin;  writin', 
and  the  internet 


Schools  need  sawy 
to  bring  kids  online: 
Here  are  a  host  of 
ways  to  get  it 

I was  in  elementary  school 
when  the  launch  of  Sput- 
nik set  off  a  national  pan- 
ic over  science  education. 
Within  months,  fancy  science 
equipment  began  pouring  into 
our  school.  But  no  one  both- 
ered training  the  teachers  to 
use  it,  and  the  gear  ended  up 
collecting  dust. 

The  passion  to  give  schools 
Internet  access  could  lead  to 
a  similar  sad  end.  Politicians, 
from  President  Clinton  to 
Newt  Gingrich,  believe  that 
getting  on  the  Net  is  a  good 
thing.  Under  the  1996 
Telecommunications  Act,  the 
Federal  Communications 
Commission  is  levying  the 
equivalent  of  an 
annual  $2.25  bil- 
lion tax  on  busi- 
ness phone  bills  to 
subsidize  access 
for  schools  and 
libraries. 

CHIPPING  IN.  The 

trouble  is,  no  one 
seems  to  know 
which  of  the  myri- 
ad problems  fac- 
ing American  ed- 
ucation internet 
apcess  can  solve. 
Student  access  tn 
the  World  Wide 
Web  is  useful,  bud 
probably  less  so 
\than  access  to  a 
good  jibj^rfy.  Perusal  of 
schooPnin  Web  sites  suggests 
that  most  of  them  serve 
mainly  to  give  kids  a  chance 
to  design  Web  pages,  a  use- 
ful, but  hardly  critical,  skill. 
There's  little  evidence  that 


THE  TELECOM 
FUND 

EEBUpto  $2.25 
billion  a  year 


FUNCTION 


Subsidize 
discounts  of  20%  to 
90%  off  Internet  access 
and  other  telecommuni- 
cations services  for 
schools  and  libraries. 
The  neediest  institu- 
tions get  the  biggest 
subsidies. 


FUNDING 


Fees  levied 
on  business  phone  bills 

DATA  FEDERAL  COMMUNICATIONS 
COMMISSION 


many  schools  are  integrating 
the  technology  into  curricu- 
lums  or  providing  such  basic 
services  as  putting  an  activi- 
ties calendar  and  homework 
assignments  on  the  Net  so 
that  parents  can  check  them 
from  home. 

One  obvious  reason  is  that 
school  systems  don't  provide 
teachers  and  administrators 
with  the  new  skills  they 
need.  A  recent  study  by  the 
Educational  Testing  Service 
found  that  only  15%  of  teach- 
ers had  received  even  nine 
hours  of  training  in  educa- 
tional technology.  Billions  of 
federal  dollars  wall  be  wasted 
unless  vStates  and  school  dis- 
tricts do  their  part. 

Fortunately,  educators  can 
take  advantage  of  some  well- 
established  programs  and 
promising  experiments.  One 
of  the  most  interesting  is 
Co-NECT  Schools 
(co-nect.bbn.com), 
part  of  a  galaxy 
of  education  re- 
form projects  or- 
ganized by  the 
Educational  Com- 
mission of  the 
States  and  its 
New  American 
Schools  project. 
There  are  38  Co- 
nect  schools  in  7 
states.  To  qualify, 
schools  must  link 
their  computers 
on  an  internal 
network  that  in 
turn  is  connected 
to  the  Internet. 
They  also  are  expected  to 
provide  teachers  with  the 
training  needed  to  carry  out 
Co-nect's  broad  educational 
reforms,  which  include  keep- 
ing classes  and  teachers  to- 
gether for  more  than  one 


GORE  AND  CLINTON:  Wimii/  it 
classroom  on  NetDay96 

year  and  intensive  evalua- 
tion of  student  progress.  It 
also  provides  such  services 
as  lesson  plans  for  teachers 
and  discussion  groups  for  ed- 
ucators, and  help  in  using 
networks  to  automate  school- 
management  chores.  But  the 
main  factor  that  has  limited 
participation  is  probably  the 
cost,  estimated  by  ECS  at  a 
minimum  of  $55,000  per 
school  per  year. 

These  demands  are  simply 
too  much  for  many  schools. 
On  a  more  modest  scale,  the 
Global  SchoolNet  Foundation 
(www.gsn.org)  provides  a 
clearinghouse  of  valuable  in- 
formation on  the  effective  use 
of  computers  and  the  Inter- 
net. Among  other  services, 
GSN  sponsors  conferences  and 
courses  for  teachers,  distrib- 
utes classroom  projects,  and, 
as  GSN  puts  it,  "provides 
training  wheels"  for 
educators. 

One  school  that  appears  to 
have  made  its  network  part 
of  nearly  every  activity  is 
New  York's  Dalton  School 


(www.dalton.org).:  I 
course,  being  a  letting 
private  school  with  t. 
than  $5  million  injech- 
nology  grants  helpsmor- 
mously.  But  less  wU- 
dowed  schools 
study    Dalton's  jiVrt 
pages  for  ideas,  whii  u 
elude  projects  rapi 
from  a  simple  sdw 
notebook  for  younjpi 
dents  to  an  interSv 
tour  of  Dostoyevv 
Crime  and  PunishmS 
Commercial  prolfets 
also  can  help  schooliiusi 
the  Net  effectivelyjFo> 
example,  MathviewjBft 
ware    from  WatW'n 
Maple  Inc.,  priced  a$9 
gives  teachers  an  ia.' 
way  to  create  intercfevi 
math  work  sheet™ 
posting  to  a  Web  lit 
Students,  using  a  biifrs 
er  and  a  free  plug-irpo 
gram,  can  view  the  pe 
sheets  and  can  exwi: 
ment  by  changing  vfks 
and  seeing  what  harm 
_  to  equations  or  grapl 

KID-PROOF,  NETSChools  (\m 

netsehools.net),  a  Mouiti! 
View  (Calif.)  startup  com 
ny,  has  more  ambitious  pes 
For  around  $1,200  per  (id 
financed  over  five  yearsfc 
company  will  provide  scllpl 
with  a  complete  network 
eluding  a  custom,  kid-pft 
Windows  95  laptop  for  ll 
student  and  software  tofi 
minister  the  system  and  ;» 
mate  school-managerte 
tasks,  including  tesA 
progress  monitoring,  wn 
attendance. 

Given  the  financial  realfc 
facing  school  distrfc 
NETschools,  which  is  in  jh1 
midst  of  its  first  installap 
in  El  Paso,  is  unlikely  to  m 
a  huge  number  of  taker's,  k 
there  are  far  less  expena 
ways,  especially  investing 
teacher  training,  to  irl 
technology  an  effective  fm 
of  education.  Do  you  kno\l> 
schools  that  are  doing  ank1 
ceptionally  good — or  exclj 
tionally  bad — job?  Send  |< 
an  E-mail  message  or  al 
to  let  me  know  about  it.  I 
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e  first  thing  we  reconfigured 
on  our  enhanced  Business 
Class  was  the  passenger. 


We  started  with  your  feet. 
And  legs. 
And  back. 

And  we  intend  to  improve 
your  state  of  mind  as  well. 
In  fact,  all  the  enhancements 
on  our  smoke-free 
Transatlantic  Business  Class 
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NT  BE  FOOLED 
APRIL'S  SLOWDOWN 

[dent  consumers  are  likely  to  lead  stronger  third-quarter  growth 


5.  ECONOMY 


!  UPTREND  IN 
RS  CONTINUES 


MONTH  MOVING  AVERAGE 


APR.  '97 

OF  DOLLARS 
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The  economy  is  backing  down 
from  its  overly  aggressive 
£ht?  The  April  data  certainly  looked  that  way. 
not  raising  interest  rates  on  May  20,  the  en- 
at  the  Federal  Reserve  seem  confident  that 
ring  trend  will  continue. 

he  May  numbers  are  starting  to  tell  a  different 
igh  consumer  optimism  and  early-bird  glimpses  of 
ing  from  car  sales  to  retail  buying  to  job  growth 
that  the  economy  is  especially  sturdy  right  now 
:  it  isn't  going  to  go  down  without  a  fight. 

Looking  at  gross  domestic 
product,  second-quarter  growth 
is  slowing  from  its  rambunc- 
tious first-quarter  pace,  per- 
haps sharply,  to  a  Fed-friendly 
2%  or  less.  One  possible  re- 
straint on  growth  could  be  a 
smaller  inventory  accumula- 
tion than  in  the  first  quarter, 
when  stock  levels  shot  up.  But 
even  here,  the  size  of  the  drag 
is  not  yet  clear.  Inventories 
very  lean  relative  to  sales,  and  factory  orders 
rising  (chart). 

i  the  first  quarter's  surge  in  imports,  it  may 
many  of  those  inventories  came  from  abroad,  in 
ase  the  onus  of  reducing  them  would  fall  more 
gn  producers,  not  on  U.  S.  manufacturers.  Any 
in  imports  would  count  as  a  plus  for  gross  do- 
jroduct,  offsetting  some  of  the  inventory  drag, 
in  mind,  though,  that  even  if  second-quarter 
slows  to  2%,  the  first-half  average  still  is  4%, 
ie  as  the  pace  of  the  past  four  quarters.  That's 
:  real  key  to  the  outlook — for  both  the  economy 
i  policy — is  the  third  quarter.  Despite  the  ex- 
softening  in  this  quarter's  gdp  growth,  the  sup- 
ider  consumer  spending,  business  outlays,  and 
al  output  appear  every  bit  as  strong  now  as 
:re  last  winter.  As  long  as  that  holds  true,  GDP 
is  more  likely  to  speed  up  next  quarter  than  it 
ly  down. 

HESS  CONSUMERS  are  the  main  rebuttal  to 
ing  slowdown  scenario.  Amid  the  strongest  labor 
5  in  23  years  and  a  record-breaking  stock  mar- 
it  surprising  that  consumer  confidence  in  May 
;o  a  28-year  high?  The  Conference  Board's  index 


jumped  from  118.5  in  April,  to  127.1,  as  households 
showed  bursting  optimism  in  both  present  economic 
conditions  and  their  expectations  of  the  future  (chart). 

For  some  time,  consumers  increasingly  believed  that 
the  present  situation  was  improving.  Until  recently, 
though,  their  assessment  of  prospects  for  the  future 
were  more  reserved.  But  in  May,  their  expectations 
matched  the  boom  levels  of  the  mid-1980s.  May  confi- 
dence in  all  nine  regions  surveyed  was  higher  than  it 
was  six  months  ago. 

WHY  SUCH  EUPHORIA?  Jobs  are  the  biggest  reason, 
and  job  growth  may  not  be  slowing  the  way  the  March 
and  April  payroll  data  had  suggested.  The  Conference 
Board's  survey  showed  that  35.8%  of  households  rated 
jobs  as  "plentiful,"  the  highest  proportion  since  1969, 
while  only  17.2%  said  jobs  were  "hard  to  get,"  the 
lowest  also  since  1969.  In  addition,  employment  ex- 
pectations continued  to  improve. 

Moreover,  by  mid-May,  initial  claims  for  unemploy- 
ment benefits  had  fallen  back  to  the  low  levels  plumbed 
earlier  this  year,  after  rising  in  April.  That  increase  now 
appears  to  have  been  the  temporary  result  of  auto  in- 
dustry strikes  and  Midwest  flooding,  and  a  strong  re- 
bound in  May  job  growth  would  not  be  out  of  the 
question  when  the  Labor  Dept.  reports  its  employ- 
ment data  on  June  6.  The  consensus  view  is  that  non- 
farm  payrolls  increased  a  strong  220,000  last  month. 

Because  consumer  spending 
started  the  second  quarter  on 
such  a  soft  note,  household 
outlays  this  quarter  are  set  to 
post  only  a  tepid  rise  follow- 
ing one  of  the  two  biggest 
quarterly  advances  of  this  six- 
year  expansion.  However,  May 
spending  appears  to  be  looking 
stronger.  The  weekly  ur  Red- 
book  Research  tally  shows 
buying  at  department  and 
chain  stores  through  May  24  up  a  seasonally  adjusted 
0.5%  from  April. 

Also,  car  sales  are  looking  better  in  May.  Based  on 
partial  May  data.  Ward's  Automotive  Reports  projects 
that  May  light- vehicle  sales  will  reach  an  annual  rate  of 
15.1  million,  up  sharply  from  April's  14.3  million  pace, 
which  was  depressed  by  harsh  weather  and  strike-re- 
lated shortages  of  some  hot-selling  models.  Shortages 
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also  will  hamper  May  sales  a  bit,  since  Detroit  is  only 
now  getting  back  to  full  production. 

High  confidence  in  the  economy  and  the  labor  mar- 
kets, along  with  the  stock  market  gains,  are  the  reasons 
why  housing  continues  to  hold  up,  even  though  mort- 
gage rates  in  May  are  up  slightly  from  where  they 
were  earlier  in  the  year.  Sales  of  existing  homes  fell 
only  2.4%  in  April,  to  an  annual  rate  of  4.06  million,  just 
a  shade  below  the  first-quarter  average  (chart).  April 
resales  increased  in  the  Northeast,  declined  in  the 
South  and  West,  and  were  flat  in  the  Midwest.  House- 
holds have  made  lots  of  money  in  the  past  year  and  are 
plowing  some  of  it  back  into  big-ticket  items,  which  is 
why  businesses  are  ordering  more  from  manufacturers. 

RISING  FACTORY  ORDERS  suggest  little  reason  for  a 
letup  in  industrial  activity  in  coming  months.  Book- 
ings for  durable  goods  rose  1.4%  in  April,  retracing 
some  of  the  2.2%  drop  in  March.  Transportation  equip- 
ment, mainly  aircraft,  led  the  April  gain,  but  even  ex- 
cluding the  volatile  aircraft  sector,  bookings  stood  well 
above  their  first-quarter  average. 

Moreover,  the  outlook  for  capital  spending  remains 
excellent.  Excluding  aircraft,  private-sector  orders 
for  capital  goods  dipped  0.6%  in  April,  but  they  still 
are  way  ahead  of  their  first-quarter  level,  which 
soared  at  an  annual  rate  of  23%  from  the  fourth  quar- 
ter. Amid  the  ongoing  vibrancy  in  high-tech  invest- 
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ment,  strong  demand  and  good  profits  also  appe 
be  fueling  a  pickup  in  business  investment  in  1 
tional  capital  equipment,  which  had  slowed  last 
Orders  for  industrial  equipment  jumped  2.2%  in  i 
the  fifth  consecutive  monthly  advance. 

As  the  recently  released 
minutes  of  the  Fed's  Mar.  25 
policy  meeting  show,  the  cen- 
tral bank  will  be  watching  the 
new  data  closely.  In  addition 
to  hiking  rates,  the  policy- 
makers removed  the  bias  to- 
ward tighter  policy  that  had 
been  in  place  for  eight  months. 
While  a  majority  felt  that 
"additional  policy  tightening 
might  be  needed,"  they  didn't 
want  to  "establish  a  presumption  about  further  : 
term  policy  tightening."  Those  opposed  to  remc 
the  bias  agreed  to  accept  the  decision,  but  "with 
ful  monitoring  of  new  developments  for  any  signs  c 
need  for  prompt  action." 

Those  signs  may  show  up  sooner  rather  than  ] 
That's  because  such  fundamentals  as  jobs,  inco 
profits,  interest  rates,  and  generally  supportive  fina 
market  conditions  argue  that  third-quarter  growth 
be  closer  to  4%  than  2% .  That's  an  economic  recip 
prompt  action  if  there  ever  was  one. 
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EXPORTS  WILL  BOOST  A  TAXING  ECONOMY 


The  economy  is  recovering 
moderately,  say  Japanese  off! 
cials,  but  foreign  trade  seems  set 
to  be  the  primary  source  of 
strength  through  the  summer. 

Domestic  demand  was  unsus- 
tainable' strong  in  the 
first  quarter,  as  con- 
sumers bought  in  ad- 
vance of  the  Apr.  1 
hike  in  Japan's  value- 
added  tax,  from  3%  to 
5%'.  Car  sales  surged 
in  February  and 
March,  and  nominal 
first-quarter  retail 
sales  were  up  7.8% 
from  a  year  ago.  As  a 
result,  real  gross  domestic  prod- 
uct may  have  grown  at  nearly  a 
5%  annual  rate  last  quarter. 

That  strength  is  evaporating  in 
the  second  quarter,  thanks  to  the 
tax  hike.  Car  sales,  for  instance, 


JAPAN'S  TRADE  SURPLUS 
IS  WIDENING  AGAIN 


" 1  1  M  i  ii  1 1 1 1 1 1 

IAN.  '95  APR  '97 

A  TRILLIONS  OF  YEN 

DATA:  MINISTRY  OF  FINANCE.  BUSINESS  WEEK 


plunged  33%  in  April  from  March, 
and  department  stores  reported 
weaker  sales  for  the  month  as 
well.  The  broadest  measure  of  fu- 
ture economic  activity,  Japan's 
leading  diffusion  index,  fell  to  30 
in  March,  from  40  in 
February.  A  reading 
below  the  50  mark  in- 
dicates a  slowdown. 

Without  consumers, 
Japan's  economy  must 
depend  on  foreign 
trade  to  lift  output 
and  growth.  The  two- 
year  drop  in  the  yen 
vs.  the  dollar  has  cer- 
tainly helped  the 
trade  surplus  widen  again  (chart). 
In  April,  the  surplus  rose  to  831 
billion  yen  ($6.6  billion),  up 
sharply  from  315  billion  yen  In 
April,  1996.  A  21.5%  jump  in  ex- 
ports from  a  year  ago  outpaced 


the  8.1%  gain  in  imports.  But  ir-fc 
ports  had  surged  earlier,  as  de- j 
mand  jumped  before  the  tax  hilB 

Exports  should  continue  to 
grow  through  1997,  even  with  taj 
recent  strengthening  in  the  yen  f 
over  the  dollar.  After  the  U.  S.  I 
currency  hit  a  4^-year  high  of  II 
yen  on  May  1,  the  dollar  has 
slumped  to  116.6  yen  on  May  21  j 
In  order  to  head  off  further  curl 
rency  volatility,  Japanese  official! 
have  expressed  confidence  that  1 
the  yen  has  stabilized.  And  evei  jj 
in  late  May,  the  exchange  rate  j 
still  seemed  favorable  enough  tc  2 
enable  exports  to  lead  Japan's  r*j 
covery  for  the  rest  of  1997.  Bettej 
export  growth,  in  turn,  has 
brightened  the  outlook  for  Japa-  j 
nese  corporate  profits,  lifting  it 
hopes  that  job  growth  and  capitl 
investments  will  help  domestic  cm 
mand  firm  up  later  this  year. 
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flonkey 
>n  your 
lack  #55: 
F  you're  into 
Vindows  NT, 

vhy  not  find 
he  company 
hat's  most 
hi  top  of  it? 

ITAL  has  consistently  been  first  to  market  with 
ed-value  deliverables  for  Windows  NT.'  No  other  com- 
y  can  offer  so  much: 

DIGITAL/ Microsoft  alliance.  Our  unique,  long-term 
ance  has  given  us  more  hands-on  experience  with 
rosofl  than  any  other  vendor.  For  instance.  \\c  mm 
e  more  trained  and  certified  Windows  NT  experts  than 
one  else.  Arid  we  already  have  over  900,000  seats  for 
:rosoft  Exchange  under  contract.  It's  this  kind  ol 
rice,  support  and  experience  that  gives  you  a  distinct 
ipetitive  edge. 

narkable  reliability.  DIGITAL  was  the  first  to  bring 
[tisite  disaster-tolerant  computing  and  maximum  avail- 
ity  to  the  Windows  NT  market.  In  fact,  we're  already  on 
second  release  of  DIGITAL  Clusters  for  Windows  NT 
le  others  are  still  working  on  their  first. 

raordinary  enterprise  expertise.  DIGITAL  also  boasts 
decades  of  experience  in  enterprise-level  computing 
multivendor  integration.  Which  probably  explains  u  In 

re  the  only  company  offering  middleware  that  allows 

mless  interoperability  between  Windows  NT,  Open 

S™  and  UNIX* 


;reat  future.  Nobody  has  a  longer-term  vision  for 
idows  NT  than  DIGITAL.  Our  lull  line  of  Windows  NT- 
imized  products  across  Intel®  and  Alpha  platforms 
?ady  offers  more  headroom  than  any  other.  What's  more, 
5ITAL  will  be  the  first  to  bring  the  practical  use  of  Very 
ge  Memory'"  to  the  Windows  NT  market  as  well  as  64-bit 
llitecture  with  Microsoft's  next  release  of  Windows  N'T. 


if  you're  running  MiCFOSOft 
tidows  NT,  go  with 

>  company  that's  ALLIANCE 
ting  the  most  into 

FOR    ENTERPRISE  COMPUTING 

For  more  informa- 

n,  call  I  -800-DIGITAL,  or  visit  our  Web  site  at 
rw.alliance.digital.com/microsoft. 

lal  Equipment  Corporation,  1997  DIGITAL,  the  DIGITAL  logo  Open  VMS,  end  Very  Large  Memory  are 
narks  ot  Digital  Equipment  Corporation  Intel  is  a  registered  trademark  ot  the  Intel  Corporation  Microsoft 
Windows  NT  are  regislered  liademarks  ot  Microsoft  m  the  U  S  and  other  countries  UNIX  is  a  registered 
jmark  in  the  U  S    and  othet  countries,  licensed  Ihrough  X'Open  Company  Lid 
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TELECOMMUNICATIONS 


THE  RETURN 
OF  MA  BELL? 


Talks  between 
AT&T  and  SBC 
raise  fears  of  a 
new  monopoly 

B  f  there's  one  thing  that  Robert  E. 
I  Allen  has  learned  in  the  13  years 
I  since  the  modem  AT&T  was  created 
I  from  the  breakup  of  the  old  Bell 

System,  it  is  the  awesome  power  of 
competition.  Allen,  chairman  of  AT&T  for 
the  past  nine  years,  has  seen  competi- 


merger  talks  with  SBC  Communications 
Inc.,  the  San  Antonio-based  Baby  Bell 
made  up  of  the  former  Southwestern 
Bell  Corp.  and  Pacific  Telesis  Group. 
Instead  of  waging  a  decade-long  cam- 
paign to  break  into  local  calling  as  an 
upstart  competitor,  at&t  now  contem- 
plates an  instant  grab  for  one- 
third  of  the  local  phone  lines 
in  the  country  and — more  im- 
portant— the  hefty  profits  that 
sbc  garners  from  the  virtual 
monopoly  it  and  other  local 
phone  companies  retain. 

News  of  the  proposed  $50  billion- 
plus  merger,  by  far  the  largest  cor- 
porate   combination    in  history, 


precisely  put  back  together  for  8  M 
states  the  situation  that  the  Juti 
Dept.  broke  up"  in  1984,  when  n 
agreed  to  spin  off  its  local  service  si 
panies,  says  Donald  I.  Baker,  a  sii 
partner  in  the  Washington  law  fin 
Baker  &  Miller  and  head  of  the  Ji^» 
Dept.'s  Antitrust  Div.  in  the  Forqt 
Carter  Administrations. 

In  some  ways,  the  at&t-sbc  cii 
might  be  even  more  powerful,  atr 
the  top  long-distance  company,  andta 
since  its  takeover  of  PacTel,  is  the  jo 
Baby  Bell.  In  addition,  at&t  andp 
are,  respectively,  No.  1  and  No.! 
wireless  communications. 

And,  analysts  predict,  where  p 
leads,  rivals  are  bound  to  follow j 
are  heading  toward  four-  or  five  miiil 
Bells,  and  I  think  that's  a  shame,"  a 


U  S  WEST 

$10.1  BILLION  4 


Building  a  multimedia 
empire  combining  TV 
and  telecom. 


tors — from  MCI  Communications  and 
Sprint  to  tiny  dial-around  companies — 
steal  market  share.  He  has  watched 
price  wars  corrode  his  profits  and  de- 
press his  stock.  Allen's  conclusion:  The 
way  to  get  at&t  back  on  track  was  to 
play  the  aggressor  in  a  market  still  un- 
touched by  competition — local  calling. 
The  Telecommunications  Act  of  1996 
opened  the  regulatory  door,  and  some 
promising  wireless  technology  acquired 
with  McCaw  Cellular  Communications 
Inc.  in  1994  gave  Allen  the  means. 

It  turns  out  that  breaking  into  the  lo- 
cal phone  market  isn't  so  easy,  though. 
Creating  a  system  that  can  go  up 
against  the  local  Baby  Bell  will  take  far 
longer  and  be  much  costlier  than  origi- 
nally envisioned.  Building  local  networks 
will  cost  at&t  $9  billion  this  year  alone, 
a  50%  increase  over  prior-  capital  spend- 
ing levels.  Alternate  methods — such  as 
reselling  local  service — offer-  low  return. 
Meanwhile,  at&t's  attempts  to  stem  its 
slide  in  long  distance  have  largely  failed, 
and  investors  are  screaming  about  a 
share  price  that  has  been  trending  down 
for  the  past  year. 

That's  what  led  Allen  to  pursue 


shocked  the  industry.  Sources  close 
to  the  talks  say  the  two  companies 
still  are  wrestling  with  financial  and 
regulatory  issues — and  the  conforma- 
tion of  the  $80  billion  behemoth  that 
would  emerge.  Industry  analysts  are 
betting  that  SBC  execs  will  wind  up  in 
charge  and  that  newly  installed  at&t 
President  and  Chief  Operating  Officer- 
John  R.  Walter  will  be  out. 

Even  if  the  talks  don't  wind  up  with 
a  deal — or  if  a  merger  is  blocked  by 
federal  antitrust  enforcers,  as  many  ob- 
servers predict — the  fact  that  these  gi- 
ants are  talking  at  all  is  hugely  signifi- 
cant. This  is  a  deal  that  could  forever 
change  the  business. 
"QUICK  HIT."  For  AT&T,  it  is  at  mini- 
mum a  way  to  let  Allen  retire  on  sched- 
ule in  May,  1998,  on  a  high  note.  "The 
attraction  is  the  quick  hit — you  can  cut 
costs  and  pump  up  earnings  for  a  few 
years,"  says  Worldcom  Chairman  James 
Q.  Crowe,  whose  company  just  absorbed 
MFS  Communications  Co. 

But  would  it  be  a  good  deal  for  con- 
sumers? And  will  it  accelerate  a  pat- 
tern of  massive  consolidation  in  the  tele- 
com industrv?  "This  deal  would  almost 


AT&T/  $52.2  BILLION 

Owns  54%  of  long-distance  market,  an&' 
in  wireless.  A  merger  with  SBC  would  rek  ■ 
local  service  in  a  big  way. 

SPRINT/ $8.3  BILLION 

Along  with  three  cable  partners,  it's  builPt 
national  wireless  network. 

MCI  COMMUNICATIONS/ $18.5  BI  O 

Set  to  be  acquired  by  British  Te!ecommu:s 
for  $22  billion  this  summer. 

GTE/  $21.3  BILLION 

Slipping  in  local-calling  rankings,  it  ma)  e 
in  need  of  a  big  merger  partner. 


30  BUSINESS  WEEK  /  JUNE  9,  1997 


JUNE  9,  1997 


A.  Noel  of  Hambrecht  &  Quist. 
d  other  critics  of  the  deal  note 
ig-distance  rates  have  dropped 
•%  and  innovation  has  flourished 
ie  breakup  of  the  Bell  System, 
cal  rates  have  dropped  little, 
hardly  was  the  intent  when,  a 
),  the  U.  S.  dismantled  100  years 
om  regulation.  The  landmark 
munications  Act  of  1996  aimed 
lice  more  competition  in  U.S. 
munications  and  broadcasting 
than  in  any  other  nation.  But 
proposed  at&t-sbc  deal  points 
e  has  been  little  change  in  local 
The  costs  of  launching  a  new 
ling  network  are  so  high  that 
Lion  remains  all  but  nonexistent 
markets. 

rmakers  had  expected  some  in- 


Even  if  regulators  were  to  nix  an  AT&T-SBC 
deal,  the  mating  dance  would  continue.  Likely 
players:  GTE,  Ameritech,  and  BellSouth 


dustry  consolidation — and  got  it  in 
spades.  Just  19  days  after  President 
Clinton  signed  the  telecom  reform  bill, 
U  S  West  Inc.  announced  it  would  buy 
Continental  Cablevision  for  $10.8  billion. 
SBC  then  launched  its  $16.7  billion  bid 
for  Pacific  Telesis  and  two  East  Coast 
giants — Bell  Atlantic  and  Nynex — be- 
gan planning  their  $23  billion  merger. 

An  AT&T-SBC  combination,  however, 
pushes  the  envelope.  Unlike  the  merg- 
ers that  have  gone  before,  sbc  and 


AMERITECH 

$14.9  BILLION 


Until  now,  it  has  said  it's 
determined  to  fly  solo. 


at&t  already  have  overlapping  busi- 
nesses and  could,  in  a  single  stroke, 
eliminate  the  largest  prospective  com- 
petitors in  their  markets.  A  Yankee 
Group  Inc.  survey  found  that  two- 
thirds  of  consumers  would  like  to  deal 
with  a  single  phone  company  for  local 
and  long  distance,  with  40%  of  respon- 
dents choosing  at&t  as  the  provider 
and  40%  choosing  the  local  incumbent. 
"That  gives  at&t-sbc  an  80%  market 
share  off  the  bat,"  says  Yankee  con- 
sultant Brian  Adamik. 
GLOBAL  CLOUT.  That's  one  reason  the 
merger  could  hit  regulatory  trouble.  "I 
just  don't  see  how  this  could  happen 
from  an  antitrust 
point  of  view,"  says 
Linda  B.  Meltzer,  UBS 
Securities  analyst. 
The  Justice  Dept.'s 
antitrust  staff  "spent 
20  years  breaking  up 


NYNEX 

$13.4  BILLION 


The  best  market,  but  the  high- 
est operating  costs,  gave  Nynex 
incentive  to  find  a  partner. 


BELL  ATLANTIC 

$13.1  BILLION 


It  plans  a  $23  billion  merger 
with  Nynex,  but  regulators  still 
are  examining  the  deal.  The 
companies  are  already  No.  2 
in  cellular. 


SBC 

$33.1  BILLION 


ggressively  defended  its 
calling  turf;  now  it  seeks 
wnk  of  long-distance. 


*  1 996  REVENUES 
DATA.  BUSINESS  WEEK 


BELLSOUTH 

$19  BILLION 


It's  depending  on  its 
booming  region  rather  than 
takeover  for  growth. 


A  FAMILIAR  RING 

The  U.S.  telecommunications  indus- 
try, fragmented  by  a  1984  court 
ruling  that  dismantled  the  Bell  Sys- 
tem, is  rapidly  reconsolidating 


and  monitoring  the  breakup 
of  the  old  at&t,"  says  Wash- 
ington antitrust  attorney 
Joseph  Sims.  "The  mind-set 
of  the  staff  people  would  be, 
'We  know  what  all  the  prob- 
lems were.  We  just  fixed 
them  all.  We  want  to  make 
sure  we  don't  recreate 
them.' " 

AT&T's  most  likely  line  of  defense  will 
be  to  point  to  competition  beyond  U.  S. 
borders.  It  can  argue  that  an  at&t-sbc 
deal  would  produce  a  company  with 
the  clout  to  compete  against  interna- 
tional giants  such  as  Deutsche  Telekom, 
Japan's  NTT,  and  British  Telecommuni- 
cations, which  is  about  to  take  over 
mci,  at&t's  archrival  in  long  distance. 
Says  one  antitrust  lawyer:  "The  Justice 
Dept.  may  view  this  as  a  global  mar- 
ket, where  size  matters." 

Even  if  an  at&t-sbc  marriage  fails 
to  win  antitrust  and  regulatory  ap- 
provals, the  industrywide  mating  dance 
will  no  doubt  continue,  gte,  Ameritech, 
and  BellSouth,  for  example,  are  begin- 
ning to  look  like  merger  targets. 
"They've  got  to  be  saying  to  themselves, 
or  shareholders  should  be  saying  to 
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them:  'Where  is  growth  going  to  be 
coming  from  for  you?' "  says  Robert 
Fox,  director  of  the  telecommunications 
practice  at  Mercer  Management  Con- 
sulting Inc.  Ameritech  is  weak  in  the 
fast-growing  wireless  business,  while 
BellSouth  may  be  relying  too  heavily 
on  the  Sun  Belt's  prosperity,  which  may 
not  last  forever. 

GTE,  say  many  analysts,  is  the  most 


likely  takeover  candidate.  Once  the 
largest  local  phone  company,  it  will 
soon  be  third  after  SBC  and  Bell  At- 
lantic-Nynex.  As  for  a  merger,  satys 
ceo  Charles  R.  Lee:  "We  don't  rule 
out  anything." 

Nor  should  he — if  he  wants  to  stay 
in  the  game.  "The  telecom  act  has  not 
ended  up  being  about  a  lot  of  new  com- 
petitors," says  a  Washington  attorney 


close  to  both  at&t  and  sbc.  "It's  m 
removing  barriers  so  the  big  plhe 
can  do  more — fewer  players  offft 
more  services."  It  may  not  haveje 
the  intent  of  Congress,  but  it'll 
reality. 

By  Catherine  Arnst  in  New  I 
with  Gary  McWilliams  in  Hovfa 
Amy  Barrett  in  Washington,  arm 
reau  reports 


MUSICAL  CHAIRS  AT  THE  FCC 


Reed  E.  Hundt's  tenure  as  chair- 
man of  the  Federal  Communica- 
tions Commission  has  been  noth- 
ing if  not  stormy.  Since  he  took  over 
in  late  1993,  the  fcc  has  wrestled 
with  the  gargantuan  task  of  deregu- 
lating the  telecommunications  indus- 
try. Hundt's  rules  on  open- 
ing up  local  phone  markets 
to  competition  drew  howls 
and  lawsuits  from  the  Baby 
Bells.  He  took  on  broad- 
casters over  children's 
programming  and  insisted 
on  cut-rate  Internet  service 
for  schools,  prompting 
gripes  that  he  was  using 
the  agency  for  social 
engineering. 

But  the  turmoil  of  the 
Hundt  era  may  pale  in 
comparison  with  what's 
coming.  As  expected,  the 
chairman  announced  plans 
to  step  down  on  May  27. 
That  leaves  the  fcc  with 
virtually  an  all-new  team 
as  it  faces  crucial  rulings 
on  how  to  carry  out  provi- 
sions of  the  Telecommuni- 
cations Act  of  1996.  More- 
over, the  revamped 
commission  confronts  a 


to  moderate  that  decision.  "This  ere 
ates  a  totally  new  dynamic,"  says 
Scott  Cleland,  a  director  with  Legg 
Mason  Precursor  Group,  which 
tracks  Washington  policy. 

The  biggest  question:  Who  will 
succeed  Hundt?  Kathleen 


WHO  WILL  RUN  THE 
TELECOM  SHOW? 

Four  of  the  Jive  commission 
slots  are  open,  or  soon  will  be, 
including  Chairman  Reed 
Hundt's.  The  prospective 
new 


as  Senator  Bob  Kerrey  (D-Neb.)  an 
Senator  Byron  L.  Dorgan  (D-N.  D.J 
may  insist  on  none  of  the  above. 
They  already  have  said  they're  conl 
cerned  that  none  of  the  nominees  uj 
der  consideration  is  a  strong  advo-jj 
cate  for  rural  states. 

They're  also  concerned  J 
about  the  nomination  on  I 
May  23  of  House  Commeii 
Committee  chief  economisii 
Harold  W.  Furchtgott-Rot 
for  an  open  Republican  sli't 
Furchtgott-Roth's  marketi 
oriented  deregulatory 
record  has  some  Congress! 
members  fretting  that  he  j 
will  try  to  undercut  univeS 
sal  service,  the  system  of 
subsidies  that  keeps  local  \ 
phone  rates  low  in  niral  1 

seat_A_p_OSSlbl_e  Candida^    markets.  The  other  likely  | 

HAROLD  W.  FURCHTGOTT-ROTH  A  free  market 
economist  with  the  House  Commerce  Committee,  he  is 
up  for  the  seat  vacated  by  Republican  Andrew  Barrett. 


WILLIAM  E.  KENNARD  The  FCC's  general  counsel 
has  been  nominated  to  fill  Democrat  James  Quello's 


MICHAEL  POWELL  The  chief  of  staff  for  the  Justice 
Dept.'s  antitrust  division — and  Colin  Powell's  son — 
likely  will  be  nominated  for  Republican  Rachelle 
Chong's  seat. 

KATHLEEN  M.H.  WALLMAN  Now  chief  of  staff  for 
the  National  Economic  Council,  she  is  politically  con- 


.  "  .  ,  ,  ,. ,  nected  and  may  nudge  out  Kennard  for  Hundt's  post 
massive  industry  consohda-   •  5  1  — 


tion,  including  the  possible 
megamerger  of  AT&T  and 
SBC  Communications  Inc., 
that  the  new  law  didn't  anticipate. 
POLICY  IN  FLUX.  With  the  agency's 
overhaul — four  of  five  commissioners 
will  be  replaced  in  coming  months — 
policy  could  be  in  flux  at  a  critical 
juncture.  The  FCC  may  wind  up  re- 
visiting some  of  Hundt  &  Co.'s  con- 
tentious decisions.  Already,  lobbyists 
for  the  Baby  Bells,  who  think  the 
fcc  went  too  far  in  cutting  access 
charges  paid  by  long-distance  earn- 
ers, are  preparing  to  ask  the  agency 


SUSAN  NESS  The  only  current  commissioner 
will  stay  on.  She  wants  the  top  job,  too. 


M.  H.  Wallman,  chief  of  staff  for  the 
National  Economic  Council,  is  a  lead- 
ing candidate.  A  former  top  fcc 
staffer,  Wallman  has  close  ties  to 
Vice-President  Al  Gore  who  hand- 
picked  Hundt  four  years  ago.  Also  in 
the  running:  fcc  General  Counsel 
William  E.  Kennard,  nominated  for  a 
seat  May  23  by  the  Administration, 
and  Susan  Ness,  the  sole  Hundt-era 
carryover. 

Some  members  of  Congress,  such 


who 


Republican  nominee,  34- 
year-old  Justice  Dept. 
lawyer  Michael  Powell — s<| 
of  Colin  B.  Powell — has  lit! 
tie  telecom  experience  ancB 
may  have  little  impact  on  1 
the  commission  initially. 

Broadcasters,  though, 
may  be  the  biggest  losers 
in  the  coming  shakeup.  Re 
tiring  Democratic  Commis 
sioner  James  H.  Quello  ha 
been  a  longtime  champion 
for  the  industry,  who 
clashed  with  Hundt  over 
such  issues  as  how  much  time  to  de 
vote  to  children's  programming. 
Quello's  departure  comes  just  when 
the  commission  is  taking  up  matter 
such  as  whether  broadcasters  shoul 
be  allowed  to  own  more  than  one 
station  in  a  market.  Between  the  dt 
mands  of  broadcasters  and  all  the 
players  in  telecommunications,  the 
post-Hundt  fcc  will  remain  at  the 
center  of  the  storm. 

By  Amy  Barrett  in  Washingt 
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By  Paul  Magnusson 

LABOR  AND  THE  ENVIRONMENT  ARE  FREE-TRADE  ISSUES 


hould  Canada  and  Mexico  gain  a 
competitive  advantage  from  lax 
enforcement  of  their  environ- 
tal  and  labor  laws?  The  1994 
;h  American  Free  Trade  Agree- 
t  says  no,  and  two  side  agree- 
ts  on  workers'  rights  and  envi- 
:iental  protection  impose  mild 
tions  against  violators.  But 
t  of  other  nations  in  Latin 
rica  anxious  to  sign  free-trade 
s  with  the  U.  S.? 
le  U.  S.  Congress  and  Clinton 
dnistration  are  at  loggerheads 
extending  nafta  by  authorizing 
her  round  of  free-trade 
tiations  with  Latin  Amer- 
Democrats,  led  by  House 
irity  Leader  Richard  A. 
lardt  (D-Mo.),  want  tough 
'cement  measures  on  la- 
md  the  environment  writ- 
nto  all  trade  pacts.  On 
27,  Gephardt  went  a  step 
ler,  demanding  an  end  to 
a's  trading  privileges  be- 
3  of  its  human  rights 
"d.  The  gof  leadership 
its  business  allies  are  op- 
d  to  such  linkage.  Dealing 
environmental  and  labor 
is  in  a  trade  agreement 
amething  that  Republi- 
just  can't  commit  to," 
Senate  Commerce  Chair- 
John  McCain  (R-Ariz.). 
s  something  business 
Id  commit  to,  however, 
re  the  U.  S.  extends  free 
i  into  rapidly  growing 
omies  in  Latin  America 
Asia,  Corporate  America 
Id  get  behind  enforcement 
lanisms  on  labor  and  the 
•onment.  It's  simply  the 
t  thing  to  do. 
S.  companies  can  only 
if  foreign  corporations 
governments  can  despoil 
re  or  exploit  workers  to 
an  edge  in  the  global 
cetplace.  And  because 
companies  have  some 
e  world's  highest  stan- 
s  to  meet,  they  ought  to 
bbying  hard  for  labor 
environmental  protection 
ture  trade  deals  just  to 
the  playing  field, 
■ee-trade  agreements  al- 
y  range  far  afield  from 


agreements  of  the  past  that  were  usu- 
ally aimed  at  simply  lowering  tariffs. 
Most  tariffs  have  been  drastically  re- 
duced or  eliminated  among  World 
Trade  Organization  nations.  Today's  is- 
sues are  investments,  information 
flows,  and  copyright  piracy  and  brib- 
ery. And  as  industrialized  nations  con- 
clude more  free-trade  pacts  with  de- 
veloping nations,  ancillary  agreements 
on  matters  from  restricting  commer- 
cial fishing  methods   

that  endanger  dolphins  MEXICAN  TUNA 
to  bans  on  child  labor  the  U.S.  has  to 
become  more  impor-       protect  dolphins..  . 


If 


NO-BRAINER 


U.S.  companies 
ought  to  be  lobbying  hard  for 
worker  and  ecological 
protection  in  future  trade  deals 
just  to  level  the  playing  field 


tant.  "Trade  agreements  affect  income 
distribution,  bargaining  power  of 
unions,  and  jobs,  so  international 
trade  law  will  have  to  take  these  into 
greater1  account,"  says  University  of 
Maryland  economist  I.  M.  Destler. 
"NO  SWEAT."  In  fact,  with  little  fuss, 
the  U.  S.  and  wto  have  begun  trying 
to  help  the  developed  world  preserve 
such  workers'  rights  as  the  ability  to 
join  unions  and  bargain  collectively. 

  Even  the  Helms-Burton  law — 

so  revered  by  Republican  con- 
servatives— requires  that  any 
post-Castro  regime  in  Cuba 
can  receive  aid  only  by  com- 
plying with  guidelines  in  the 
code  of  the  International  La- 
bor Organization. 

Developing  countries  are 
getting  the  message.  The  ilo, 
international  soccer  organiza- 
tions, and  the  U.  S.  govern- 
ment recently  forced  Pakistan 
to  crack  down  on  the  use  of 
child  labor  to  make  soccer 
balls.  Savvy  corporations, 
such  as  apparel  manufacturer 
Liz  Claiborne  Inc.,  are  requir- 
ing their  overseas  suppliers 
to  limit  work  hours  and  over- 
time. Recent  exposes  of  work- 
ing conditions  in  some  Cen- 
tral American  clothing  plants 
mean  "consumers  now  want 
to  know  if  they  are  buying 
clothing  from  sweatshops," 
says  Liz  Claiborne's  vice-pres- 
ident and  general  counsel, 
Roberta  Karp.  At  the  urging 
of  the  White  House,  Karp  is 
helping  draft  rules  for  a  "no 
sweat"  label  to  certify  that 
imported  clothes  are  not 
made  by  exploited  workers. 

nafta  was  a  good  start.  But 
it  only  requires  Canada  and 
Mexico  to  comply  with  their 
own  environmental  and  labor- 
rights  standards.  Future 
agreements  with  nations  that 
lack  such  protections  will  have 
to  establish  basic  standards. 
Free  trade  isn't  free  if  one 
country  can  gain  competitive 
advantage  by  sacrificing  its  en- 
vironment and  workforce. 


Magnusson  covers  trade 
and  international  economics 
from  Washington. 
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THE  GLOBAL  ECONOMY 


ANEW 

MAGINOT  LINE 


With  the  French  raging 
against  the  demands  of 
globalization,  real  reform 
could  become  impossible 

French  President  Jacques  Chirac 
thought  he  could  win  a  fresh  man- 
date for  his  beleaguered  govern- 
ment by  calling  elections  a  year 
early.  Instead,  he  has  plunged  his  coun- 
try into  political  chaos.  In  the  first  round 
of  voting  on  May  25,  French  citizens 
threatened  to  erase  Chirac's  175-seat 
parliamentary  majority  and  perhaps 
even  install  his  opponent,  Socialist  Li- 
onel Jospin,  as  Prime  Minister.  More 
ominous,  they  voiced  their  disgust  with 
a  stalled  economy  and  a  reform  plan 
that  represents  France's  only  current 
hope  of  turning  from  a  hyper-regulated 
social  democracy  into  a  competitive 
world  power. 

No  matter  who  wins  the  second 
round  of  voting  on  June  1,  the  elec- 
torate's mood  spells  trouble  for  Paris — 
and  for  Europe.  Chirac's  conservative 
coalition  had  pushed  for  privatization, 
deregulation,  and  other  reforms  that 
voters  have  made  clear  they'll  resist. 
The  Socialists,  meanwhile,  have  stumped 
on  a  job-creation  platfoi-m  that's  in  di- 
rect conflict  with  the  austerity  needed 
for  European  monetary  union  to  work. 
"The  French  are  saying  they  don't  want 
globalization,  they  don't  want  competi- 
tion, they  don't  want  an  unraveling  of 
their  social  system,  they  don't  want 
monetary  union  if  it  means  hardship," 
says  Smith  Barney  Inc.  international 
economist  J.  Paul  Horne.  "What  they 
want  is  to  build  a  Maginot  Line  against 
the  world  economy." 

Their  timing  couldn't  be  worse.  For 
several  years  now,  governments  across 
Europe  have  strained  to  cut  budget 
deficits,  pare  debt,  and  reform  costly 
welfare  programs  to  qualify  next  year 


when  the  founding  members  of  a  single 
European  currency  are  chosen.  The 
nfles  require  that  emu  members'  budget 
deficits  be  no  higher  than  3%  of  gross 
domestic  product  and  that  external  debt 
be  60%  or  less  of  gup. 
WORRISOME.  Over  two  years,  Chirac  has 
beaten  France's  deficit  down  to  3%  from 
5%  of  gdp.  And  as  Europe's  second- 
largest  economy,  France's  participation 
in  emu  is  essential.  But  in  response  to 
voter  sentiment,  France's  next  govern- 
ment is  likely  to  ask  Germany  for  eon- 
cessions  that  will  weaken  the  criteria  for 
monetary  union,  giving  France  leeway 
to  stimulate  its  domestic  economy.  "This 
was  a  warning  shot  [on  EMU]  from  the 
French  populace,"  says  researcher  Pe- 
ter R.  Weilemann  at  the  Konrad  Ade- 
nauer Foundation,  a  think  tank  tied  to 
German  Chancellor  Helmut  Kohl's  Chris- 
tian Democratic  Union. 

What's  worrisome  is  that  the  new 
French  government  may  get  its  way, 
lowering  Europewide  standards  for 
monetary  union 

and    virtually  MAY  DAY  RALLY 

guaranteeing    a  Even  if 
weak  euro,  as  the 
new  coin  will  be  vjiliraC  S 
called^  For  exam-  coalition 
pie,  German  Fi- 
nance  Minister  scrapes  by, 

Theo  Waigel  has  he  wil]  haye  to 
already  asked  for 

revaluation  of  acknowledge- 

Germany's    gold  and  SOmehOW 

reserves  so  the 

gain  can  be  ap-  p&Clly—  tile 

plied  to  the  coun-  angry 

try's    budget,       °  ^ 

pushing  German  electorate 

debt  down  to  the 

mandated  60%  next  year.  On  May  28, 
the  Bundesbank  voted  yes  on  gold 
revaluation  but  no  on  fudging  the  bud- 
get numbers.  But  the  Kohl  government 
could  push  the  measure  through  any- 
way. France's  Jospin  is  already  crow- 
ing that  Germany  has  caved  in  on  rig- 


orous application  of  EMU  standat 
If  Gennany  relaxes  the  rules,  Fra 
would  take  more  bookkeeping  libeii 
to  crawl  in  under  the  emu  wire,  j 
Jospin  would  press  for  early  inclusie 
Italy  and  Spain — countries  whose  b 
term  commitment  to  budget  austeril 


The  Socialists' job-creation  plan  is  in  direct  con! 
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able.  Financial  markets  are  ex- 
the  worst.  The  German  mark 
igainst  other  European  curren- 
May  28,  as  traders  again  con- 
it  a  safe  haven. 

Yench  Socialists'  strong  showing 
ir  ripple  effects  in  Europe.  On 


the  same  clay  as  the  Bundesbank  vote, 
Jospin  joined  forces  with  Germany's  op- 
position leader,  Social  Democratic  Party 
Chairman  Oskar  Lafontaine  in  calling 
for  a  Continentwide  job-creation  pact. 
Workers  in  23  European  countries  held 
rallies  to  shout  the  message  that  unem- 
ployment, not  budget  restraint,  should 
be  their  governments'  principal  concern. 

The  May  26  resignation  of  French 
Prime  Minister  Alain  Juppe  underscored 
that  France's  government  is  heeding 
the  electorate's  anger.  In  doggedly  pur- 
suing efforts  to  wean  France  from  its 
welfare-state  traditions,  Juppe  became  a 
lightning  rod  for  protest  votes.  In  the 
first  election  round,  the  Socialists  and 
their  Communist  allies 
claimed  33.7%  of  the  vote, 
vs.  the  conservatives'  30%. 
That  could  position  them 
for  an  absolute  majority 
in  the  second  round  and 
force  Chirac  to  establish 
an  awkward  alliance  by 
making  Jospin  his  new 
Prime  Minister — a  recipe 
for  gridlock  on  reform. 

Even  if  Chirac's  coali- 
tion scrapes  by,  he  will 
have  to  acknowledge 
France's  antireform  senti- 
ment. To  soothe  voters 
who  reviled  the  techno- 
cratic Juppe,  Chirac  may 
pick  Philippe  Seguin,  the 
populist  and  nationalistic 
parliamentary  speaker,  as 
his  next  Prime  Minister. 
Another  possibility  is 
Chirac's  old  political  rival, 
Edouard  Balladur.  Al- 
though Balladur  has  al- 
ways been  pro-reform,  in  the  wake  of 
the  election  he  is  likely  to  slow  Juppe's 
drive  for  a  public-sector  overhaul  and  to 
demand  softer  terms  for  emu. 
SLASHING.  The  Socialists,  meanwhile, 
have  promised  to  halt  several  planned 
privatizations  and  create  700,000  new 
jobs,  half  in  the  public  sector.  They  also 
want  to  end  the  social-program  cutbacks 
that  Juppe  had  pursued  to  lower 
France's  budget  deficit  and  prepare  it 
for  emu.  Although  the  Socialists  sup- 
port monetary  union,  Jospin's  agenda 
flies  in  the  face  of  France's  progress  to- 
ward the  single  currency.  That's  one 
reason  voters,  most  of  whom  despise 
the  idea  of  monetary  union,  gave  the 
Socialists  the  votes  they  did. 


Yet  with  their  commitment  to  emu, 


the  Socialists  are  in  a  tight  comer.  To 
keep  France's  deficit  below  3%  of  gdp, 
the  government  needs  to  cut  at  least 
$10  billion  from  the  1998  budget  to  be 
prepared  this  fall.  That  kind  of  slashing 
was  what  got  Juppe  in  trouble.  And  it 
would  put  the  Socialists  on  a  collision 
course  with  their  Communist  partners, 
who  fiercely  oppose  the  single  currency 
but  whom  Jospin  would  need  to  main- 
tain a  leftist  majority  in  Parliament. 

Some  business  leaders  believe  that 
the  Socialists  may  actually  do  better 
reconciling  their  program  with  a  single 
European  currency  and  European  inte- 
gration than  Chirac's  team  would. 
"Jospin  might  be  even  easier  for  pro- 


The  French  Vote-And 
Europe  Reels 

►  Stocks  and  currencies  seesaw  as  investors 
worry  about  Europe's  commitment  to 
budget-cutting.  The  French  stock  market  drops 
6.5%  in  the  days  following  the  election. 

►  Even  before  the  second  round  of  voting, 
French  and  German  Socialists  jointly  call  for 
a  costly,  Europewide  job-creation  pact. 

►  Germany's  Bundesbank  goes  to  war  with  the 
Kohl  government  over  using  revalued  gold 
reserves  to  help  qualify  for  monetary  union. 
The  gimmick  could  mean  a  weaker  euro. 

►  The  German  move  emboldens  France  to 
insist  more  forcefully  that  Italy  and  Spain 
become  founding  members  of  the  single-cur- 
rency union.  Their  inclusion  could  weaken  the 
euro  even  further. 


Europeans  than  the  Gaullists,  who  still 
believe  in  the  nation-state,"  says  Zyg- 
munt  Tyszkiewicz,  secretary  general  of 
the  Europewide  employers'  association. 

But  so  far,  the  Socialists'  gains  don't 
look  promising — either  for  France's  long- 
term  economic  progress  or  for  Europe's 
vision  of  a  strong  new  currency  union. 
Given  the  country's  competitiveness  cri- 
sis, "France  is  going  to  have  to  con- 
front structural  reform,  whatever  the 
[election]  outcome,"  says  Christian  de 
Boissieu,  economics  professor  at  the  Sor- 
bonne.  Yet  voter  rage  has  made  the 
next  government's  job  of  dealing  with 
these  issues  all  but  impossible. 

By  Bill  Javetski  in  Paris  and  Joan 
Warner  in  New  York,  with  bureau 
n  purls 


he  goal  of  European  monetary  union 
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THE  COMING  SPARKS 
AT  WESTINGHOUSE 

Jordan  has  gotten  more  than  he  bargained  for  in  Mel  Karmazin 


'92  '93 
▲  MILLIONS  OF  DOLLARS 


For  four  years,  Westinghouse  Electric 
Chairman  Michael  H.  Jordan  has 
carefully  crafted  his  next  job:  broad- 
cast mogul.  He  sold  off  office-furniture 
and  radar  businesses  and  unloaded 
home-security  systems,  all 
the  while  buying  up  me- 
dia holdings  from  CBS 
to  Infinity  Broadcasting 
Corp.  After  a  stunning 
$20  billion  worth  of  deals, 
nothing  less  than  a  port- 
folio switcheroo,  Jordan  is 
just  about  to  leave  the  in- 
dustrial remains  of  116- 
year-old  Westinghouse 
Electric  Corp.  in  Pitts- 
burgh and  take  up  per- 
manent residence  in 
William  S.  Paley's  old 
digs  at  Black  Rock — cbs 
headquarters  in  New 
York  City. 

But  suddenly,  there's  a 
monkey  wrench  in  Jor- 
dan's plan.  It  turns  out 
last  year's  prized  $4.7  bil- 
lion acquisition  of  radio 
giant  Infinity  Broadcast- 
ing came  with  a  power- 
ful spoiler  attached:  cbs  Radio  Chair- 
man Mel  Karmazin,  the  former  chief  at 
Infinity.  Karmazin,  who  became  West- 
inghouse's  largest  individual  shareholder, 
with  1.7%,  when  Jordan  bought  Infinity, 
is  expanding  his  reach  into  television — 
and  laying  the  groundwork  for  a  poten- 
tially nasty  struggle  for  control  of  the 
entire  corporation. 

"PAC-MAN."  Following  stormy  meetings  in 
early  May,  Karmazin  prevailed  upon  Jor- 
dan to  give  him  control  of  the  company's 
14  television  stations,  stripping  them 
from  cbs  President  Peter  A.  Lund,  who 
resigned  on  May  23.  This  leaves  the  un- 
likely duo  of  Jordan  and  Karmazin,  a 


JORDAN'S  WESTINGHOUSE 
DISMAL  PROFITS... 


HAVEN'T  INSPIRED 
INVESTORS 

STOCK  PRICE 
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dealmaker  and  an  operations  man,  both 
TV  novices,  to  complete  a  turnaround  at 
cbs.  Industry  insiders  are  betting  that  if 
the  two  come  to  loggerheads,  Jordan 
could  find  himself  overmatched.  With 
a  voracious  appetite  for 
control,  "Karmazin's  got 
an  extraordinary  Pac-man 
approach,"  says  Stuart  J. 
Beck,  president  of  Gran- 
ite Broadcasting  Corp., 
which  owns  three  cbs 
affiliates. 

As  a  director,  a  pow- 
erful shareholder,  and 
ruler  of  radio — by  far  the 
company's  most  profitable 
division — Karmazin  is 
well  positioned  to 
swing  his  weight. 
Judging  from  the  way 
he  steamrolled  Lund, 
he's  swinging  away. 
"Mel  hasn't  been  shy 
about  letting  his  views 
be  known,"  notes 
Westinghouse  Se- 
nior Vice-President 
John  D.  Bergen, 
who  sits  with  Kar- 
mazin on  the  "chairman's  staff," 
a  group  of  seven  top  execs. 

The  53-year-old  Karmazin, 
known  to  listeners  of  shock- 
jock  Howard  Stem  as  the  "Zen 
master,"  represents  a  big 
change  in  the  staid  West- 
inghouse-* bs  culture.  The 
Zen  master  moniker  is  a 
play  on  Karmazin's  name — 
not  a  description  of  his  per- 
sonality.  Zeroing  in  on 
niche  audiences  and  run 
ning  his  sales  force  at  a 
frantic  pace,  Karmazin 
built  Infinity  into  a  na- 


tional behemoth.  After  Westinghis 
bought  cbs  in  1995,  Karmazin  hopi  t 
buy  the  merged  company's  radio  !tj 
tions  for  the  Infinity  network.  Jo:lal 
instead,  induced  Karmazin  to  sell  ]§i 
ity  to  Westinghouse.  The  results  w 
been  compelling.  In  the  first  qusUi 
radio  contributed  earnings  (before  t^t 
and  financial  costs)  of  $91  million,  80 
Westinghouse's  overall  media  profr. 
UNDER  SIEGE.  As  Karmazin's  fieiii 
grows,  the  rest  of  Westinghou? : 
struggling.  The  stock  has  been  stu< ; 
around  18  since  early  1996,  leaving  c 
dan  to  answer  regularly  to  disgruiie 
shareholders.  Last  year,  Jordan  accie 
when  investors  called  for  a  split  ill 
company  and  promised  a  new  mari't 
when  they  booed  his  pick  to  ruiM 
industrial  operations. 

Now,  instead  of  riding  into  Re 
Rock  as  the  unquestioned  leader 
growing  media  empire  after  the 
off  of  the  industrial  businesses  later' 
year,  Jordan  may  well  find  himself 
ing  control  with  the  Zen  master, 
mazin  wields  power  both  a 
vestor  and  operations  wi 
By  contrast,  Jordan  has 
experience  in  any  fori 
broadcasting,  and 
Lund's  departure,  he 


Karmazin  has  wrested  control  of 
CBS's  TV  stations.  Will  he  go 
aft  er  Jordan's  job,  too? 
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i  large  role  in  operations — hard- 
rte. 

d,  it  was  his  inability  to  engi- 
evival  in  Westinghouse's  indus- 
ision  that  led  Jordan  to  switch 
es.  When  he  arrived  at  West- 

in  1993,  Jordan  aimed  to  create 
ind  mean  entrepreneurial  com- 
lat  would  build  infrastructure 

throughout  the  world.  But  he 
cations  to  a  handful  of  career 
louse  managers  who  were  stuck 
d  company  culture.  The  results: 
bouse  took  a  $50  million  charge 
uclear-power  venture  in  the 
lepublic,  and  its  core  power- 
siness  continues  to  lose  money, 
rst  quarter,  industrial  and  tech- 
perations  lost  $59  million,  even 

grew  by  19.5%.  Jordan,  un- 
:  for  an  interview,  has  defended 
icial  focus  in  the  past,  arguing 
stinghouse  had  to  restructure 
its  way  out  of  debt  to  survive, 
even  as  he  faces  increased  re- 
ities  at  CBS,  Jordan  must  quick- 
i  new  ceo  for  the  industrial  di- 
id  prepare  it  for  its  initial  public 
this  fall.  The  ipo  isn't  likely  to 
mch  partying  on  Wall  Street. 
3  P.  Heymann,  an  analyst  at 
t  Securities  Corp.,  predicts  that 
g  pension,  legal,  and  environ- 
egacies  at  the  spinoff  will  con- 
sh  flow  for  the  next  two  years. 
)N.  Karmazin,  meanwhile,  will 
g  an  on-the-job  crash  course  in 
n,  no  doubt  enmeshing  himself 
r  detail  of  the  stations'  opera- 
ndi recently,  says  Donald  Jan- 
^estinghouse  vice-president  in 
)f  corporate  reengineering,  Kar- 
lsisted  on  personally  approving 
ck  for  more  than  $500  at  cbs 
We  finally  got  him  to  raise  the 
$2,000,"  says  Janson. 
rmazin  is  too  tight,  he  could  put 
it  turnaround  at  risk.  The  net- 
ill  attracts  an  older  audience, 
3  less  valuable  to  advertisers. 
;less,  cbs  has  edged  past  Walt 
2o.'s  stalled  abc  in  the  ratings.  It 
inaged  to  win  a  couple  of  weeks 
the  May  sweeps.  Now,  though, 
:work  must  write  some  big 
both  to  sign  stars  and,  perhaps, 

way  back  into  pro  football — 
as  lost  to  Rupert  Murdoch's  Fox 
isting  Co.  four  years  ago. 
!d,  Karmazin  will  find  that  tele- 
s  trickier  than  radio.  He  must 
;e  complex  relationships  among 
work  and  its  stations — and  a 
lore  diverse  audience.  Yet  even 
arns  the  ropes,  the  emboldened 
honcho  now  knows  that  if  he 
hange  at  cbs,  he  only  has  to  de- 

3y  Stephen  Baker  in  Pittsburgh 


MEDIA 


CAN  TED  AND  RUPERT 
KISS  AND  MAKE  UP? 

Why  the  squabbling  moguls  may  do  a  satellite-TV  deal 


Under  the  plan. 


For  years  now,  Ted 
Turner  has  de- 
lighted in  taking 
shots  at  News  Corp. 
Chairman  Rupert 
Murdoch.  He  has 
called  the  Australian- 
born  mogul  a  "slimy 
character"  and  "a  dan- 
gerous person"  in 
court  depositions — and 
worse  in  off-the-cuff 
remarks.  So  how  is  it 
that  Turner  is  helping 
to  rescue  Murdoch's 
collapsing  plans  for  en- 
tering the  U.  S.  satel- 
lite-TV business? 

Credit  the  moguls' 
self-interest  and  John 
C.  Malone  for  getting 
Turner  to  agree  to 
have  Murdoch  become 
a  partner  in  Prime- 
Star  Partners,  the  ca- 
ble industry's  satellite- 
tv  consortium.  Since  WOU1U  trade  HIS 
February,  the  chair-  for  a  nonvot  ing 
man  of  Tele-Commu- 
nications inc.  has  qui-  m  rrinieotar 

etly  been  steering 
Turner  and  Murdoch  to  combine  Mur- 
doch's ASkyB  satellite  venture  with 
PrimeStar,  backed  by  TCI,  Time  Warner 
Inc.,  and  three  other  cable  companies. 
The  combination,  which  is  expected  to 
be  announced  by  May  30,  would  put 
PrimeStar  on  a  better  footing  against 
Hughes  Communications  Inc.'s  DirecTV, 
the  satellite  leader. 

WIDE  REACH.  Under  the  deal,  which  was 
ironed  out  over  Memorial  Day  weekend 
in  the  Colorado  offices  of  tci  Satellite 
Entertainment  Inc.,  Murdoch  would  cede 
control  of  his  key  asset — a  satellite  slot 
capable  of  reaching  every  home  in  the 
U.  S.  In  return,  he'd  take  a  30%  stake  in 
a  reformulated  PrimeStar.  But  his  shares 
would  be  nonvoting,  and  Murdoch  caved 
on  his  request  that  the  partners  agree  in 
writing  to  carry  News  Corp.  program- 
ming. "Why  should  we  sign  anything?" 
says  one  party  to  the  deal.  "He  needed 
us  more  than  we  needed  him." 

That's  exactly  how  Malone  sold  the 
deal  to  Time  Warner.  For  months,  Time 
Warner  Chairman  Gerald  M.  Levin,  sid- 
ing with  Turner,  had  refused  to  consider 
any  agreement  with  Murdoch.  But  when 


Murdoch 
satellite  slot 
30%  stake 


News  Corp.'s  deal 
with  EchoStar  Com- 
munications Corp.  fell 
apart  on  May  9,  Mur- 
doch seemed  like  less 
of  a  threat.  Mean- 
while, the  cable  opera- 
tors behind  PrimeStar 
grew  covetous  of  Mur- 
doch's satellite  slot. 
HARD  SELL.  Malone, 
who  has  longstanding 
ties  to  Turner  and 
Murdoch,  had  first 
tried  to  structure  a 
Murdoch-PrimeStar 
deal  in  March,  1996. 
Time  Warner  execu- 
tives, rankled  over 
Murdoch's  plan  to 
launch  a  rival  to  Turn- 
er's CNN,  wouldn't 
agree.  Starting  this 
April,  says  a  source  at 
Time  Warner,  Malone 
pressed  the  case  hard- 
er. And  with  TCI  hold- 
ing a  9%  stake  in 
Time  Warner,  Turner 
backed  down. 

Murdoch's  satellite 
could  give  PrimeStar  a  badly  needed 
boost.  In  the  first  quarter,  subscriptions 
rose  70%,  to  1.8  million,  but  PrimeStar 
lost  $6.5  million  on  sales  of  $139  million. 
That  compares  with  $1.6  million  in  losses 
on  revenue  of  $91.2  million  a  year  earli- 
er. Moreover,  about  a  third  of  Prime- 
Star's  subscribers  terminated  the  ser- 
vice last  year,  according  to  tci  Satellite. 

Can  Murdoch  and  Turner  learn  to 
live  with  one  another — if  the  deal  pass- 
es regulatory  hurdles?  For  Murdoch, 
PrimeStar  provides  opportunities  for 
more  deals  with  cable  operators  to  car- 
ry his  programming.  And  Turner?  As  a 
PrimeStar  owner  and  longtime  ally  of 
Malone,  he's  helped  by  the  Murdoch 
deal.  But,  says  an  executive  who  at- 
tended a  meeting  between  Turner  and 
Murdoch  in  May,  it's  clear  that  there's 
still  friction.  "He  hasn't  forgiven  Ru- 
pert for  that  Jane  thing,"  says  a  Time 
Warner  executive,  referring  to  unflat- 
tering articles  on  Turner's  wife,  Jane 
Fonda,  that  ran  in  Murdoch's  New  York 
Post.  Now,  it  looks  as  if  Murdoch  will 
have  to  make  nice. 

By  Ronald  Grover  in  Los  Angeles 


BUSINESS  WEEK  /  JUNE  9,  1997  37 


News:  Analysis  &  Commentary 


PALMER:  All  ra  ni  i  iii/s 
shortfall  and  a  costly 
■wrangle  with  Intel 


COMPUTERS 


SEETHING 
SHAREHOLDERS 

Digital's  management  may  face  a  revolt 


The  frustration  felt  by  shareholders 
of  Digital  Equipment  Corp.  is  un- 
derstandable. Perennial  turnaround 
schemes  and  management  shakeups 
have  failed  to  restore  earnings.  Sales 
of  the  company's  Alpha  computers  will 
probably  be  down  for  the  quarter  end- 
ing June  30,  even  as  the  rest  of  the  in- 
dustiy  is  booming.  Instead  of  delivering 
the  $1  per  share  in  earnings  for  fiscal 
1997  that  ceo  Robert  B.  Palmer 
promised  last  fall,  analysts  say  the  com- 
pany will  bring  in  just  65c  The  compa- 
ny's headline-grabbing  suit  accusing 
Intel  Corp.  of  stealing  Alpha-chip  tech- 
nology may  cost  millions — without  boost- 
ing Alpha's  prospects  or  Digital's.  In- 
deed, Intel  countersued  on  May  28, 
hinting  that  Digital's  supply  of  Pentiums 
could  dry  up. 

All  this  has  played  havoc  with  Digi- 
tal's stock,  which  was  at  36  on  May  28, 


down  14%  since  Palmer 
became  ceo  in  1992 — a 
stretch  in  which  the  Stan- 
dard &  Poor's  500-stock 
index  has  nearly  doubled. 
"The  amount  of  share- 
holder value  lost  in  the 
last  five  years  because 
there  wasn't  somebody 
there  creating  pressure 
for  effective  change  is 
staggering,"  says  Robert 
A.  G.  Monks,  principal  of 
lens  Inc.,  a  shareholder 
action  group. 

Now  a  would-be  savior 
for  Digital  shareholders 
has  surfaced.  Providence 
Capital  Inc.,  a  small  mon- 
ey-management firm  with 
a  history  of  prodding 
lackluster  performers  into 
action,  says  it  has  com- 
mitments from  institu- 
tional investors  holding 
more  than  30%  of  Digi- 
tal's shares  to  attend  a 
meeting  in  New  York  on 
June  18  to  discuss  ways 
to  "increase  shareholder 
value." 

Can  Providence,  which 
has  only  a  tiny  stake,  or- 
ganize Digital's  sharehold- 
ers and  get  them  to  act 
on  their  dissatisfaction? 
Providence  President 
Herbert  A.  Denton  says 
"most  of  the  major  insti- 
-  tutional  shareholders" 
have  agreed  to  come  to  his  powwow. 
But  of  Digital's  eight  largest  sharehold- 
ers, five  say  they  have  no  plans  to  at- 
tend the  meeting  and  two  decline  to 
comment.  Among  top  shareholders,  only 
Prudential  Investments,  which  holds 
4.4%,  confirms  that  it 
will  be  there.  "What's 
to  lose?"  says  Thomas 
R.  Jackson,  portfolio 
manager  of  the  Pruden- 
tial Investments  Equi- 
ty Portfolio. 

Even  if  Providence 
doesn't  lead  the  charge. 
Digital  shareholders  are 
increasingly  restless. 
Separate  resolutions  de- 
manding that  Digital 
retain  an  investment 
banker  to  shop  the 
company  and  rescind  its 


THE  PALMER  YEARS 


50"' 


APR.  '97 


JUNE  '92 
▲  INDEX:  JUNE  '92=100 

DATA  BLOOMBERG  FINANCIAL  MARKETS 


poison  pill  have  been  submitted  byw 
individual  shareholders  and  will  ap$ 
on  Digital's  September  proxy  staterp 
Another  proposal  submitted  in  late  1 
by  the  Communications  Worker  <c 
America,  which  holds  48,000  Dift 
shares,  calls  for  splitting  the  jol 
chairman  from  that  of  ceo.  "Does  m 
tal  management  have  a  plan  to  prea 
and  enhance  shareholder  value?"  ik 
one  large  institutional  holder.  "If I 
the  board  has  to  take  some  action.'  jj 
Shareholders  may  have  a  new  >i 
cern.  The  patent  suit  against  mijjl 
Intel — a  bold  move  that  lifted  the  AA 
chip's  profile — may  backfire.  In  its  (8 
tersuit  to  Digital's  patent-infringeni! 
action,  Intel  demands  that  Digitaw 
turn  confidential  documents  spelling 
Intel  product  plans.  "When  a  compai  i 
questioning  our  integrity,  we  don't! 
comfortable  giving  them  our  mostjij 
vanced  confidential  materials,"  saya 
Intel  spokesman.  More  ominous  was! 
news  from  Intel  that  Digital's  contact 
for  Pentium-class  microprocessors 
out  in  September,  raising  the  possil| 
that  Digital's  $2  billion  PC  business  cl 
face  troublesome  shortages. 
THE  BOARD'S  SIN.  Digital  calls  the  ci 
tersuit  "nothing  more  than  a  thinly  v^i 
attempt  to  cause  concern  among  Dife 
customers."  The  company  also  saj[3 
has  long-term  contracts  with  its  sufE 
ers,  including  Intel.  And  Digital  exsfi 
tives  have  said  repeatedly  that  If 
risks  violating  antitrust  laws  if  it  sljs 
or  shuts  off  the  supply  of  Pentium  cip 
to  Digital.  But  as  a  backup,  Digitals 
signed  up  to  use  the  K6  chip  from  la 
rival  Advanced  Micro  Devices  (pagejlj 
With  all  these  issues  swirling,  h 
board  that  has  stood  by  Palmer  9) 
his  management  is  coming  under  soiti 
ny.  Thomas  P.  Gerrity,  a  Digital  direio 
who  is  dean  of  the  Wharton  Schl 
wound  up  last  month  on  a  listo 
"America's  least-valuable  direct)! 
compiled  by  the  Brotherhood  of  Teto 
sters.  His  sin:  voting  to  pay  Palle; 

$8.3  million  in  sal 
bonus,  and  options  « 
year.  That's  after  1 
mer  has  cut  the  wifc 
force  in  half  and  rac* 
up  $2.6  billion  in  loite 
since  he  took  chargu 
1992.  Gerrity  wsl 
available  to  commit 
But  his  seat — and  i 
mer's — is  probably  1 
ting  awfully  hot. 

By  Paid  C.  Jul 
in  Boston,  with  AM 
Reinhardt  in  iii 
Francisco 
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It  means:  "beat  the  pants 

off  your  competition" 

in  14  different  languages. 

There's  a  competitive  advantage  staring  you  in  the 
face.  It's  called  UPS  Worldwide  Express  Plus" and  it's 
the  only  service  that  guarantees  delivery  to  150  cities 
throughout  Europe  by  8:30  a.m!  That's  hours  faster, 
to  more  cities,  than  any  other  delivery  company.  And 
by  choosing  UPS,  your  packages  are  fully  tracked  and 
cleared  through  customs  electronically  so  they  make  it 
to  your  customers'  desks  first  thing  in  the  morning.  To 
clean  your  competition's  clock  all  across  Europe,  call 
1-800-PICK-UPS  or  visit  us  at  www.ups.com.  "r- 


MOVING  at  the  SPEED  of  BUSINESS. 


elivery  on  the  second  business  day.  Call  UPS  for  details.  ©1997  United  Parcel  Service  of  America,  Inc. 
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TAKING  TURNS 
AT  THE  HELM 

ARE  TWO  HEADS  BETTER  THAN 

one?  When  rental  car  and 
real  estate  giant  hfs  merges 
with  direct  marketer  cue  In- 
ternational in  a  $10.9  billon 
deal  announced  May  27,  their 
ceos  will  take  turns  at  the 
helm.  At  first,  hfs  chief 
Henry  Silverman,  56,  will  be 
chairman,  and  cue's  Walter 
Forbes,  54,  will  be  ceo.  The 
two  will  switch  in  2000.  The 
deal  gives  cue  access  to  nu- 
merous potential  customers 
of  hfs's  many  franchises, 
which  include  How  ard  John- 
son and  Days  Inn.  For  Sil- 
verman, who  has  been 
aggressively  accumulating 
businesses,  the  merger  with 
cue  is  an  acknowledgment 
that  hfs  needs  more  mar- 


CLOSING  BELL 


FAMILY'S  VALUES 

Pat  Robertson's  International 
Family  Entertainment  could 
be  the  object  of  a  bidding 
war  between  News  Corp.  and 
Disney.  Rupert  Murdoch  long 
has  coveted  IFE's  Family 
Channel,  seen  in  69  million 
U.  S.  homes,  as  perfect  for 
his  planned  Fox  Kids  Network. 
Analysts  expected  a  mid-May, 
$1.4  billion  marriage.  But 
Disney  is  getting  into  the  act. 
Its  execs  had  secret  talks  at 
IFE's  Virginia  Beach  (Va.) 
headquarters  in  late  May.  At 
the  possibility  of  a  Disney 
bid,  IFE's  stock  rose  to  $27  on 
May  27. 


keting  muscle.  But  this  may 
not  be  Silverman's  last  deal. 
Both  hfs  and  cue  are  re- 
ported to  be  eyeing  the  $1 
billion  Signature  catalog  unit 
of  ailing  retailer  Montgomerv 
Ward. 


JOE  CAMEL  ISN'T 
OVER  THE  HUMP 

is  joe  camel  too  appealing 
to  kids?  The  Federal  Trade 
Commission  seems  to  think 
so.  On  May  28,  the  FTC  an- 
nounced it  w'as  charging  R.J. 
Reynolds  Tobacco  with  using 
the  dromedary  to  target  chil- 
dren, violating  niles  against 
unfair  advertising  practices. 
Three  years  ago,  the  ftc 
lacked  evidence  for  a  com- 
plaint. But  after  internal  doc- 
uments recently  released  by 
tobacco  companies  indicated 
a  major  industry  push  to  at- 
tract younger  smokers,  the 
agency  decided  to  act. 

GULPING  DOWN 
COKE  BOTTLERS 

THINGS  GO  BIGGER  WTTH  COCA- 

Cola  Enterprises.  Coke's 
biggest  distributor  on  May 
27  offered  to  buy  two  large 
Coke  bottlers  in  Canada  and 
the  U.  S.  in  deals  wwth  $1.7 
billion.  The  deals  would  give 
Coca-Cola  Enterprises  more 
than  65%  of  all  Coca-Cola 
bottle  and  can  sales  in  Cana- 
da and  the  U.  S.,  up  from 
53%  now.  The  move  is  in  line 
with  Coke's  strategy  of 
grouping  its  bottling  opera- 
tions into  large  "anchor  bot- 
tlers." cce  has  been  on  an 
acquisition  binge  over  the 
last  twro  years,  gobbling 
up  at  least  seven  other 
bottlers. 


OUT  TO  SPOIL 
A  STOUT  PARTY 

HE    GETS    NO    KICK  FROM 
stout:  Bernard  Arnault,  chief 
executive  of  France's  LVMH 
Mdft  Hcnnessy  Louis  Vuit- 


HE  AD  LINER:  WILLIAM  STIRITZ 


CIA0,  DOG  CHOW? 


William  Stiritz  has  a  knack 
for  surprises,  but  his  latest 
is  a  doozy.  On  May  23, 
Stiritz,  62,  said  he  would 
give  up  his  ceo  duties  at 
Ralston  Purina  years 
before  outsiders  expected. 
Effective  Oct.  1,  he's  divid- 
ing the  job  between  pet- 
food boss  Patrick  Mc- 
Ginnis,  49,  and  Ever 
eady  battery 
kingpin  Pat- 
rick Mul- 
cahy,  53. 

The  move 
rekindled 
rumors  that  Ral- 
ston would  split  in 
two,  sending  the 
stock  up  3.5%,  to 
85M,  that  day. 
Stiritz  has  long 
been  a  spin-off  fan: 
In  16  years  as  ceo, 


he  has  unloaded  every- 
thing from  tuna  boats  to 
fast-food  chains.  Ralstor 
international  farm-anim 
feed  unit  is  slated  to  be 
spun  off  next  year,  and  i 
international  soy-proteii 
unit  could  go  soon,  too 
Though  Stiritz  stress 
on  May  27  that  pet 
foods  and  batteries 
will  stay  together, 
some  analysts  still 
believe  that  his 
decision  to  name 
co-ceos  sig- 
nals a  bres 
up.  "It's  n 
a  question 
of  whethei 
but  wdien 
says  Prudentu 
Securities'  John 
McMillin. 

By  Greg  Bur 


ton,  aims  to  play  the  spoiler 
in  a  $20  billion  merger  an- 
nounced May  12  between 
Guinness  and  Grand  Metro- 
politan. As  Guinness'  largest 
shareholder,  lvmh  had  lobbied 
for  a  three-way  alliance.  Now 
shut  out,  Arnault  is  seeking 
to  block  the  creation  of  gmg 
Brands,  as  the  product  of  the 
two-wray  merger  would  be 
knowm.  He  aims  to  exercise 
his  option  from  a  1994  deal 
with  Guinness  to  buy  distrib- 
ution rights  for  Guinness  in 
the  U.  S.,  France,  and  Asia 
for  10  years.  Guinness  and 
Grand  Met  may  now  move  to 
thwart  Arnault. 


a  toy  story 
at  McDonald  s 

FIRST,  TEENIE  BEANIE  BABIES, 

now7  action  vehicles  and  spin- 
ning figurines:  Starting  ear- 
ly this  summer,  McDonalds 
12,200  U.S.  restaurants  will 
be  giving  away  Galoob  Toys' 
Micro   Machines  and  Skv 


Dancers  with  Happy  Md& 
for  kids.  The  promom 
comes  on  the  heels  ofB 
chain's  April  Beanie  BabyflB 
tiative.  which  sparked  co- 
ble-digit same-store  s«t 
gains.  But  after  10  days,  & 
Donald's  inventory  of  I 
wildly  popular  toys  staitVji 
running  out.  The  kids  M? 
love  the  giveaways,  but  stie 
franchisees  have  complain 
that  McNuggets  and  fries  n 
taking  a  backseat  to  toyat 
the  nation's  biggest  buier 
chain. 

ETCETERA... 

■  Flip-flop:  Bandai  callec:ft 
its  merger  with  Sega  one  ij 
after  approving  the  deal. 

■  Seagram  sold  30  million* 
its  shares  in  Time  Warnetc 
Merrill  Lynch  for  $1.4  billn. 

■  Soaring:  Universale  "k# 
Lost  World  grossed  over  H) 
million  in  its  first  weekei. 

■  Sinking?  Paramountis 
delaying  the  opening^ 
Titanic  until  December. 
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shington  Outlook 


BY  OWEN  ULLMANN 


\  WINDOW  OF  OPPORTUNITY 
ENING  IN  IRAN? 


s  weren't  the  only  ones  surprised  by  Mohammed 
mi's  landslide  upset  in  Iran's  May  23  presidential 
n.  In  Washington,  startled  U.  S.  policymakers  looked 
noderate"  cleric's  victory  over  the  conservative  Is- 
tablishment  candidate  as  a  potential  crack  in  icy  re- 
etween  the  two  nations.  "This  is  an  important  de- 
lt,"  notes  a  Clinton  Administration  official, 
igh  American  and  Iranian  officials  caution  against 
i  any  overnight  thaw,  Khatami's  election  could  pave 

■  for  the  first  timid   

ward  a  dialogue  in  a  KHATAMI:  Despite  his  win, 
The  big  question  is  hard-liners  hold  the  reins 

Alphonse  or  Gaston 

the  first  step.  In  the 
Khatami's  election, 
!  is  beckoning  the  oth- 
ke  the  initial  goodwill 

the  1991  Persian  Gulf 
ashington  has  used 
s  and  embargoes  to 
)th  Iran  and  Iraq.  This 
ntainment"  policy  en- 
mg  bipartisan  support 
ress.  But  the  Iranian 
Id  prompt  a  change  in 
ategy.  Some  foreign 
nalysts  say  the  U.  S. 
;eep  the  pressure  on 
ongman  Saddam  Hus- 
le  looking  for  ways  to 
nmercial  and  diplomat- 
ith  Iran,  whose  size  and  energy  resources  make  it  a 
s  vital  regional  player. 

SIDELINES.  Certainly,  U.  S.  business  interests,  which 
as  an  important  market,  are  urging  such  a  shift.  "If 
llowing  a  policy  of  engagement  in  China,  where  the 
lent  is  less  than  democratic,  there's  an  argument  for 
exploring  possibilities  in  Iran,"  contends  J.  Daniel 
rty,  vice-president  of  the  National  Foreign  Trade 
a  group  of  more  than  600  U.  S.  companies, 
business  argument  is  one  that  is  likely  to  be  made 
reasing  force  in  Washington.  When  Clintonites  pres- 
'onoco  Inc.  in  1995  to  withdraw  from  a  $1  billion 
li  National  Iranian  Oil  Co.  to  develop  two  offshore  oil 
le  contract  went  to  French  oil  group  Total.  Now,  To- 
Royal  Dutch/Shell  Group  are  competing  for  an  even 
rize,  tapping  Iran's  South  Pars  gas  field,  the  world's 
With  American  oil  companies  out  of  action,  "Total  is 
.  S.  anti-Iran  sanctions  as  a  real  asset,"  says  Pierre 
,  president  of  Paris-based  oil  industry  analysts 
•ategies. 

her  Washington  budges,  however,  is  largely  in  the 
f  Khatami,  who  takes  office  in  August.  U.  S.  officials 
:hing  for  signs  of  softening.  One  key  indicator  will  be 
:ceeds  Foreign  Minister  Ali  Akbar  Velayati,  an  old 


stalwart  of  the  regime.  The  Clinton  Administration  also 
wants  to  see  such  positive  moves  as  a  repeal  of  the  death 
threat  against  author  Salman  Rushdie,  an  end  to  assassina- 
tion of  Iranian  dissidents  abroad,  and  a  halt  to  the  regime's 
bankrolling  of  terrorist  groups. 

To  be  sure,  powerful  forces  in  Tehran  and  Washington 
could  scuttle  any  budding  detente.  Khatami  did  capture  70% 
of  the  vote,  but  Iran's  religious  leader,  Ayatollah  Khamenei, 
is  the  country's  real  power  and  can  curb  the  new  Presi- 
dent's executive  authority.  And  Iran's  conservative  parliament 
must  approve  Cabinet  appointees.  Although  he  is  the  first 
Iranian  leader  in  years  to  enjoy  electoral  legitimacy,  "Khata- 
mi's power  is  diluted  by  the 
nature  of  the  system,"  says 
Richard  N.  Haass,  head  of  for- 
eign policy  studies  at  the 
Brookings  Institution.  "He 
won't  have  a  free  hand." 
ARMS  SEARCH.  Indeed,  some 
analysts  believe  that  with  Eu- 
rope taking  an  increasingly 
tough  line  with  Iran,  Khatami 
could  shun  the  West  and  forge 
strategic  alliances  with  Russia, 
China,  and  India.  While  those 
ties  could  satisfy  Tehran's  ap- 
petite for  arms,  these  countries 
would  provide  little  technolog- 
ical or  financial  help  for  an 
economy  in  desperate  need  of 
capital  and  modernization. 
For  his  part,  President 

U.S.  business  hungers  for  Iranian 
energy  deals,  but  Congress  and  the 
Israeli  lobby  could  stand  in  the  way 

Clinton  will  face  domestic  political  obstacles  to  any  overtures 
he  might  want  to  make  down  the  road.  After  the  Adminis- 
tration barred  U.  S.  companies  from  doing  business  with 
Tehran,  Congress — prodded  by  the  American-Israel  Public 
Affairs  Committee — went  even  further  and  passed  legislation 
that  imposed  sanctions  on  foreign  companies  providing  as- 
sistance to  Iran's  energy  industry.  So  without  gestures  from 
Tehran,  Clinton  is  unlikely  to  risk  antagonizing  the  pro-Israel 
lobby  and  Congress.  "I  think  there  would  be  a  fairly  strong 
bipartisan  reaction  against  an  Administration  shift,"  says  an 
AIPAC  lobbyist. 

That's  why  any  change  in  policy  will  be  painfully  slow. 
Still,  Khatami's  election  might  be  a  harbinger  for  tiny  steps 
that  could  end  two  decades  of  enmity.  For  U.  S.  strategic  and 
business  interests,  that  could  be  a  big  leap  forward. 

By  John  Rossant  in  Rome  and  Stan  Crock  in  Washington 
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HONG 
KONG 


Soon,  there  will  be  "one  country, 
two  systems" -and  a  new  economy 
for  the  capitalist  hub  of  Asia 

Time:  Midnight 
Date:  July  1,  2007 
Place:  Hong  Kong,  China 

They  said  nothing  could  equal  the  old  days,  but  the 
10th  anniversary  of  Hong  Kong's  return  to  China  is 
turning  out  to  be  tlie  city's  biggest  bash  ever.  High-tech 
fireworks  soar  into  the  sky,  their  glare  competing  with 
the  neon  logos  on  the  Chinese  company  skyscrapers  be- 
low. At  exclusive  waterfront  cafes  along  the  harbor,  throngs  of 
young  Chinese  professionals  are  balancing  champagne  glass- 
es, their  conversations 
gliding  easily  from  En- 
glish to  Mandarin  to 
Cantonese.  Nor  has  the 
optimism  that  fuels  the 
festivities  been  lost  on  tlie 
markets.  The  Hang  Seng 
Index,  dominated  now  by 
scores  of  top-ranked  Chi- 

nese    industrials,     set     Mon  for  manufacturing?.  page  52 

records  all  week.  "Eupho-  GOING  GREAT  GUNS  Why  the  multina- 
ria  stocks,"  the  analysts      tinnakaresogunghn..  page  54 
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RED  CHIPS  RISING  China-backed  com- 
panies are  the  new  pillars  page  50 

DOLLAR  DEFENDER  A  talk  with  Hong 
Kong's  currency  chief.  page  51 

HANDS-ON  IDEAS  Is  intervention  the 


dubbed  them. 

Like  Manhattan,  Lon- 
don, or  Tokyo,  the  might 
of  this  Asian  metropolis 
extends  far  beyond  the 
skyscrapers  downtown, 
which  act  as  the  nerve 


SOCIAL  INSECURITY  What's  ahead  for 
education,  media,  and  law  page  58 

JITTERY  DRAGON  China  sees  the  poten- 
tial for  instability  page  60 

GONE  IS  THE  GO-BETWEEN  Taiwan  is 
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BUSINESS  WEEK  /  JUNE  9.  1997  45 


THE  NEW  ECONOMY 


mm 


center  of  Chinese  finance,  advertising,     JJ   Q  Q        j£  Q   ^  Q 

a/wZ  design.  Connected  to  southern  Chi- 
na by  superhighways  and  railroads, 
Hong  Kong  has  suburbs  that  reach  far 
into  Guangdong  province,  where  commuters  retreat  on  the 
weekends  to  spacious  homes  and  private  golf  clubs.  During 
the  day,  many  work  at  state-of-the-art  r&d  centers  along 
the  border  run  by  Motorola,  Siemens,  and  Sony.  China's 
best  and  brightest  are  present  everywhere,  providing  whatev- 
er kind  of  brainpower  is  required  by  multinational  investors. 


Hong  Kong  as  the  cosmopolitan  capital  of  Chinese  capital- 
ism. This  is  the  storybook  version  most  of  the  city's  business 
elite  would  like  you  to  believe.  For  them,  the  new  Hong 
Kong  is  poised  to  become  the  crucial  nexus  between  the 
booming  China  market  and  the  rest  of  the  world. 

But  there's  a  competing,  more  disturbing  vision  for  Hong 
Kong  shared  by  many  in  the  U.S.,  Europe,  and  even  Asia: 
It's  10  years  after  the  handover,  and  Hong  Kong  has  little  to 
celebrate.  Sure,  the  euphoria  lasted  a  few  years.  But  gradu- 


AT  THE  RAGETRAC 


nial  era  ends,  high  rollers  keep  on  rolling 


ally  the  realities  of  Chinese-style  capitalism  made  themselves 
felt:  endemic  corruption,  meddlesome  bureaucrats,  a  muz- 
zled press,  rigged  stock  markets.  It's  not  that  the  Chinese  set 
out  to  ruin  Hong  Kong.  Quite  the  contrary.  They  just  didn't 
understand  what  made  Hong  Kong  special.  Now,  Hong  Kong 
is  just  another  Chinese  city,  and  its  best  and  brightest  have 
fled  to  safe  havens  in  Vancouver,  New  York,  and  London. 
FREEWHEELING.  It's  impossible  to  predict  which  of  these  sce- 
narios will  come  nearer  to  the  truth.  But  the  contrasting 
fates  they  represent  explain  the  mix  of  great  expectations  and 
high  anxiety  that  the  handover  is  triggering  inside  Hong 
Kong  and  among  investors  and  policymakers  worldwide.  For 
better  or  worse,  a  new  economy  is  emerging  from  the  reuni- 
fication of  Hong  Kong  and  China.  Never  before  has  a  com- 
munist state  acquired  a  freewheeling  capitalist  economy,  not 
to  crush  it  with  tanks,  but  with  the  avowed  intent  of  nur- 
turing that  capitalism  and  learning  from  it. 

The  merger  of  a  dynamic  and  ambitious  China  with  en- 


trepreneurial Hong  Kong  poses  m 
opportunities  as  well  as  tremeidj 
risks.  Much  depends  on  the  abilil 
Hong  Kong's  elite  to  lead  the  ten! 
forward.  From  conversations  with  dozens  of  these  movers 
shakers,  from  tycoons  to  top  civil  servants,  a  picture  em 
of  how  the  new,  economy  will  shape  up. 

Hong  Kong's  economic  clout  is  certain  to  expand.  Som 
vision  the  rise  of  a  Greater  Hong  Kong  with  the  Chinese 
of  Guangzhou  and  Shenzhen  becoming  sister  cities.  The 
of  China,  where  Hong  Kong  has  shifted  most  of  its  mar 
turing  because  of  cheaper  labor  and  land  costs,  will 
even  more  with  Hong  Kong.  Everything  from  greater 
dination  on  infrastructure  projects  to  building  high-tecl  4 
tories  along  the  border  is  under  discussion.  Guangdong 
become  an  affordable  alternative  to  Hong  Kong  as  mi 
class  families  and  retirees  seek  suburban  housing  an< 
well-to-do  stake  out  land  for  spacious  homes.  "We  ha 
scratched  the  surface  of  opportunity  between  us  and  mai 
China,"  says  C.  Y.  Leung,  a  property  consultant  and  pow 

member  of  the  new  elite. 
POLICY  GURU.  Top  officis 
the  Special  Administrate 
gion  (sar) — as  post-hanc 
Hong  Kong  will  official] 
called — are  determined  1 
more  active  than  the  han< 
British.  They  will  probablj 
row  liberally  from  the  plaj 
of  more  statist  Singapore, 
also  intend  to  spend  moi 
education  and  technology 
ping  into  Hong  Kong's  $6 
lion  in  foreign  currency 
serves  to  fund  these  rrj 
"We're  investing  in  the  ft 
and  industrial  developme 
one  thing  to  invest  in," 
Henry  Tang  Ying-yen,  the 
industrial  policy  guru. 

Finance  will  continue  1 
the  territory's  heart  and 
The  hope  is  that  Hong  K 
market  will  force  "red-<tf>> 
companies — the  mair 
groups  listed  in  Hong  Konj 
adopt  internationally  acce 
standards  of  accounting 
management.  Meantime,  \ 
ern  companies,  from  invest 
houses  to  law  firms,  are  i 
Hong  Kong  as  the  base  for  raising  funds  from  arounc 
world  for  promising  mainland  companies.  "Hong  Kong  w 
the  melting  pot  of  Western  and  Chinese  business," 
Antony  K.  Leung,  managing  director  of  Chase  Manh; 
Bank  in  Hong  Kong  and  a  member  of  the  future  Cabin 
A  more  controversial  role  for  the  new  Hong  Kong  is  a 
media  and  pop-culture  hub  for  all  of  China.  Hong  Kong- 
Cantopop  singers  are  huge  hits  on  the  mainland,  whik 
Chinese  in  neighboring  Guangdong  province  easily  pick  t1 
cal  Hong  Kong  TV.  Many  also  use  illegal  satellite  dish 
view  star-tv  and  other  global  broadcasts  with  bases  in  1! 
Kong.  Hong  Kong  media  define  what  is  chic  among  Ch 
youth. 

But  Hong  Kong  is  also  likely  to  be  a  more  conserv: 
place.  The  Hong  Kong  media  are  increasingly  pi ' 
their  punches  on  China  coverage,  while  Hong  Kong's 
leaders  have  bent  over  backwards  not  to  differ  with  Chi; 
public.  Laws  are  being  twisted  to  satisfy  China's  leaf: 


a 
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including  restrictions  on  public  demonstrations,  when  there  is 
not  a  whiff  of  upheaval.  This  is  unsettling  to  some  of  those 
leaving  power.  "I  hope  people  won't  lose  sight  of  Hong  Kong's 
identity  and  of  the  absolute  imperative  of  hanging  on  to  the 
whole  of  our  system — and  not  just  part  of  it,"  says  Governor 
Chris  Patten. 

By  tightening  its  economic  embrace  with  China,  Hong 
Kong  also  runs  the  risk  of  being  too  dependent.  One  Asian 
banker  working  for  a  U.S.  firm  recently  complained  that  his 
Hong  Kong  colleagues  are  "looking  inward  at  China"  and 
not  to  the  entire  region  for  potential  deals.  He  fears  that  such 
myopia  could  jeopardize  Hong  Kong's  standing  as  a  regional 
hub  and  leave  it  exposed  to  any  economic  upheavals  in  China 
itself.  A  sputtering  economy  in  Hong  Kong  would  just  get 
worse  if  the  territory's  business  and  professional  classes 
start  to  slip  away.  A  quarter  of  the  population  has  dual  pass- 
ports and  other  means  of  emigrating  legally. 
DIZZY  HEIGHTS.  Weighty  risks  indeed.  Yet  as  investors  cal- 
culate the  odds,  many  in  Hong  Kong  are  betting  that  the  ter- 
ritory will  prevail  over  any  threats  to  its  prosperity.  These 
are  the  people  who  have  gone  haywire  buying  new  shares  in 
the  red  chips.  They  have  been  bidding  the  price  of  real  estate 
to  unbelievable  heights.  In  essence,  these  optimists  think 
the  handover  is  a  giant  business  transaction:  China  lets  Hong 
Kong  get  richer,  so  long  as  Hong  Kong  shares  the  wealth  and 
knows  its  place.  The  Hang  Seng  index  reflects  this  surging 
optimism.  The  market  has  risen  20%  since  the  end  of  1995. 

To  the  boosters,  Hong  Kong  is  too  strong  to  ruin.  It's  the 
world's  seventh-largest  trading  power,  fifth-largest  banking 
center  and  foreign  exchange  market,  and  busiest  container 
port  (table,  page  47).  Its  economy  grows  by  5.5%  a  year, 
and  per  capita  income  is  $23,000,  surpassing  that  of  Britain. 
Hong  Kong  is  the  largest  foreign  investor  in  China,  and  it 
employs  almost  as  many  Chinese  in  factories  on  the  mainland 
as  its  entire  6.3  million  population.  Foreign  investments  in 
Hong  Kong  now  total  around  $100  billion — and  they're  grow- 
ing as  the  vast  China  market  opens  up. 

The  man  who  will  run  this  thriving  city-state  is  60-year-old 
C.  H.  Tung,  who  will  be  called  chief  executive.  He  faces  a  del- 
icate balancing  act:  allaying  Beijing's  concerns  about  Hong 
Kong  becoming  a  "base  of  subversion"  while  protecting  the 
system  that  gives  Hong  Kong  its  competitive  edge. 


POLICE  Worried  about  a  rush  of  illegal  immigrants 


THE  POWER  AND  THE  GLORY  Foreign  investments* 


Tung  puts  China  wholly  at  ease.  A  conservative  whojjf 
mires  Singapore's  orderly  society,  his  views  are  often  irlj 
tinguishable  from  those  of  top  Chinese  officials.  Solidly  irjiSi 
camp  are  a  variety  of  pro-China  groups  ranging  from  wea|| 
Shanghainese  businessmen  who  hobnob  at  lunch  at  the! 
elusive  China  Club  to  leftist  politicians  and  educators  loyw 
the  Beijing  party  line.  "Beijing  is  pro-busina| 
says  James  P.  C.  Tien,  chairman  of  the  Hi 
Kong  General  Chamber  of  Commerce.  "Beii 
understands  us." 

Indeed,  the  comfort  level  is  high  between  1 
jing's  cadres  and  Hong  Kong's  tycoons.  It's  (I 
mon  knowledge  that,  in  hopes  of  cutting  d<l 
they've  been  wining  and  dining  one  anothei 
Chinese  state  houses  and  Hong  Kong  clffl 
"They  are  tangoing  cheek  to  cheek,"  says  Del 
cratic  Party  legislator  Martin  Lee,  a  vocal  Cm 
critic.  Most  Hong  Kong  property  tycoons,! 
example,  have  about  10%  of  their  assets  in  Cm 
While  Tung  is  modest  and  unassuming,  his  fq& 
ly  runs  a  $1.7  billion  company. 

Since  Tung  won't  be  able  to  deliver  on  poll! 
or  human  rights,  he  wants  to  rally  Hong  Kon|ti 
a  program  of  economic  reform.  Tung's  savvyl 
visers  fear  that  continued  success  is  by  no  mm 
a  sure  thing.  They  strongly  believe  that  Hf^ 
Kong  manufacturing,  most  of  which  has  shifte|i 
southern  China,  is  losing  out  to  competitors.;  1 
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otal  $100  billion  and  are  growing  fast 


*esult,  Hong  Kong's  leaders  are  engaged  in  a  lively 
>ver  whether  the  government  should  follow  other 
itions  in  fostering  an  industrial  policy  (page  52).  To 
consensus,  however,  won't  be  easy,  particularly  since 
p  civil  servants  are  strongly  opposed  to  the  govern- 
ervening  in  business, 
lie  test  of  Tung's  leadership  will  be  forg- 
am  from  the  territory's  British-trained 
vants  and  his  own  entourage  of  China 
rs.  At  receptions,  some  tycoons  are  now 
1  Anson  Chan,  who  as  Hong  Kong's  top 
'ant  must  work  closely  with  Tung.  Other 
ing  leaders,  such  as  the  influential  soci- 
■ofessor  Lau  Siu-kai,  a  member  of  the 
selected  Preparatory  Committee,  say  se- 
ll servants  have  a  "haughty  and  self- 
;  attitude."  Says  Chan:  "Part  of  the  prob- 
that  they  don't  really  know  me  and 
I  don't  really  know  them." 
also  wants  to  win  over  public  support  by 
;  the  cost  of  housing  and  improving  the 
r's  education  standards.  These  are  ap- 
bread-and-butter  issues.  Yet  Tung's  re- 
say  anything  that  publicly  distances  him- 
l  Beijing  worries  those  people  who  want 
who  can  stand  up  for  Hong  Kong.  (His 
)wever,  point  out  that  behind  the  scenes 
:1  go  to  bat  to  retain  top  civil  servants, 


despite  some  objections  from  Beijing.)  Even  Tung  supporters 
admit  that  the  new  chief  executive  isn't  politically  savvy 
and  that  he  doesn't  have  much  of  a  power  base.  "There  is  no 
strong  and  powerful  leader  on  the  political  scene,"  admits  one 
Tung  adviser. 

Some  analysts  believe  that's  precisely  the  way  China  wants 
it.  Beijing  has  been  cultivating  numerous  pro-China  groups 
rather  than  standing  squarely  behind  the  Democratic  Al- 
liance for  the  Betterment  of  Hong  Kong,  the  most  popular 
pro-Beijing  coalition.  "Beijing  does  not  want  to  depend  on  one 
group,"  says  China  specialist  Joseph  Yu-shek  Cheng,  who 
adds  that  China  often  rewards  the  most  obedient  factions. 
CHARGED  ISSUE.  Representatives  from  rival  Chinese  min- 
istries are  also  in  Hong  Kong,  including  the  Hong  Kong  & 
Macau  Affairs  Office  and  Xinhua  (the  New  China  News 
Agency),  which  represented  China  while  Hong  Kong  was 
under  British  rule.  Now,  with  the  Foreign  Ministry  about  to 
move  into  a  22-story  office  building  on  July  1  and  the  People's 
Liberation  Army  arriving,  these  groups  could  establish  al- 
ternative power  bases,  undermining  Tung's  authority.  "There 
is  only  one  cook  in  the  kitchen  now,  and  that's  C.  H.  Tung  and 
the  Hong  Kong  sar  government,"  warns  industrialist  Ray- 
mond K.  F.  Chi'en,  a  member  of  the  Tung  Cabinet. 

For  the  next  few  months,  if  not  years,  Hong  Kong  will  be 
under  scrutiny  for  any  hint  of  interference.  "I  tell  my  Chinese 
friends  that  while  they  may  be  able  to  make  a  case  for  some 
of  the  changes  they  plan  in  a  court  of  law,  they  must  consid- 
er the  court  of  international  public  opinion  in  dealing  with  this 
community  after  July  1,"  U.  S.  Ambassador  to  China  James  R. 
Sasser  recently  told  a  Hong  Kong  audience. 

Should  China  mishandle  the  situation,  Hong  Kong  is  likely 
to  become  a  charged  foreign  policy  issue,  particularly  in  the 
U.  S.  Congress.  In  good  times,  it's  a  battle  every  year  to  get 
China's  most-favored-nation  trade  status  renewed.  If  Hong 
Kong's  free  society  is  seen  to  be  in  danger,  the  chances  es- 
calate that  Congress  might  deny  mfn  status.  "There  is  too 
much  of  a  spotlight  on  us,"  says  a  concerned  Victor  K.  Fung, 
chairman  of  the  Hong  Kong  Trade  Development  Council  and 
chairman  of  trading  company  Li  &  Fung  Ltd. 

Maybe  so,  but  for  Hong  Kong,  no  moment  in  recent 
years  has  been  so  charged  with  importance  of  every  kind — 
economic,  political,  and  civil.  Without  many  resources  or 
much  land,  the  citizens  of  Hong  Kong  have  long  proven  to 
be  amazingly  resilient.  In  July,  they  face  perhaps  their 
greatest  challenges,  and  it's  up  to  them  to  prove  the  skeptics 
wrong. 

By  Joyce  Barnathan  in  Hong  Kong 


CHINA'S  MAN  So  far,  C.  H.  Tung  is  following  Beijing's  line 
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CASH  COWS  Ng  Fung  Hong  is  moving  beyond  livestock,  buying  into  fisheries  and  other  busines. 


i 


HONG  KONG 


FINANCIAL  MARKETS 


RED  CHIPS 
RISING 

These  China-backed  businesses 
are  the  new  pillars  of  the  economy 

Mark  S.  L.  Chen  has  big  plans.  For  decades,  his  com- 
pany has  had  a  near-monopoly  exporting  pigs, 
goats,  beef,  and  other  foodstuffs  from  China  to 
Hong  Kong.  As  China  reforms  its  economy,  Chen 
will  lose  his  privileged  trading  position.  His  response?  A  di- 
versification binge  that  would  make  even  the  most  daring 
empire  builder  take  notice. 

Chen,  chairman  of  Ng  Fung  Hong  Ltd.,  a  former  Chinese 
government  company,  is  angling  to  buy  one  of  China's 
largest  wineries.  He  just  hooked  an  African  fishing  fleet 
owned  by  China's  Agriculture  Ministry.  He  rang  up  the 
purchase  of  one  of  China's  largest  supermarket  chains  last 
December  and  is  considering  expanding  it.  Now,  he's  talking 
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about  getting  into  specialty  meat  products.  "The  long- 
goal  is  for  Ng  Fung  Hong  to  become  an  international 
empire,"  says  Chen,  a  former  official  at  China's  Minist: 
Foreign  Trade  &  Economic  Cooperation  (moftec),  his 
pany's  onetime  parent. 

Money  is  no  object  for  Chen,  whose  previous  job 
overseeing  a  government-funded  real  estate  projec 
Bangkok.  That's  because  Ng  Fung  Hong  is  a  "red  chip" 
pany — a  corporation  controlled  by  mainland  interests!*; 
listed  in  Hong  Kong.  It  is  well-connected  companies  suo!  f 
Ng  Fung  Hong  that  tell  the  tale  of  Hong  Kong  and  Chi) '?  i- 
transition.  |s, 
new  ORDER.  The  rise  of  the  red  chips  reflects  both  Beij ; 
efforts  to  restructure  its  economy  and  Hong  Kong's  m  f  D 
to  establish  itself  under  Beijing's  rule  as  China's  intemat  i 
financial  center.  Indeed,  red  chips,  led  by  the  towering  t 
Pacific  Ltd. — a  conglomerate  with  a  market  value  of  i 
than  $12  billion — are  emerging  as  the  new  pillars  of  I 
Kong.  They  are  shaking  the  old  order  of  local  property 
velopers  and  bankers  who 
have  dominated  the  stock 
market.  It's  conceivable  that 
some  of  the  red  chips  even- 
tually will  swallow  major 
Hong  Kong  companies,  just 
as  such  Hong  Kong  entre- 
preneurs  as   Li  Ka-shing 
snapped  up  British-owned 
hongs  in  the  1980s. 

Investors  are  giving  the 
red  chips  a  rousing  reception. 
Since  the  Chinese  govern- 
ment spun  off  Ng  Fung 
Hong  and  listed  it  on  the 
Hong  Kong  Stock  Exchange 


Investors  hav] 

gone  wild 
for  red  chipst 

bidding  up  thi 
companies' 
shares  some 
35%  this  yeai 


its  shares  have  more  than  tripled,  to  $1.62  apiece, 
performance  of  Ng  Fung  Hong — the  name  means 
prosperity  company" — isn't  unique.  All  told,  red 
ve  climbed  35%  this  year.  Thousands  of  investors 
in  front  of  Hong  Kong  banks  on  May  21  to  apply 
litial  public  offering  of  Beijing  Enterprises  Holdings 
arm  of  the  capital's  government  that  runs  McDon- 
p.'s  fast-food  outlets  and  owns  tourism  rights  to  the 
all  of  China. 

id  chips'  backers  include  a  Who's  Who  of  the  main- 
.ablishment:  the  Shanghai  city 
lgdong  provincial  governments, 
agencies  such  as  moftec,  the 
Liberation  Army,  and  compa- 
d  mainly  for  the  politically  pow- 
incelings"  who  run  them.  With 
ption  of  Citic  Pacific,  most  of 
hip  companies  haven't  been  list- 
mough  to  establish  a  record  of 
.nagement  and  steady  profits. 
2r  crop  of  red  chips  that  listed 
and  1993  have  posted  spotty 
.  But  a  flood  of  new  issues  by 
,cked  companies  in  Hong  Kong 
;d  $2.4  billion  in  the  past  year, 
is  Credit  Lyonnais  Securities 
td. 

BACKLASH?  Investors  are  bet- 
privatization,  Chinese-style.  To 
red  chip,  a  Chinese  state-owned 
'  sets  up  operations  in  Hong 
id  gets  a  stock  listing,  some- 
l  an  IPO  but  often  by  purchasing 
it  Hong  Kong  Stock  Exchange- 
mpany  to  get  onto  the  bourse 
;  red  tape.  Once  listed,  the  red 
3  assets,  usually  from  its  parent, 
vith  a  combination  of  its  own 
i  cash  it  has  raised  in  the  mar- 
far,  Chinese  parent  companies 
;n  careful  to  "inject"  assets  into 
s  at  such  low  values  that  in- 
,hink  they're  getting  assets  at  a 
price.  Red  chips  typically  buy 
is  for  only  5  to  10  times  their 
.  But  red-chip  shares  may  sell 
mes  earnings. 

December,  for  example,  China 
;s  Holdings  handed  over  a  stake 
'  Hong  Kong's  major  ports  to  its 

listed  offspring,  China  Re- 
Enterprise.  It  also  sold  an  ice 
usiness,  its  supermarket  chain, 
inority  stake  in  its  refrigerated- 
iness  to  Ng  Fung  Hong.  So  far, 
3  have  worked  out — at  least  on 
!ut  it  will  be  another  year  or 
>re  investors  will  be  able  to  tell 
;ement  is  up  to  the  task. 
ier  question  is  who  will  regu- 
red  chips.  Authorities  in  Hong 
y  that  China  will  only  be  able 
•n  the  way  mainland  assets  are 

into  the  red  chips,  and  will 
stay  out  of  deciding  which  com- 
ire  listed.  Still,  the  possibility 
ijing  backlash  against  a  give- 
state  assets  to  foreigners  can't 
junted.  And  analysts  wonder 


what  might  happen  if  a  red  chip  company  were  to  collapse. 
Such  an  occurrence  could  shake  investors'  confidence  in 
the  entire  Hong  Kong  market.  That  would  be  bad  news  for 
China,  which  needs  Hong  Kong  to  succeed.  Remaining  Chi- 
na's pipeline  to  the  world  of  global  finance  will  "provide  the 
breakthrough  the  Hong  Kong  economy  has  been  looking 
for,"  says  Anthony  K.  K.  Wong,  general  manager  for  plan- 
ning at  Hang  Seng  Bank  Ltd.  The  red  chips'  rise  is  testing 
that  premise  daily. 

By  Mark  L.  Clifford  in  Hong  Kong 


ONE  COUNTRY/TWO  CURRENCIES' 


Joseph  Yam  holds  the  key  to  one  of 
the  world's  richest  treasures — Hong 
Kong's  more  than  $60  billion  in  for- 
eign exchange  reserves.  As  chief  ex- 
ecutive of  the  Hong  Kong  Monetary 
Authority  (hkma),  he  is  the  leading 
defender  of  the  Hong  Kong  dollar's 
firm-  tie  to  the  U.  S.  greenback.  In  a 
recent  interview  with  correspondent 
Mark  L.  Clifford,  Yam,  48,  discussed 
the  outlook  for  Hong  Kong's  curren- 
cy and  role  as  an  international  fi- 
nancial center. 

Q:  Wliat  does  "one  country,  two  sys- 
tems" mean  for  financial  policy? 
A:  The  Hong  Kong  dollar  will  remain 


DEFENDER  OF  THE  DOLLAR  Ya  m 


freely  convertible.  There  will  be  no 
exchange  controls.  It  means  one  coun- 
try, two  currencies,  and  two  mutually 
independent  monetary  authorities. 

Q:  What  assurances  are  therefrom 
China  that  the  Hong  Kong  dollar 
will  continue  to  be  pegged  to  the 
U.  S.  dollar  at  a  fixed  rate  of  7.8 
to  1? 

A:  The  linked  rate  shall  remain.  It 
has  served  Hong  Kong  extremely 
well  for  the  past  14  years.  China 
supports  that  policy.  We  have  a 
robust  monetary  system  and  re- 
serves. We  have  agreements  with 
10  central  banks  in  the  region  to 


provide  liquidity  in  case  of  need. 

Q:  Could  you,  stop  a  run  on  the 
Hong  Kong  dollar? 
A:  I  hope  people  who  are  holding 
Hong  Kong  dollars  will  look  at  the 
economic  fundamentals.  If  something 
were  to  happen  that  shakes  confi- 
dence, no  monetary  system  in  the 
world  could  uphold  whatever  policy 
they  are  pursuing. 

Q:  What  effect  will  further  integra- 
tion with  China  Jiave  on  Hong 
Kong's  financial  system? 
A:  I  hope  that  Hong  Kong's  monetary 
and  financial  system  will  play  a 

greater  role,  not  just  in  the 
development  of  China  but 
the  region.  That  is  why  we 
need  to  ensure  that  the 
competitive  advantage  of 
Hong  Kong  as  an  interna- 
tional financial  center  is 
maintained  by  looking  at 
things  like  financial  infra- 
structure and  information 
technology. 

Q:  How  will  you  promote 
Hong  Kong  as  an  interna- 
tional financial  center? 
A:  There  is  a  need  to  de- 
velop liquid  markets  and  a 
robust  financial  infrastruc- 
ture, to  enable  investors  to  invest  in  a 
manner  to  minimize  the  risk.  Informa- 
tion technology  is  changing  financial 
markets.  We  should  focus  on  how  we 
should  cope  with  that.  With  Internet 
banking,  you  don't  need  to  have  bank 
branches  in  Hong  Kong.  With  smart 
cards,  do  you  need  paper  money? 
This  subject  is  an  important  one.  We 
have  [also]  been  promoting  the  idea 
of  building  an  Asian  financial  network, 
including  a  clearing  system  for  debt 
securities  payment,  and  we  are  talk- 
ing to  other  central  banks  about  har- 
monized standards  in  regulation  of 
markets  and  supervision  of  financial 
institutions. 
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HONG  KONG 


INDUSTRY 


DRAWING 
ANEW 
MAP 


Is  intervention 
the  right  way  to  save  the 
manufacturing  sector? 


If  Hong  Kong  were  the  type  of  Asian  Tiger  where  manu- 
facturers are  king,  Patrick  Wang  Shui  Chung  would  be 
among  the  glitterati.  As  chief  executive  of  Johnson  Elec- 
tric Holdings  Ltd.,  the  Purdue  University  graduate  has 
turned  his  family's  $350  million  company  into  a  world  leader 
in  micromotors,  the  tiny  devices  that  power  everything  from 
hair  dryers  to  car  locks.  Wang  is  up  on  the  trendiest  U.  S. 
management  concepts,  has  wired  his  factories  and  research 
labs  to  the  hilt,  and  has  even  redesigned  Johnson's  once 
dumpy  headquarters  in  a  motif  that  could  be  described  as 
post-industrial:  lots  of  aiiy  white  cubicles  separated  by  glass, 
steel,  and  oxidized  copper  plates. 

But  as  his  chauffeured  blue  Mercedes  soosel  pulls  out  of 
Tai  Po  Industrial  Estate,  a  gritty  old  factory  enclave,  Wang 
knows  only  too  well  where  Hong  Kong's  real  action  lies. 
Emerging  from  a  cross-harbor  tunnel,  his  car  glides  past 
forests  of  gleaming  towers  jammed  with  some  of  the  world's 
priciest  offices,  shopping  malls,  and  condominiums.  To  the 
right,  vast  chunks  of  Victoria  Harbor  are  being  filled  in  for 
more  skyscrapers.  As  an  industrialist,  Wang  says,  he  and 
his  wife  are  ribbed  at  dinner  parties  by  other  Hong  Kong  ty- 
coons who  have  made  easy  fortunes  in  property  and  finance. 
"They  tell  me  I'm  becoming  irrelevant,"  Wang  says.  "Some- 
times I  wonder  if  they  are  right." 

For  good  reason.  Manufacturers  such  as  Wang  now  account 
for  just  9%  of  gross  domestic  product,  vs.  24%  in  1980.  The 
real  business  celebrities  are  billionaire  developers  such  as  Li 
Ka-shing  and  Cheng  Yu-tung,  who  profit  from  Hong  Kong's 
role  as  East  Asia's  premier  hub  for  trading,  finance,  shipping, 
and  media.  Over  the  past  two  decades,  Hong  Kong's  ser- 
vice sector  has  grown  an  average  of  17%  annually,  twice  as 
fast  as  in  other  Tigers. 

Hong  Kong's  economy  is  so  vibrant,  in  fact,  that  many 
business  leaders  question  whether  it  needs  manufacturing 
at  all.  Optimists  believe  that  if  Hong  Kong  holds  taxes  low, 
maintains  top-notch  facilities,  and  keeps  government  out  of 


CENTRAL  METRO  STATION  Hong  Kong  must  wc 


the  way,  it  will  thrive  on  services  and  entrepreneurial 
ardry  alone  well  into  the  21st  century. 

That  cozy,  conventional  view  is  now  under  fire.  Thei 
growing  fear  that  the  laissez-faire  style  that  worked 
British  overlords  may  not  see  Hong  Kong  through  the  r 
shifts  roiling  the  global  economy.  The  reason  is  that  some 
of  services  still  revolve  around  manufacturing,  including 
many  goods  Hong  Kong  companies  produce  in  low-wage 
tories  in  South  China.  If  this  base  erodes,  services  such  a 
nance,  shipping,  and  design  could  slump,  too.  Having  a 
labor  pool  across  the  border  may  not  be  enough.  Analysts 
rising  costs  are  eating  away  at  South  China's  edge  in  cl 
assembly  industries.  And  a  shortage  of  skilled  workers 
make  it  tough  to  move  up  to  more  sophisticated  goods. 

The  proposed  remedy:  bring  industrial  policy  to  Hong  K 
While  the  squeeze  on  manufacturing  hasn't  hit  the  ecomr 
yet,  a  growing  circle  of  industrialists,  academics,  and  advia 
to  Chief  Executive-designate  Tung  Chee-hwa  say  Hong  Krij. 
must  act  to  preserve  and  even  enhance  its  manufactllB 
prowess.  Reaching  that  goal,  they  argue,  will  require  govern- 
ment help  because  of  Hong  Kong's  astronomical  property  cjtB 
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HANDS-ON  IDEAS 
FOR  HONG  KONG 

A  few  proposals  offered 
by  business  and  academics 

THE  BORDER  Build  large 
industrial  parks  for  assembly 
of  products  along  border  with 
workers  commuting  from  Chi- 
na. Work  more  closely  with 
planners  in  Guangdong  to  link 
highways  and  mass-transit 
lines.  Reduce  overlap  of  air- 
ports and  cargo  terminals  and 
streamline  customs  and  immi- 
gration services. 

INDUSTRIAL  ZONES  Open 
new  estates  for  multinationals' 
regional  headquarters  and 
R&D  operations.  Other  ideas 
include  setting  up  small-busi- 
ness incubators  near  universi- 
ties and  science  parks.  These 
would  include  good,  afford- 
able housing  for  managers. 

CAPITAL  MARKETS  Create  a 
second  stock  exchange  for 
small  and  medium-size  com- 
panies similar  to  NASDAQ  and 
set  up  a  government-funded 
venture  capital  company  to 
finance  high-tech  startups. 

LABOR  Substantially  increase 
visas  for  short-term  factory 
workers  from  China.  Lure  the 
best  engineering  talent  in  Chi- 
na to  work  and  study  in  Hong 
Kong.  Offer  Singapore-style 
skills  training  tailored  to  the 


Hong  Kong's  role  as  the  sales,  service,  and 
product-development  nerve  center  for  Asian 
goods.  Moving  beyond  cheap  assembly  goods 
is  hard  now  because  of  Hong  Kong's  R&D 
spending  of  just  0.1%  of  gross  domestic 
product  and  high  costs  of  industrial  land 
and  staff  housing.  Plus,  the  Pearl  River 
Delta's  scientific  and  technical  talent  pool 
is  poor  compared  with  that  of  coastal  cities 
such  as  Shanghai  and  Tianjin. 

So  far,  no  master  plan  has  emerged.  But 
Tung's  transition  team  is  weighing  a  raft  of 
ideas  (table).  They  include  setting  aside  land 
for  research  parks,  manufacturing  zones  us- 
ing Chinese  laborers,  and  affordable  housing 
for  expatriate  managers.  Another  common 
element  is  to  work  with  Chinese  officials  to 
upgrade  the  Pearl  River  Delta's  industrial 
base  and  link  up  highways  and  rail  systems. 
BITTER  AND  ANGRY.  Adding  heft  to  both 
sides  of  the  debate  are  two  books  commis- 
sioned by  Hong  Kong  trade  groups.  The 
Hong  Kong  Advantage,  from  a  team  led  by 
Harvard  business  school's  Michael  J.  En- 
right,  argues  that  Hong  Kong  can  continue 
to  thrive  just  by  upgrading  its  service  sec- 
tor. Made  in  Hong  Kong,  by  a  team  of 
Massachusetts  Institute  of  Technology  fac- 
ulty led  by  Suzanne  Berger  and  Richard 
K.  Lester,  doubts  that  Hong  Kong's  model  is 
sustainable. 

The  basic  question  is  whether  Hong 
Kong's  entrepreneurs  really  need  help.  The 
city's  role  as  a  one-stop  shop  for  the  world's 
garment  trade  is  a  case  in  point.  Esquel 
Enterprises  Ltd.  Chairman  Marjorie  Yang 
thinks  her  company  proves  why  Hong  Kong 
is  fine  as  it  is.  From  its  300-worker  office, 
Esquel  manages  a  global  network  of  facto- 
ries making  shirts  for  labels  such  as  Tommy 
Hilfiger  and  Brooks  Brothers.  Whether  the 
shirt  is  sewn  in  Madagascar,  Jamaica,  or 
northwest  China,  Esquel  can  promise  a  New 
York  buyer  the  same  quality  at  the  same 


g  to  improve  mass  transit 


DATA:  BUSINESS  WEEK 


;mic  spending  on  research  and  development.  Already, 
igers  such  as  Taiwan,  Singapore,  and  Malaysia  are  lur- 
investments  in  everything  from  semiconductor  design 
schnology  through  a  blend  of  investment  incentives, 
;  for  r&d,  and  subsidized  industrial  parks. 
CENTER.  Such  mixing  of  government  with  industry 
3e  a  radical  departure  for  Hong  Kong.  And  the  notion 
y  contentious  among  the  property  developers,  traders, 
rs,  and  senior  civil  servants  who  dominate  the  business 
But  then,  the  words  "laissez  faire"  aren't  chiseled  into 
the  agreements  Beijing  and  London  have  negotiated 

city's  future.  To  visionaries,  that  means  Hong  Kong 
igger  its  economic  model.  "We  have  the  opportunity  to 
everything  in  Hong  Kong,"  says  textile  tycoon  Henry 
ing-yen,  Tung's  top  industrial  adviser, 
e  sure,  nobody  advocates  the  heavy-handed  industrial 

used  by  Japan,  South  Korea,  and  Singapore,  where 
ureaucracies  actively  try  to  pick  winners  and  losers, 
tie  interventionists  reject  trade  protection,  administrative 
ice,"  and  subsidies  of,  say,  silicon-wafer  fabrication, 
ler,  the  idea  is  to  make  investments  that  enhance 


time  at  the  same  price.  "There's  no  reason  to 
needs  ot  multinationals.  think  we  will  lose  our  competitiveness  be- 

cause manufacturing  isn't  done  in  South  Chi- 
na," says  Yang.  "It's  people,  good  manage- 
ment, and  hustle  that  make  the  difference." 

In  higher-tech  industries,  though,  hustle  isn't  enough.  John- 
son Electric's  Wang  says  his  big  problem  is  keeping  top  en- 
gineers to  design  micromotors  for  clients  such  as  Hewlett- 
Packard  Co.  and  Black  &  Decker  Corp.  The  motors  are 
produced  by  13,000  workers  in  Hong  Kong  and  China.  With 
ho-hum  Hong  Kong  flats  renting  for  $10,000  a  month,  Wang 
says  it  costs  half  as  much  to  employ  an  engineer  in  California. 
He  warns  that  unless  Hong  Kong  contains  costs,  companies 
such  as  his  will  move  r&d — and  inevitably  factories  and  sup- 
port staff — to  northern  China  or  even  the  U.  S. 

The  bigger  peril  is  with  the  lack  of  forward  thinking  by  the 
vast  majority  of  Hong  Kong  manufacturers.  Unlike  Esquel  or 
Johnson  Electric,  they  invest  little  in  r&d  and  staff  training  in 
China.  Instead,  they  rely  on  young  laborers  from  China's 
interior  who  go  home  after  a  few  years.  This  workforce  lacks 
the  technical  skills  needed  for  making  more  advanced  prod- 
ucts. And  rather  than  develop  strong  local  managers,  most 
companies  send  staff  from  Hong  Kong  to  run  assembly  lines, 
handle  personnel,  and  control  quality.  With  little  chance  of  ris- 
ing to  the  top,  says  Berger,  "many  lower-level  Chinese  man- 
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agers  are  bitter,  angry,  and  prepared  to 
jump."  As  costs  rise  in  the  Delta,  most 
manufacturers  simply  shop  for  cheaper 
labor  elsewhere  in  Asia.  But  the  far- 
ther they  go  from  Guangdong  and  its  Cantonese  culture, 
the  harder  it  is  to  get  Hong  Kong  managers  to  move. 

There's  also  fear  that  Hong  Kong's  control  of  the  China 
trade  isn't  guaranteed,  as  industry  and  facilities  improve  in 
the  port  cities  to  the  north.  Inevitably,  services  such  as 
trade  finance,  insurance,  and  logistics  will  develop  in  the 
north  as  well.  To  keep  trade  flowing  through  Hong  Kong,  the 
pro-industry  camp  thinks  it's  important  to  have  manufac- 
turing plants  close  to  home.  Bolstering  local  product  design 
is  considered  key.  The  government  has  made  a  modest  start. 
There  is  a  facility  for  high-tech  startups,  a  54-acre  site  for  a 
science  park,  and  the  new  Hong  Kong  University  of  Science 
&  Technology. 

TIME  WARP.  To  hkust  President  Woo  Chia-wei,  these  mea- 
sures are  "a  drop  in  the  bucket."  At  the  university's  stunning 
cliffside  campus  overlooking  the  South  China  Sea,  it's  clear 
that  Woo  is  thinking  big.  Most  of  the  faculty  are  ethnic  Chi- 
nese scientists  lured  from  premier  Western  universities.  And 
to  run  R&D  programs,  the  school  hired  Otto  C.C.  Lin,  a  former 
president  of  Taiwan's  government-funded  Industrial  Tech- 


HONG  KONG 


INDUSTRY 


liana 


nology  Research  Institute,  which 
ploys  hundreds  of  scientists. 

C.  H.  Tung's  transition  team  al 
exploring  new  ideas.  Industry  ad 
Tang,  for  one,  suggests  building  industrial  and  housing  es 
for  multinational  headquarters.  He  also  thinks  the  governi 
can  tap  its  $60  billion  in  reserves  to  finance  a  venture-cai 
fund  for  high-tech  startups  and  help  develop  infrastructud 
Guangdong. 

That's  exactly  the  kind  of  talk  that  worries  free  man 
eers,  who  fear  that  government  intrusion  will  only  sd 
up  a  good  thing.  Traders  and  developers  say  the  real  issu 
how  to  use  Hong  Kong's  limited  land.  They  would  like  td 
the  remaining  industrial  land  rezoned  for  commercial 
which  is  in  hotter  demand.  Senior  civil  servants,  meanw 
fear  that  if  the  government  favors  manufacturers,  compa 
in  finance,  media,  and  advertising  also  will  want  help,  "fl 
you  start  intervening,  where  do  you  stop?"  asks  Director-^ 
eral  for  Industry  Francis  Ho. 

Such  anxieties  will  moderate  any  impulse  for  Hong  Kod 
veer  too  far  from  its  usual  market  approaches.  But  j 
government  now  in  the  hands  of  leaders  looking  at  the 
term,  industrial  policy  will  no  longer  be  taboo. 

By  Pete  Engardio,  with  Joyce  Bamathan,  in  Hong  K 


WHY  MULTINATIONALS  ARE  SO  GING  HO 


Back  when  he  was  in  Citibank's 
Brazil  office,  Stephen  H.  Long 
was  puzzled  to  read  that  Citi 
was  helping  finance  a  monumental 
skyscraper  in  Hong  Kong's  Central 
district.  It  was  late  1989,  in  the  wake 
of  the  Tiananmen  Square  bloodbath 
and  a  time  of  deep  anxiety 
over  the  territory's  future 
under  China.  Recalls  Long: 
"I  thought  to  myself,  'Now 
that  seems  awfully  risky' " 
Today,  as  Citi's  corporate 
officer  for  Hong  Kong, 
Long  is  at  ease.  Both  50- 
story  towers  of  Citibank 
Plaza  are  brimming  with 
tenants.  And  his  coiporate- 
finance  business  is  booming. 
The  reason:  Hong  Kong's 
stature  as  East  Asia's  pre- 
mier hub  for  multinationals 
has  grown  enormously.  And 
no  slowdown  is  in  sight. 

A  lot  would  have  to  go 
terribly  wrong  after  July  1 
to  dislodge  Hong  Kong  as 
the  region's  base  for  everything  from 
advertising  to  asset  management.  The 
competition  has  its  problems.  The  in- 
frastructure in  Manila  and  Bangkok  is 
a  mess,  while  Taipei  is  overly  bureau- 
cratic. Singapore  is  too  far  from  Chi- 
na. And  no  matter  how  much  Hong 
Kong  deteriorates,  it's  hard  to  see 
any  Chinese  city  being  better.  A  re- 
cent American  Chamber  of  Commerce 
survey  found  that  while  U.  S.  busi- 


ness frets  about  rising  costs  and  cor- 
ruption in  Hong  Kong,  95%  think  the 
business  climate  is  favorable,  and  53% 
plan  to  expand  within  three  years. 

To  be  sure,  corporations  have  con- 
tingency plans.  China  could  drive 
away  companies  by  clamping  down  on 


WHERE  IT'S  AT  A  corporate  exodus  isn't  likely 


the  press,  tightening  up  on  work 
visas  for  non-Chinese  foreigners,  and 
politicizing  the  judiciary. 

Hard-charging  Asian  rivals  also  can 
bridge  the  gap  fast  if  Hong  Kong  is 
complacent  about  its  soai'ing  rents 
and  wages.  Even  Tokyo  is  gaining  al- 
lure, thanks  to  the  yen's  40%  depreci- 
ation in  two  years.  And  such  compet- 
ing business  hubs  as  Kuala  Lumpur, 
Singapore,  Shanghai,  and  the  Philip- 


pines' Subic  Bay  are  tantalizing  multfl 
nationals  with  sweetened  tax  deals,  I 
subsidized  rents,  and  worker  training 
But  moving  makes  little  sense  if  al 
company's  customers  are  still  in  Hon! 
Kong.  Since  1992,  AT&T  has  seen  de- 1 
mand  in  Hong  Kong  explode  for  its  | 
long-distance,  Internet,  andf 
electronic-commerce  ser- 
vices, while  its  staff  has 
swelled  from  50  to  383. 
Even  for  the  media,  the  elk; 
mate  "would  have  to  be 
pretty,  pretty  terrible  be- 
fore we  would  leave,"  says  1 
cnn  Bureau  Chief  Mike  Ch| 
noy.  Besides  cnn's  ambitiouS 
plans  for  regional  news 
shows,  Hong  Kong  also  is  | 
the  Asian  base  for  Turner  |< 
Broadcasting  System  Inc's  | 
movie  and  cartoon  channels^ 
While  the  tax  breaks  of-  - 
fered  by  other  Asian  cities  | 
seem  tempting,  the  savingsfi 
aren't  much  when  you  factffl 
in  Hong  Kong's  flat  16.5% 
corporate  tax  and  minimal  bureaucra 
cy.  Notes  Kenneth  E.  McKelvie,  a 
partner  in  Deloitte  Touche  Tohmatsuj 
Hong  Kong  office:  "Here,  a  company  f 
can  line  up  a  temporaiy  office,  buy  a 
registered  company  off  the  shelf,  andj 
be  in  business  in  days."  As  long  as 
Beijing  and  local  officials  can  keep  it  i 
that  way,  it  will  be  a  business  hub 
other  Asian  cities  can't  easily  match. 
By  Pete  Engardio  in  Hong  Kon\ 
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As  a  business  traveler,  wouldn't  it  be  great  if  the  airline  you  fly  most  often 
were  linked  to  other  major  airlines  that  could  fly  you  anywhere  you  wanted 
to  go.  Smoothly.  Effortlessly.  Efficiently.  Wouldn't  it  be  great  if  you  had 
more  access  to  more  airport  lounges.  And  when  flying  on  any  of  these  major 
airlines,  you  could  earn  mileage  points  that  count  towards  higher  status  in  any 
of  their  frequent  flyer  programs.  Wouldn't  it  be  great  if  you  could  enjoy 
the  same  high  standards  of  service  whenever  and  wherever  you  fly.  That's 
the  idea  behind  Star  Alliance,™  a  network  of  United  Airlines,  Air  Canada, 
Lufthansa,  SAS,  and  THAI.  A  fundamental  change  in  business  travel.  And 
these  benefits  are  just  the  beginning.  We  will  be  offering  even  more  in  the 
months  ahead.  We  know  you  have  choices  when  you  fly,  and  we're  making 
sure  Star  Alliance  is  always  your  best  choice.  After  all,  there's  no  better  way 
in  the  world  to  get  around  the  world. 


HONG  KONG 


SUPREME  COURT  CEREMONY  Legal  experts  worry  that  the  courts  could  become  irrelevant 


Hong  Kong  is  certainly  vulnercle 
to  inroads  from  a  guanxi-style  systn. 
Even  under  the  British,  cronyism  is 
been  alive  and  well.  Beijing  cornpaiss 
have  bought  stakes  in  local  blue  ctos 
at  steep  discounts.  At  the  stock  <- 
change,  laws  against  insider  tradia 
only  recently  passed,  are  not  enforjjj 
vigorously,  says  Peter  D.  Everingltt, 
chairman  of  Hong  Kong-based  Regiit 
Fund  Management  Ltd.  "So  much  m 
swept  under  the  carpet,"  says  E\p 
ington.  When  it  comes  to  rules  on  ft 
closure,  transfer  of  assets,  and  dip 
tors'  roles,  "Hong  Kong  is  in  the  l|h 
century,"  he  says. 

There  have  been  some  encouragfg 
signs  that  Hong  Kong's  legal  systn 
won't  unravel.  Hong  Kong's  new  cH 
justice,  for  example,  will  be  respeci 
barrister  Andrew  Li  Kwok-nang  rat 
than  a  more  pro-Beijing  candidate.  M 
there  is  no  doubt  Beijing  will  have  il 
mate  say:  China's  National  People's  (Ti- 
gress has  the  last  word  on  interpit 
ing  Hong  Kong's  constitution.  1 
confidence  in  Hong  Kong's  legal  systti) 
will  ultimately  ride  on  how  often  Cfcia 
uses  its  power. 

By  Bruce  Einhorn  in  Hong  Kr,g 


LAW 

THE  RULE 
OF...? 

A  cornerstone  of  the 
economy  is  under  fire 

Since  the  beginning  of  the  year,  law- 
makers in  Hong  Kong  have  been 
busy.  A  Beijing-approved  legislature 
has  worked  to  tighten  restrictions  on 
public  demonstrations,  stymie  opposi- 
tion political  groups,  and  gain  sway  over 
the  appointment  of  judges.  Hong  Kong's 
new  boss,  C.  H.  Tung,  and  his  advisers 
say  they  are  simply  bringing  the  legal 
system  into  sync  with  Hong  Kong's  new 
constitution.  But  "they've  never  man- 
aged to  give  convincing  reasons"  the 
current  laws  are  unconstitutional,  says 
barrister  Margaret  Ng,  a  Beijing  critic 
and  member  of  the  elected  legislature 
being  disbanded  by  China. 

For  Ng  and  other  legal  experts,  these 


are  troubling  signs  that  Hong  Kong's 
new  rulers  are  willing  to  bend  the  sys- 
tem to  accommodate  China.  The  rule  of 
law  is  a  cornerstone  of  Hong  Kong's  eco- 
nomic influence,  without  which  it  would 
become  like  any  other  Chinese  city 
where  the  politically  connected  rule  and 
the  courts  are  often  ignored.  Lose  the 
rule  of  law,  and  international  investors 
lose  confidence  in  Hong  Kong.  Without  a 
strong  legal  barrier  between  Hong  Kong 
and  China,  "it  will  be  very  difficult  to 
control  interference,"  says  Ng. 

So  far,  business  leaders  aren't  too 
concerned,  thinking  that  a  government 
that  controls  dissent  may  maintain  sta- 
bility and  keep  Beijing  from  heavy- 
handed  intervention.  But  many  lawyers 
in  Hong  Kong  reason  that  trading  any 
rights  to  please  Beijing  puts  Hong 
Kong's  legal  system  on  a  slippery  slope. 
A  weakened  Bill  of  Rights  and  court 
system,  warns  barrister  Neville  Sarony, 
hurts  businesses  that  are  subject  to  reg- 
ulations by  government  bodies.  Compa- 
nies that  can't  rely  on  the  courts  to 
fight  government  actions  will  instead 
turn  to  well-connected  individuals  who 
can.  "That  will  give  enormous  employ- 
ment to  Mr.  Fix-its,"  says  Sarony. 
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EDUCATION 

SCHOOLS: 
NO  TIGER 


\e  system  needs  an 
^pensive  overhaul 

ing  Kong  is  a  rich  Asian  Tiger 
rith  a  second-rate  education  sys- 
em.  The  problems  run  deep.  Some 
•  the  territory's  grade  school  stu- 
go  only  part-time  because  there 
enough  schools.  Hong  Kong  spends 
4,158  per  student  annually,  vs. 
to  $9,000  in  the  West  and  Japan, 
long  Kong's  colonial  leaders  long 
nt  to  spend  money  to  educate  the 
opulation,  students  have  suffered 
ears  of  being  shortchanged, 
y  score  lower  in  math  and  sci- 
han  rivals  in  Singapore,  South 
i  and  Japan,  although  they  rank 

than  the  U.S.  In  universities, 
sors  complain  about  students 

prepared  for  higher  education, 
i  the  workforce,  employers  say 
ates  are  poor  in  both  English 
linese  because  of  a  schizophrenic 
Ion  system  that  teaches  in  both 
ges. 

ig  Kong's  new  leaders  promise 
i,  vowing  to  turn  Hong  Kong  into 
century  high-tech  hub  for  south- 
iina.  New  schools,  smaller  classes, 

teachers,  and  computers  are  all 
;  agenda.  This  fall,  for  the  first 
students  will  be  allowed  to  study 
i"  native  Cantonese  instead  of  hav- 

switch  to  English  in  secondary 
—a  practice  that  resulted  in  kids 
ing  neither  their  lessons  nor  Eng- 
ir  Chinese.  Those  charting  Hong 
policy  also  want  students  to  iden- 
ore  with  China  and  will  improve 
2tion  in  the  Mandarin  language, 
se  culture  and  literature,  as  well 
nge  the  way  history  such  as  the 

Wars  is  taught. 

ING  PRESSURE.  Hong  Kong  Inc. 
i  an  important  agent  of  change, 
ong  Kong's  universities  are  start- 
form  partnerships  with  local  com- 
to  do  product  research,  develop- 
and  marketing.  Current  fields  of 
include  advanced  wireless  head- 
3,  underwater  robots,  and  trans- 
i  of  closed-circuit  tv  pictures  over 
one  lines.  "The  university  has  to 
volved  in  how  to  help  society  to 
npetitive,"  says  H.  Y.  Wong,  man- 
director  of  the  project  at  City 
rsity  of  Hong  Kong, 
ig  Kong's  universities  will  also  try 


IN  GRADE  SCHOOL  A  shortage  of  buildings 


to  lure  the  top  student  and  professorial 
brain  power  from  China  and  the  region. 
Scholarship  money  from  local  businesses 
will  attract  them.  Currently,  southern 


China  lacks  the  kinds 
of  prestigious  univer- 
sities of  Shanghai  and 
Beijing.  Planners  are 
eager  to  see  Hong 
Kong  become  a  high- 
tech education  center. 
They  envision  an  ed- 
ucational system  that 
will  knit  both  sides  of 
the  border. 

An  education  over- 
haul won't  come 
cheap.  Beijing  wants 
C.H.  Tung  to  keep 
tight  control  over 
spending  to  keep  tax- 
es low  and  foreign 
currency  reserves 
high.  But  there  will 
be  growing  pressure  to  pay  for  better 
schools — from  business,  from  local  lead- 
and  from  students  themselves. 
By  Bruce  Evnhorn  in  Hong  Kong 


ers. 


MEDIA 


INFORMATION  ANXIETY 

Beijing  seems  likely  to  meddle  with  the  press 


Lee  is  a  successful  Hong  Kong  fund 
manager  known  for  his  outspoken 
views  on  financial  shenanigans  by 
Chinese  companies.  Until  recently,  that 
is.  Early  this  year,  he  went  silent,  say- 
ing friends  had  warned  him  that  speak- 
ing out  could  cause  trouble.  "Chinese 
leaders  are  control  freaks,"  he  says.  "If, 
as  some  have  suggested,  economic 
growth  numbers  are  state  secrets,  who 
among  us  will  have  the  courage  to  make 
predictions?" 

There  is  a  nagging  unease  in  Hong 
Kong  these  days  among 
the  media  and  those  who 
deal  in  information.  Jour- 
nalists and  editors  are 
self-censoring,  putting  sto- 
ries about  Chinese  dissi- 
dents and  Hong  Kong  op- 
position politicians  on 
inside  pages  or  not  run- 
ning them  at  all.  Hong 
Kong  media  tycoons  seem  too  cozy  with 
Chinese  politicians,  and  journalists  from 
the  mainland  are  suddenly  showing  up 
among  senior  staff  of  Hong  Kong  news- 
papers and  television  stations. 

Officially,  China  has  promised  no 
change  in  the  way  information  circulates. 
But  it  has  often  used  a  heavy  hand  on 
the  press.  Foreign  Minister  Qian  Qichen 
has  already  warned  Hong  Kong  papers 
that  they  won't  be  allowed  to  criticize 
Chinese  leaders,  advocate  Taiwan  or  Ti- 


China  might 
try  to  take  a 
stake  in  a  local 
TV  station 


betan  independence,  or  publish  what 
have  yet  to  be  defined  as  "rumors."  In 
Shanghai,  papers  are  prohibited  from 
printing  unsubstantiated  information 
about  listed  companies,  such  as  possible 
spin-offs  by  state  enterprises.  A  similar 
policy  in  Hong  Kong  would  put  a  chill 
on  speculative  financial  reports  on  which 
Hong  Kong's  stock  market  thrives. 

China  may  also  exert  more  direct  in- 
fluence and  tiy  to  take  a  stake  in  one  or 
both  of  Hong  Kong's  local  television  sta- 
tions. With  both  market  leader  tvb's 
and  competitor  atv's  li- 
censes up  for  renewal  in 
just  over  two  years,  it 
would  be  easy  for  China 
to  have  a  state  entity 
"invited"  to  buy  a  piece 
of  either  company  at  a 
bargain  price. 

Hong  Kong's  pro-Bei- 
jing business  Establish- 
ment is  also  using  advertising  as  a  lever, 
steering  financial  benefits  to  publications 
with  a  softer  line.  Companies  seeking 
to  please  China  with  ads  linking  them- 
selves to  the  "glorious  return  of  Hong 
Kong  to  the  motherland"  will  spend  lav- 
ish sums  to  be  seen  in  China-fiiendly 
media.  If  these  trends  continue,  the  ter- 
ritory's status  as  Asia's  media  hub — 
perhaps  even  its  larger  role  as  Asia's  fi- 
nancial center — could  be  in  jeopardy. 
By  Dave  Lindorff  in  Hong  Kong 
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HONG  KONG 


CHINA 


JITTERY 
DRAGON 


Beijing  is  keenly  aware  of  Hong 
Kong's  destabilizing  potential 

Hong  Kong,  Hong  Kong,  what's  it  all  aboiit? 

. . .  Take  me  to  that  wonderful  world, 

Give  a  passport  to  this  girl . . . 

Come  on  1997!  So  I  can  make  it  to  Hong  Kong. 

So  go  the  lyrics  from  the  popular  song  on  the  main- 
land, My  1997,  by  pop  star  Ai  Jing.  The  sentiment  is 
part  of  the  Hong  Kong  mania  gripping  the  mother 
country  as  millions  of  Chinese  wonder  what  Hong  Kong 
will  offer  them.  In  Beijing's  power  corridors,  meanwhile,  of- 
ficialdom is  wrestling  with  the  prob- 
lem of  how  to  manage  Hong  Kong 
and  the  many  expectations  raised 
by  the  British  colony's  imminent 
return. 

It's  a  real  quandary.  Beijing  is 
eager  to  seize  on  the  return  of 
Hong  Kong,  lost  155  humiliating- 
years  ago,  and  to  stoke  a  growing 
nationalism  useful  in  uniting  this 
fast-changing  and  fractured  coun- 
try. But  the  leadership  is  also  keen- 
ly aware  that  Hong  Kong's  strong 
influence  has  great  potential  to 
transform  or  even  destabilize  China. 

Indeed,  much  of  China  sees 
Hong  Kong  as  a  beacon  to  a  better 
future.  Millions  of  migrant  workers 
are  hoping  to  slip  across  the  border 
to  make  a  Hong  Kong  buck. 
Provincial  and  municipal  govern- 
ments are  rushing  to  set  up  Hong 
Kong  offices  for  international  busi- 
nesses, and  get  rich.  Meanwhile, 
Hong  Kong  money  is  starting  to 
flow  to  new  destinations,  cement- 
ing the  fortunes  of  China's  hinter- 
lands. Mainland  Big  Business,  lodged  in  Hong  Kong's  unfor- 
giving markets,  is  learning  to  shed  its  socialist  ways.  And  the 
growing  popularity  of  Hong  Kong's  movies,  television,  and 
music  will  challenge  Beijing's  desire  to  control  and  mold  its 
citizens. 

NEW  BALANCE.  China's  rulers  know  that  Hong  Kong  could  be 
a  political  time  bomb.  As  China  prepares  for  the  crucial  15th 
Party  Congress  in  October,  top  politicians  are  jockeying  to  en- 
sure that  their  factions  come  out  on  top.  Any  missteps  in 
Hong  Kong — such  as  a  heavy-handed  crackdown  on  those 
commemorating  the  anniversary  of  the  Tiananmen  Square 


massacre — would  be  disastrous  for  China's  leadership.  Prjj 
dent  Jiang  Zemin,  eager  to  prove  he  can  step  into  Dlj 
Xiaoping's  shoes,  and  Foreign  Minister  Qian  Qichen,  hopinij 
improve  China's  image,  have  staked  their  fortunes  on  a  a 
cessful  Hong  Kong. 

To  that  end,  China's  leaders  are  using  Hong  Kong's  reta 
to  whip  up  nationalist  fervor.  Primary  schools  in  Beijing  n 
organizing  "love  the  motherland"  activities.  The  state  | 
sponsored  the  historical  epic  movie  The  Opium  Wars,  slM 
for  June  release,  while  star-studded  TV  variety  shows  ch 
brate  the  handover. 

The  dilemma  for  China  is  how  to  tap  that  nationalism  wi 
out  raising  undue  expectations.  Many  Chinese  mistakenly^ 
sume  that  the  return  means  an  end  to  restrictions  on  travek 
Hong  Kong.  But  as  it  becomes  clear  that  most  Chinese  jl 
never  even  see  Hong  Kong's  greener  pastures,  a  backlasm 
resentment  could  develop  against  Hong  Kong's  special  "6 
country,  two  systems"  rights.  Anger  will  mount  if  those  allow 
to  settle  in  Hong  Kong  turn  out  to  be  the  well-connected. B 

Another-  ticklish  problem  is  Chinese  provincial  leaders  \| 
would  like  to  run  their  liefdoms  along  Hong  Kong  lirl 
High  on  their  wish  list  will  be  more  freedom  to  make  morl 
lower  taxes,  less  bureaucratic  interference,  and  easier  I 
cess  to  global  investors.  But  eventually,  these  economic  I 
mands  may  lead  to  calls  for-  greater  freedom  of  express 
and  religion,  and  improved  rights  for  workers. 

What  about  the  hard-charging  provincial  business  peol 
who  want  to  move  their  operations  southward?  Provinqj 
county,  and  city  governments  run  companies  that  form  jj 
backbone  of  China's  regional  economies.  These  entrepj 
neurial  officials  expect  air  open  ticket  to  set  up  shop  in  Ha 


IVY  LEAGUE  ALUMNI  BALL  Mainland  kingpins  smell  money  in  Hong  Kong 


Kong.  Following  the  model  of  China's  "red  chips,"  these  o;J 
cials  wculd  like  to  transfer  assets  to  Hong  Kong  shell  J 
holding  companies  and  make  a  killing  on  the  stock  mark. 
Planners  in  Beijing  are  concerned  that  billions  of  dollars  i 
state  assets  will  be  stripped  away  by  wily  provincials,  l 
major  question  plaguing  Beijing,  says  University  of  Michigv 
professor  Kenneth  Lieberthal,  is  "How  do  you  prevent  ta 
provinces  from  feeding  at  the  trough"  of  Hong  Kong? 

Hong  Kong  already  is  tilting  China's  regional  balance  fi 
power.  Until  now,  most  of  the  billions  in  Hong  Kong  inven 
ment  has  gone  to  Cantonese-speaking  Guangdong  and  a 
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Is  anyone  seriously  talking  security  for  mission-critical  data? 
With  too  many  vendors  supplying  too  many  pieces,  too  many 
problems  are  created.  What  you  need  is  one  company  that 


can  do  it  all,  including  owning  the  medium  your  information 
travels  on. 

That's  why  you  should  consider  us.  Although  known  as  a  j 
communications  company,  we're  also  a  supplier  of  information  ; 
technology,  with  MCI®  Systemhouse"'  recognized  by  industry  j 
analysts  as  a  leader  in  client/server  computing.  To  find  out 
more  about  MCI  networking  solutions,  visit  www.mci.com  or  j 
call  1-800-368-6547.  j 

Is  this  a  great  time,  or  what? 


One  dayr  a  single 

company  will 
deliver  a  secure 

global  network. 

Is  today  okay? 


MCi 


thousands  of  clothing  and  light-manufacturing  plants.  But 
the  new  money  is  pouring  into  Shanghai,  Jiangsu  province, 
and  hinterlands  up  the  Yangtze  River.  Even  Hong  Kong's 
archrival,  Shanghai,  is  benefiting  from  Hong  Kong's  largesse, 
as  the  Shanghainese  elite  plow  billions  into  shipping,  housing 
projects,  and  shopping  malls. 

Perhaps  more  important,  Hong  Kong  is  shaping  China's 
masses  through  its  alluring  pop  culture  and  glamour  images. 
That's  one  reason  why  China's  communist  ideals  have  faded  so 
fast.  Hong  Kong's  growing  power  in  movies,  music,  and  TV 
programming  means  that  Chinese  from  icy  Manchuria  to 


HONG  KONG 


TAIWAN 


GONE  IS  THE 
GO-BETWEEN 


Taiwan's  trade  ties  to  China  will 
survive,  but  without  a  crucial  buffer 


C 


largo  ships  crowd  the  piers  in  Keelung,  Taiwan's  second- 
largest  port.  A  pair  of  cranes  are  busy  loading  con- 
tainers of  chemicals,  machinery,  and  shoe  materials 
I  onto  Ming  Peace,  a  ship  of  Yang  Ming  Marine  Trans- 
port Co.  bound  for  Hong  Kong.  The  goods'  final  destination, 
though,  is  Guangdong. 

For  Keelung  and  for  Taiwan's  entire  economy,  the  Hong 
Kong  connection  is  crucial.  Taipei's  long-standing  ban  on  direct 
Taiwan-China  trade  has  made  the  colony  the  staging  area  for 
huge  reexports  of  Taiwanese  goods  to  the  mainland,  totaling 
$21  billion  last  year.  That  role  also  makes  Hong  Kong  a  po- 
tential choke  point  for  Taiwan's  vital  economic  ties  with  Chi- 
na, its  No.3  trade  partner  after  the  U.S.  and  Japan.  "If  we 
couldn't  use  Hong  Kong  to  export  to  China,  our  economy 
would  definitely  have  a  problem,"  says  Sumi  Chang,  chairman 
of  San  Fu  Chemical  Co.,  which  has  several  plants  in  China. 

An  interruption  of  trade  is  unlikely:  China  benefits  from  the 
investments,  totaling  $13  billion,  by  Taiwanese  companies  in 
factories  on  the  mainland  (table)  and  from  the  trade  flow 
including  supplies  for  the  Taiwanese  plants. 

But  after  July  1,  Hong  Kong  will  no  longer  be  Taiwan's 
buffer  against  China.  With 
Hong  Kong  back  in  China's 
fold,  Beijing's  gaze  will  shift 
to  Taiwan.  Conflicts  could 
erupt  over  the  basic  tension 
between  Taipei's  claim  to  au- 
tonomy and  Beijing's  efforts  to 
recover  Taiwan. 
FLAG  DEAL.  To  chip  away  at 
Taiwan's  symbolic  claims  to  po- 


probably  require  agencies  such 
as  Chung  Hwa  Travel  Service, 
which  serves  as  a  de  facto  Tai- 
wanese consulate,  to  leave 


tropical  Yunnan  are  growing  up  crooning  Andy  Lau's  ill 
songs  and  marveling  at  the  gunplay  of  movie  star  Cljl 
Yun-fat.  And  with  Hong  Kong-produced  TV  shows  glorify  g 
Hong  Kong  chic,  China's  youth  are  channel-surfing  right 
state-produced  fare. 

So  as  the  handover  looms,  Chinese  officials  are  bracing  ir 
the  inevitable  aftershocks.  There's  little  doubt  that  Hug 
Kong's  thrall  over  the  Chinese  will  strengthen.  It's  just  tl 
the  mainland  may  be  getting  a  great  deal  more  than  it  11 
gained  for  in  this  deal. 

Bij  Dexter  Roberts  in  Beim 


TAIWAN'S  TOP  INVESTORS 
IN  THE  MAINLAND 


COMPANY 

VENTURES  IN  CHINA 

TOTAL  AMOUNT 
LOCATION               MILLIONS  $ 

PRESIDENT 
ENTERPRISES 

Food,  beer,  soft 
drinks,  animal  feed 

Shanghai,  Beijing,  300 
7  other  cities 

WALSIN  LIHWA 

Cable  and  wire 

Shanghai,  Nanjing,  100 
3  other  cities 

CHENG  HSIN 

Tires 

Shanghai,  Xiamen  100 

TAIWAN  GLASS 

Glass 

Qingdao  100 

DATA:  CORE  PACIFIC  SECURITIES  CO. 

DEFIANCE  Will  claims  of  autonomy  be  tolerated'. 


Hong  Kong.  But  on  another  touchy  issue,  shipping,  the  to 
sides  worked  out  a  compromise  on  May  24.  The  "teni]- 
rary"  accord:  Taiwan-registered  ships  will  fly  no  flag  will 
they  enter  Victoria  harbor,  while  Hong  Kong  ships  will  sfi 
into  Taiwan  ports  displaying  the  bauhinia  flower — the  teii-: 
tory's  flag  after  the  handover. 

For  Beijing,  the  underlying  issue  is  eventual  reunificatil 
To  achieve  that  goal,  Beijing  could  try  to  exert  pressu 
from  economic  blackmail  to  military  threats,  such  as  li 
year's  missile  tests  in  the  Taiwan  Strait. 

Still,  most  Taiwanese  business  executives  are  surprising 
un worried.  Among  the  least  concerned  are  those  with  big  f- 
vestments  on  the  mainland.  "They  already  put  their  moneyi 
China,"  says  Victoria  Liu  of  Taiwan's  Core  Pacific  Securiti 

One  of  the  biggest  invests 
in  the  mainland  is  cable  at 
wire  manufacturer  Walsin  L- 
wa  Corp.  Chairman  Y. . 
Chiao  intends  to  "watch  fon 
few  months."  But  eventual/ 
he  expects  to  list  his  Chii 
ventures  on  Hong  Kong's  stc| 
exchange.  "I  am  optimistifl 
he  says.  What  Chiao  and  oi- 


cross-strait  politics  won't  spil 
the  economic  banquet. 

By  Jonathan  Mod 
in  Taim 


TO  READ  MORE  ABOUT  HONG  KONG  Go  to  www.businessweek.com  or  America  Online:  Keyword:  BW 
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When  Royal  Caribbean  International  decided  to 
build  a  globally  integrated  treasury  system 

Chase  navigated  it. 


Royal  Caribbean  called  on  Chase's  expertise 
in  treasury  management  to  develop  a  solution 
that  gave  it  the  ability  to  monitor  and  move  hinds 
more  quickly  around  the  world. 


Majesty  of  the  Seas 


"Chase  offered  us  industry  expertise,  global  delivery  capabilities 
and  leading  edge  technology.  More  than  that,  Chase  offered  us 
a  relationship,  a  partnership  approach,  a  commitment  to 
comprehensive  support  and  assistance  on  a  daily  basis." 


Royal  Caribbean  Chairman 
and  OX)  Richard  D  Fain 


CHASE.  The  right  relationship  is  everything. 


©1997  The  Chase  Manhattan  Corporation 


Please  visit  our  website  at  Imp //www  ehase.com 


FREE  for  a  Limited  Time. .  A  CD  ROM  Preview  of 

The  Top  New 
Data  Warehousing 
Software 


Datamation 


When  2(H ).()()()  IS  managers  were  asked  to 
choose  the  top  software  for  data  warehousing, 
their  answer  had  a  familiar  ring: 

SASR  software  from  SAS  Institute. 

As  the  only  end-to-end  solution  for  rapid  data 
warehousing,  SAS  software  delivers  everything 
you  need  to  manage,  organize,  and  exploit  your 
business  data.  The  tools  you 
use  to  build  a  data  ware- 
house are  the  same  ones  used 
to  maintain  it. ..run  it. ..and 
change  it.  And  what's  more, 
everything's  scalable.  Jump 
right  into  your  enterprise- 
wide  information  delivery 
applications... or  start  small 
and  build  on  your  success.  '  t  >  r 

SAS  software  doesn't  consume  overhead  for 
database  features  you  don't  need.  And  once  you 
have  data  in  the  warehouse,  you  II  find  everything 
you  need  for  data  query  and  reporting,  OLAP/ 
multi-dimensional  analysis,  data  mining,  database 
marketing,  data  visualization,  and  much  more. 


DAT 

AMATION 

PR 

YE/ 

IS  MA 

ODUCT 

OF  THE 

\R  1996 

NAGERS  CHOICE  . 

M. 


SAS  Institute 

Software  for  Successful  Decision  Making 

Phone  91<). 677.8200     In  Canada  1.H00. 363. 8397 

You  can  also  request  your  dec  (  A)  ROM  ley  visiting 
us  on  the  World  Wide  Web  at  http://www.sas.com/ 


E-mail:  bw@sas.com 


SAS  is  a  registered  trademark  of  SAS  Institute  Inc   Copyright  c  /997  by  SAS  Institute  Inc 
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NBOX 


SMALL  BIZ 
GETS  A  BREAK 
AT  THE  BANK 


F 


or  years,  small  companies  with 
financial  savvy  have  asked 
banks  for  the  sweep  accounts 
only  offered  to  companies  with  big 
balances.  Now,  banks  are  being 
pushed  by  competition  from  such  nonbanks  as  Merrill 
Lynch  &  Co.  to  offer  sweeps  to  small  players,  while  tech- 
nology has  cut  administrative  costs.  A  sweep  boosts  earn- 
ings by  moving  money  automatically  from  low-interest 
accounts  into  vehicles  offering  higher  returns,  such  as 
mutual  funds.  (Downside:  Returns  aren't  guaranteed  and 
deposits  aren't  FDic-insured.)  Terms  vary  widely  and 
the  picture  is  changing,  so  shop  around.  Some 
banks  have  no  minimum  balance;  others 
require  as  much  as  $100,000.  Fees  can  run 
from  $20  to  $150  per  month.  Bankers  say  if 
I  your  average  balance  is  less  than  $5,000 
you  won't  earn  enough  to  pay  the  fees. 


SWEEP  ACCOUNTS 
DRAW  GROWING 
INTEREST 


IMMINENT  DOMAINS 


A complex  Internet  address  kills  traffic  to 
a  site  on  the  World  Wide  Web,  but  the 
surge  of  new  sites  is  rapidly  using  up  the 
simple  names.  By  year's  end,  new  domain 
names  will  join  .com  and  .org  to  ease  the 
squeeze.  Some  Internet  service  providers 
let  you  preregister  your  company's  name 
with  expected  new  endings  (at  right).  Even 
if  you  have  a  Web  site  at  (youraame).com, 
you  may  want  to  reserve  yourname.store, 
too,  so  you  don't  lose  your  customers  to  an- 
other site  using  the  same  name. 

More  information  on  this  story  can  be  found  in 
BW  Plus  at  .vww.businessweek.com  or  on  America 
Online  at  keyword:  BWEnterprise. 


EDITED 
BY 

EDITH  UPDIKE 


FIT  TO  PRINT 


Sharing  a  printer  among  a 
dozen  or  so  users  on  a 
Windows  95  network  is  get- 
ting easier — if  you  choose 
the  right  printer.  Many  inkjets  don't  share  v 
but  the  $500  Hewlett-Packard  DeskJet 
series — for  Windows  or  Macs — is  an  except 
If  you  prefer  the  supersharp  text  of  a  lase 
the  colors  of  an  inkjet, 
brand  new  $400  HP  Lase 
6L  is  compact  and  quiet, 
copy  cost  tends  to  be  m 
lower  for  lasers.  Inkjets  req 
special  paper  for  best  res 
and  color  printing  can  be  sic 


.arts   =  CULTURAL  SITES 


.firm   =  PARTNERSHIPS  &  FIRMS 


info   =  INFORMATION  PROVIDERS 


.nom  =  PERSONAL  PAGES 


•  rec    =  FUN  AND  GAMES 


.Store  =  RETAIL  OUTLETS 


SO  THEY  SAY 


"Being  a  CEO  was  really  fun 
But  you  don't  have  the freed( 
to  quit  your  job — and  that 
would  have  been  a  great 
freedom  at  times. " 

—Heidi  Roizen.  a  former  business  o\ 
and  a  former  Apple  executive  (page  I). 


FOR  THE  FIRST  TIME  IN  5  YEARS,  MORE  THAN  HALF  OF  SMALL-BIZ  OWNERS 
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5  PCJ 


STATE 
Y  LAW 


D 


iscrimination  lawsuits  under  the 
Americans  with  Disabilities  Act 
of  1990  are  a  growing  concern 
iness,  but  the  threat  isn't  always  from  the  feds.  The 
s  against  companies  with  fewer  than  15  workers,  but 
ly  not.  Indiana's  threshold  is  six;  New  York's,  four. 
3  can  make  owners  and  managers  personally  liable; 
oes  not.  What  to  do?  Learn  what  counts  as  a  disabili- 
limits  of  "reasonable  accommodation"  for  employees 
sggm  and  "undue  hardship"  on 

your  business.  For  help,  dial 
p=i  (800  949-4232).  Calls  will  be 

I  routed  to  an  information 
center  in  your  state. 


WEB  SPINS 


SMART  SEARCH 

(www.askjeeves.com) 
Out  of  beta  testing  in  April,  Jeeves  is 
a  metasearcher  that  combs  Lycos, 
Yahoo!,  and  others  to  find  where  your 
questions  might  be  answered.  He 
learns  with  each  query,  and  so  does 
best  on  popular  topics  (media  and  medicine). 


Ug=3JM A  RfxH  IFF 


More  information  on  this  story 
can  be  found  in  BW  Plus  at 
www.businessweek.com  or  on  Amer- 
ica Online  at  keyword:  BWEnterprise. 


FAMILY  FINDER 

(www.nmq.com) 
Pop  in  your  key  words  on  NetMarquee 
Inc.'s  site  and  it  finds  related  informa- 
tion specific  to  family  businesses. 
Sources  include  in-house  staff,  law  firms, 
consultants,  professors,  and  other 
experts.  NetMarquee  also  provides  a  cal- 
endar of  family-business  events. 


i  ACCOMMODATION" 
■ROM  STATE  TO  STATE 


SURANCE  TO  CATCH  A  THIEF 


BIG  SHIFT:  JOBS  OVER 
ENTREPRENEURS*!!? 


B 


snt  won't  stop  theft  of  your  invention  if 
can't  afford  to  enforce  it,  and  since 
the  median  cost  of  a  patent  suit  has 
d  to  more  than  $1  million.  Two  insur- 
er policies  to  help  stop  patent  thieves, 
ctual  Property  Insurance  Services 
premiums  start  at  $1,932  per  patent 
Yo  of  legal  bills,  up  to  $500,000.  If  you  win,  IPISC 
29-8007)  gets  back  125%  of  what  it  laid  out.  Most 
m  use?  Small  companies  suing  midsize  ones.  Since 
ry,  a  policy  from  Litigation  Risk  Management  Inc. 
16 1-3454)  will  cover  80%  of  the  costs  to  enforce 
ly  of  patents,  but  annual  premiums  are  around 
$25,000.  LRM  also  will  cover 
the  patent  version  of  a  pre-exist- 
ing condition — a  theft  you  have 
already  discovered.  The  patent 
holder  must  first  try  to  cut  a 
deal  with  the 
offender,  but  the 
pel  icy  covers  80% 
of  legal  costs  if  no 
pact  is  reached. 
LRM  recoups  its 
outlay  plus  5%  to 
40%  of  that  sum  if 
you  win. 


A  HOT  ECONOMY  MAY  COOL  STARTUPS 

(e  your  own  boss"  sounds  like  the 
Idream  of  every  corporate  drone, 
but  new  evidence  suggests  the  mind- 
set may  be  inversely  tied  to  the  health 
of  the  economy.  Outplacement  firm 
Challenger,  Gray  &  Christmas  Inc. 
annually  tracks  about  3,000  downsized 
managers.  Since  the  recession's  end, 
interest  in  startups  has  tumbled.  In  the 
first  quarter  of  '97,  downsized  workers 
opting  for  self-employment  fell  to  5%  as 
unemployment  sunk  to  a  20-year  low. 


92  '93  '94 
▲  PERCENT 
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DATA:  CHALLENGER,  GRAY  &  CHRISTMAS  INC  . 
BUREAU  OF  LABOR  STATISTICS 


PHONE  POWER  IN 
SMALL  PACKAGES 
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■  If  your  small  office  has  outgrown  its  phone 
lines  but  you're  not  ready  for  a  PBX,  the  new 

$495  Concero  Switchboard  from 
Centrepoint  Technologies  Inc. 
(613  725-2980)  can  help. 
Switchboard  leverages  two  standard  phone  lines 
into  five  extensions, 
including  one  for  your  PC 
that  can  double  as  voice 
mail  with  call  forwarding. 

■  Total  E-Call  from  American  Network  Systems 
Inc.  (805  579-8898)  is  a  new  $199 
hardware-software  combination  for 
Windows  95  that  wraps  several  neat 
telecom  features  in  one  single-user 
package:  logging  and  forwarding  fea- 
tures, scheduled  automated  calling, 
an  integrated  contact  manager, 
E-mail  features,  and  more. 


)NAL  SMALL  BUSINESS  UNITED  ARE  OFFERING  EMPLOYEE  BONUSES 
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SO  YOU  THINK 

THE  WORLD  IS  YOUR  OYSTER 

Sure,  there's  money  to  be  made  in  exporting.  But  cracking  the  global  market  takes  wc 


in 


Winnebago,  a  town  of  nearly 
2,000  nestled  in  the  fertile 
blue-earth  plains  of  southern 
Minnesota,  might  not  seem  like 
an  obvious  place  to  look  for  globetrot- 
ters. But  there  sits  Meter-Man  Inc., 
where  25  employees  make  agricultural 
measuring  devices.  In  1989,  the  35-year- 
old  company  began  exploring  the  idea  of 
exporting  and  three  years 
later  began  shipping  products 
to  Europe.  Today,  a  third  of 
Meter-Man's  sales  are  in  35  countries 
throughout  Europe,  South  America,  the 
Far  East,  South  Africa,  and  Israel.  The 
company  expects  international  sales  to 
account  for  about  half  its  business  by 
the  turn  of  the  century.  "When  you 
start  exporting,  you  say  to  yourself,  this 
will  be  icing  on  the  cake,"  says  James 
Neff,  director  of  sales  and  marketing. 
"But  now  I  say  going  international  has 
become  critical  to  our  existence." 

Meter-Man  is  far  from  alone.  With 
the  collapse  of  communism,  the 
embrace  of  freer  mar- 

developing    world,  £^ 
the  completion  of 
the  North  Ameri- 
can   Free  Trade 
Agreement,  and  the 
conclusion     of  the 
Uruguay  Round  of  the 
General  Agreement  on 
Tariffs   &   Trade,  world 
trade  in  the  1990s  is  growing  ^ 
twice  as  fast  as  the  overall 
world  economy.  These  days, 
America's  highly  competitive  man 
ufacturers  are  grabbing  a  growing  \» 
share  of  global  merchandise  trade. 
What's  more,  the  U.  S.  is  also  the 
world's  top  service  exporter.  With  the 
the  ranks  of  the  middle  class  swelling 
around    the    world,  governments 
everywhere  deregulating  their 
service  industries,  and  the 
rapid  spread  of  informa- 
tion technology,  every-  ::;s'»43 
one  from  graphic  de- 
signers    to  software 
developers  to  invest- 


SELLING 
OVERSEAS 


ment  bankers  is  finding  increasing  op- 
portunities abroad. 

Tine,  big  companies  still  dominate  in- 
ternational trade.  Yet  the  share  of  small 
and  midsize  manufacturers  that  sold 
10%  or  more  of  their  products  abroad 
rose  from  27%  in  1994  to  51%  last  year, 
according  to  a  survey  by  Grant  Thorn- 
ton, the  accounting  and  consulting  firm. 

Ah,  the  joys  of  the  global 
economy.  A  diversified 
stream  of  revenue.  The 
promise  of  fatter  profits.  Dinner  with 
customers  in  London  and  Buenos  Aires. 
Research  shows  that  U.  S.  exporters  en- 
joy on  average  faster  sales  growth  and 
employment  gains  than  nonexporting 
companies,  says  Andrew  Bernard,  econ- 
omist at  Massachusetts  Institute  of 


Technology.  And  owners  aren't  the 
ones  who  benefit:  Wages  for  work(  H 
jobs  supported  by  exports  are  13 
16%  higher  than  the  national  ave 
"Over  time,  you  learn  that  the 
people  you  can  trade  with,  the 
money  you  can  make,"  says  J 
Shapiro,  head  of  International  St 
gies  Inc.,  an  electronic  publisher  of 
al  business  information. 

Sounds  terrific,  doesn't  it?  Bui 
risks  from  exporting  are  just  as  M 
pressive.  Fluctuating  currencies 
penetrable  cultures.  Faraway  custoi 
Delayed  payments.  Byzantine  bus: 
practices.  "Small  business  sees 
growth  prospects  outside  the  U.  S 
the  international  market  can  burn 
kill  you  in  terms  of  cost,"  warns  Br 
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cwell,  president  of  Horizon  Trad- 
an  international  trading  compa- 
d  in  Washington.  Adds  Roger 
ch,  director  of  education  at  the 
ita  Trade  Office:  "Just  because 
5.  is  part  of  a  global  economy 
mean  all — or  any — of 
-plus  countries  in  the 
ire  interested  in  your 


great  resource.  Private  companies  are 
eager  to  teach  small  businesses  every- 
thing from  the  basics  of  trade  finance  to 
unusual  foreign  business  customs.  Trade 
associations,  meanwhile,  believe  a  vital 
part  of  their  mission  is  to  help  their 


.  FACTORS.  How  can  a 

isiness  owner  succeed 
?  Consultants,  financiers, 
ill-business  owners  with 
experience  cite  several 
actors.  Do  lots  of  home- 
the  beginning.  Plan  on 
1  heavily  in  your  over- 
>ansion.  Tap  into  a  net- 
professional  consultants 
sed  in  the  quirks  of  in- 
nal  trade.  And  under- 
at  going  global  is  a  long- 
mmitment.  The  typical 
isiness  should  expect  to 
lywhere  from  $10,000  to 
just  to  do  basic  market 
,  take  in  a  trade  show, 
werseas  to  visit  a  coun- 
wo.  And  it  may  take  as 
three  years  to  see  any 
n  its  investment, 
et  research  is  increas- 
sy  to  come  by.  Much  of 
rmation  is  available  for 
at  a  low  cost.  Federal, 
nd  local  governments, 
ive  become  near-zealots 
fervor  to  get  small  busi- 
think  globally,  can  be  a 


TEN  KEY  QUESTIONS  FOR  NOVICES  TO  ASK 


1  Is  the  product  or  service  needed  in  other  countries? 
What  information  is  required  to  make  an  intelligent 
decision  about  that,  and  how  will  you  get  it? 

2  Will  your  product  or  service  have  to  be  adapted 
for  international  markets?  How  difficult  will  this 
be,  and  how  much  will  it  cost? 

3  How  committed  are  management  and  stakehold- 
ers to  going  global?  What  expertise  exists  on  staff, 
and  what  additional  resources  will  you  need? 

4  How  will  you  market  your  product  or  service  inter- 
nationally? How  much  investment  will  be  needed, 
and  what  resources  are  available  to  help  you? 

5  How  will  international  sales  be  financed? 

6  How  will  you  ensure  getting  paid  for  interna- 
tional sales? 

7  What  about  communication?  Will  you  need  to 
translate  sales  literature?  Will  you  need  to  learn 
another  language? 

8  How  will  you  learn  about  differing  customs  which 
could  affect  your  company,  product,  or  way  of 
doing  business? 

9  How  long  will  it  take  to  see  a  profit  from  interna- 
tional sales?  Is  entering  the  international  market- 
place worth  the  perceived  risks? 

10  What  agencies,  groups,  or  others  can  provide 
assistance  to  your  company  on  the  various  facets 
of  the  exporting  process?  How  much  will  this 

expertise  cost? 


DATA  MINNESOTA  TRADE  OFFICE,  BASED  ON  SURVEY 
OF  SMALL  BUSINESSES  THAT  EXPORT 


members  join  the  world  economy.  And 
many  colleges  and  universities  are  ex- 
panding their  course  offerings  on  doing 
business  abroad.  "All  over  the  countiy, 
more  and  more  institutions  are  coming 
up  with  an  exporting  program,"  says 
E.  Martin  Duggan,  president 
and  chief  executive  of  the  Small 
Business  Exporters  Assn.,  a 
nonprofit  trade  association  in 
Annandale,  Va. 

The  Internet  offers  an  easy 
portal  into  the  many  export  pro- 
grams offered  by  the  federal 
government,  nonprofit  organiza- 
tions, and  the  private  sector. 
Click  on  the  Commerce  Dept., 
the  Small  Business  Administra- 
tion, the  Export- Import  Bank, 
or  the  U.  S.  Business  Advisor, 
and  you  can  study  the  basics  of 
exporting,  learn  how  to  apply 
for  loan  guarantees,  get  coun- 
try and  industry  data,  download 
customs  and  export-loan  docu- 
ments, and  find  links  to  trade 
resources  elsewhere  on  the  Net. 

Private  companies  and  non- 
profit groups  are  also  working 
hard  on  developing  programs 
that  will  allow  for  finance,  in- 
surance, freight  forwarding  con- 
tracts, and  other  export  busi- 
ness to  be  done  over  the  Web. 
Horizon  Trading's  Rockwell,  for 
instance,  created  a  company 
called  Trade  Compass  three 
years  ago  after  he  saw  how  the 
Net  could  expedite  cross-border 
transactions.  "People  will  call 
up  and  say,  T  want  to  export 
blue  jeans  to  Mexico.  What  do 
you  think?'"  says  Eileen  Cas- 
sidy,  director  of  the  sba's  Office 
of  International  Trade.  "The  first 
thing  I  say  is,  'do  you  have  a 
computer  with  an  Internet  connection?' " 
Still,  the  electronic  world  is  only  one 
avenue.  State  governments  began  em- 
bracing the  global  economy  during  the 
tumultuous  1970s  and  early  1980s,  es- 
pecially in  the  Rust  Belt  states  of  the 
Midwest  and  the  former  agricultural 
states  of  the  Southeast.  Today,  every 
state  actively  devotes  resources  to  pro- 
moting exports.  State  trade  agencies 
run  classes  and  seminars  on  the  basics 
of  exporting  for  small  businesses,  and 
they  offer  lots  of  information  on  market 
prospects  and  industry  competition 
overseas.  State  governments,  on  their 
own  or  linked  to  a  federal  program, 
offer  loan  guarantees  and  export  in- 
surance for  small  business.  Most 
states  also  host  overseas  trade  del- 
egations and  aid  local  company 
participation  in  international  trade 
shows. 

Federal-  and  state-sponsored  ex- 
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\  e  Comes  A  Point  When  Every  Company  Has  To  Look 


Itself  In  The  Mirror  And  Say  One  Word:  Server, 


5  linked  together  no  longer  provide  the  resources  you  need  to  run  your  business.  Which  is  why  we're  introducing  the 
ProSignia  200.  It  creates  a  robust  computing  environment  that  enables  you  to  share  information  and  resources  over  a 
Even  as  you  connect  more  and  more  people  together — e-mail,  access  to  files  and  printing  take  mere  seconds,  making 


)loyees  more  productive.  And  your  business  more  competitive. 


n  much  would  you  spend  to  have  this?  How  about  the  price  of  a  desktop?  The  ProSignia  200  is  the  first  true  server 
for  your  growing  business.  It  has  superior  price: performance,  industrydeading  manageability  and  proven  integration, 
aaging  the  ProSignia  200  doesn't  demand  a  lot  of  time  or  people.  With  SmartStart  and  Insight  Manager,  configuration 


igement  are  easy  and  always  under  control.  And  Compaq  offers  the  most  extensive  Pre-Failure 


@  r 


T- 


y,  one  which  reduces  downtime  by  replacing  kev  components  when  performance  levels  dip. 


information  on  the  ProSignia  200,  call  your  local  Compaq  Authorized  Reseller  or  visit  us  at 


npaq.com.  The  ProSignia  200.  The  server  for  successful  companies  in  their  formative  years.    .  5§5 

The  ProSignia  200 


€  1997  Compaq  Computer  Corporation.  All  rights  reserved.  Compaq  registered  U.S.  Patent  and  Trademark  t  illu.    ProSignia  2(10,  SmartStart,  Insight  Manager  anil  Pre  Failure  Warrant)  are  trademarks 

IITl        "r  registered  trademarks  ol  Compaq  Computer  Corporation  The  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  and  the  Pentium  P  ssoi  Logo  is  a  trademark  of  Intel  Corporation  In  (  anada 

5  o  n         m  tJn  be  reached  at  1-800-567-1616. 
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port  councils  and  trade  missions  offer 
another  route  for  gathering  information. 
Take  the  experience  of  Lucille  Farms 
Inc.,  a  manufacturer  and  marketer  of 
cheese  products  in  Montville,  N.J.  Its 
chief  executive,  Alfonso 
Falivene,  wants  his  company 
to  wade  slowly  into  the  inter- 
national arena.  He  recently 
joined  the  U.  S.  Daily  Export 
Council  established  by  the 
Commerce  Dept.  Council 
members  have  taken  trips 
overseas  to  study  trade 
prospects  and  dairy  competi- 
tors. Its  meetings  offer  a  fo- 
rum for  dairy  people  to  share 
their  experiences  and  frustra- 
tions. In  addition,  "I  have 
stacks  of  information  in  my 
office,"  says  Falivene.  "If  I 
had  to  go  out  and  get  the  in- 
formation on  my  own,  it 
would  cost  me  thousands  and 
thousands  of  dollars." 

Many  small-business  ex- 
porters say  trade  shows  are 
among   the   most  valuable 
ways  for  a  company  to  gain 
market  intelligence,  establish 
contacts,  and  swap  global  war 
stories  with  like-minded  en- 
trepreneurs. Meter-Man  par- 
ticipated in  a  huge  agricultur- 
al trade  fair  in  Paris  when  it 
decided  to  expand  into  Eu- 
rope. Over  the  course 
of  five  days,  compa- 
ny executives  held  21 
meetings  with  poten- 
tial customers  and 
distributors.  One 
contact  from  those 


International 


the  Far  East.  And  of  course,  with  their 
proximity  and  market  size,  Canada  and 
Mexico  are  popular  export  spots.  But  no 
matter  how  grand  the  market  research 
suggests  your  prospects  may  be,  keep 
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THE  INTERNET  GUIDE  TO 
SMALL-BUSINESS  EXPORTING 

The  easiest  way  to  tap  into  exports  is  to  mine  the  rich 
lode  of  the  Net.  These  sites  hold  plenty  of  value — and 
most  have  links  to  additional  information. 

WWW.EMBPAGE.ORG.  Embassy  home  page  is  a 
window  to  embassies  and  consulates  around  the  world 


meetings  is  now  a 
major  Parisian  dis- 
tributor of  its  mea- 
suring devices. 

Which  markets 
make  the  most 
sense  to  target? 
Obviously,  it  de- 
pends on  what  in- 
dustry you're  in 
and  what  your 
analysis  of  particu- 
lar countries  shows. 
Perhaps  your  soft- 
ware package  or 
new  drug  will  sell 
well  in  Spain  but  not 
in  Italy,  or  flourish  in  Australia  but  fall 
flat  in  Southeast  Asia.  In  general,  trade 
experts  say  the  bigger  opportunities  for 
small  business  probably  lie  in  the  rapid- 
ly expanding  areas  of  Latin  America  and 


WWW.EXP0RTH0TLINE.COM.  Contains  thousands  of 
market  research  reports,  a  trade  library,  market  intelli- 
gence on  80  countries,  and  plenty  of  links. 

WWW.NEM0NLINE.ORG/ELAN.  Site  lists  international 
trade  attorneys  tied  to  the  Export  Legal  Assistance  Net- 
work, which  provides  free  consultation  to  small  compa- 
nies exploring  exports. 

WWW.EXIM.GOV.  The  Export-Import  Bank  of  the  U.S.  is 
focusing  more  on  small  business  these  days. 

WWW.FITA.ORG.  Industry  trade  associations  are  valuable 
sources  on  exporting.  The  Federation  of  International 
Trade  Associations  offers  links  to  local,  regional,  and 
national  associations  that  promote  exports. 

WWW.ITA.D0C.GOV.  The  International  Trade  Administra- 
tion of  the  Commerce  Dept.  boasts  critical  trade  infor- 
mation and  statistics,  addresses,  and  phone  numbers  of 
export-assistance  centers  in  each  state  around  the  coun- 
try, and  country  data  and  analysis. 

WWW.SBA.GOV.  The  Small  Business  Administration 
offers  a  wealth  of  basic  information,  resources,  a  guide 
to  its  various  export  support  programs  (such  as 
loans  and  working-capital  guarantees),  and  plen- 
ty of  links  to  export  information  elsewhere  on 
the  Web. 


WWW.TRADEC0MPASS.COM.  Trade  Compass 
offers  exporting  information,  international  busi- 
ness Web  links,  and  online  resources. 

^    WWW.TRADEP0RT.ORG.  A  site  with  lots  of 
information  on  all  aspects  of  small-busi- 
ness exporting. 

WWW.  TSCENTRAL.COM.  Trade  Show 
Central  has  information  on  more 
than  30,000  trade  shows,  confer- 
ences and  seminars  worldwide. 
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your  ambitions  in  check.  "The  big  mis- 
take we  see  is  people  taking  a  shotgun 
approach,"  warns  one  old  hand  at  the 
small-business  exporting  game.  <rWe  take 
a  rifle  approach.  We  concentrate  on  one 
area  before  we  move  to  another  one." 


Once  you've  done  your  homew 
chosen  your  market,  and  develops 
few  contacts  overseas,  you'll  need  si 
professional  help  to  navigate  your 
through  unfamiliar  business  terrain,  s 
as  trade  finance,  intemati 
law,  documentation,  and  1 
customs.  Thanks  to  an  alii; 
among  the  sba,  the  Commi 
Dept.,  and  the  federal  bai 
sociation,  new  exporters 
get  a  free  consultation 
an    international  attor 
drawn  from  the  Export 
gal     Assistance  Netw 
(elan).  To  get  the  narm 
the  ELAN  regional  coordin; 
in  your  area,  contact  youi 
cal  sba  district  office,  or 
the  Small  Business  Ans 
Desk  at  800  8-ASK-SBA. 
MAZE  OF  RULES.  Service 
tor  firms,  especially,  seen 
rely  on  joint  ventures 
other  cooperative  arran 
ments  to  smooth  their 
into  a  local  market, 
knowledge  of  local  institut; 
is  often  invaluable  in  dea 
with  the  bewildering  mazd 
local  rules  and  regulatiif 
that  typically  envelop  bas- 
ing, insurance,  telecommu- 
cations,   education,  hei.h 
care,  and  other  service  > 
dustries.  "You  can't  just  tee 
a  successful  American  pro 
tice  or  service  overseas  wft 
out  making  real  adjustmets 
for  the  local  market,"  sn 
Joseph  Hartnett,  directoiaf 
international  services  for  le 
central  U.  S.  at  Grant  Thu- 
ton.  "How  you  sell  wilbe 
different." 

Edaw  Inc.,  a  well-kncn 
landscape  architecture  firnH) 
San  Francisco,  has  built  upm 
international  business  overje 
past  15  years.  The  450-d- 
ployee  company  first  gainea 
strong  reputation  in  the  Lj3. 
so  that  when  an  oversea 
company  wanted  to  tap  a 
American  expertise  and  (fe 
ent,  Edaw  was  on  the  sift 
list  of  contacts.  It  also  m 
one  or  two  people  willing x 
take  long  flights,  eat  loif 
food,  and  stay  in  hotel  after  hotel.fn 
Europe,  Australia,  and  Asia,  the  art 
pany  has  linked  up  with  local  partes, 
and  it  is  buying  a  majority  position  ii 
Hong  Kong  company.  "You  have  toco 
with  local,  recognized  partners  that  'e 
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renched,"  says  Jim  Heid,  partner 
ector  of  development  at  Edaw. 
most  impossible  to  build  up  a 
s  by  sending  a  bunch  of  expatri- 
erseas." 

lso  essential  to  line  up  enough  fi- 
\  to  see  you  through  the  in- 
!  bumps  in  the  export  road.  Tak- 
werseas  customers  brings  with  it 


self  in  intense  competition  with  other 
international  firms  under  tight  dead- 
lines, with  no  time  for  lawyers  to  review 
complicated  contracts.  To  protect  itself 
from  currency  moves,  political  uncer- 
tainties, and  other  risks,  it  requires  20% 
to  40%  of  its  fee  up  front.  It  credits 
that  to  the  overall  invoice,  before  its 
architects  ever  get  on  an  airplane. 

  Better  yet, 

take 


things 

nearly  put  me  out  of  business"  slowly.  When  it 


t  of  political  upheaval   

urrency    fluctuations.  BATARSE:  A  Cameroon  project 
more,  it  typically  takes 
is  companies  longer  to 
eir  bills,  so  new  ex- 

often  find  their  cash 
vindling.  The  govern- 
iffers  a  vast  array  of 
g-capital,  loan-guaran- 
d  insurance  programs 
ill-business  exporters. 
-Im  Bank,  for  instance, 
riticized  for  being  a 
solely  for  multination- 

now  eagerly  wooing 

companies.  Its  work- 
lital  guarantees,  with 
/  95%  going  to  small 
jrs,  reached  $378  mil- 
st  year,  up  from  $181 
in  1994. 

rnational  transactions 
paid  for  in  a  variety  of 
"he  most  common  is  the 
•able  letter  of  credit 
The  typical  log  costs 
o  $300,  including  the 
examination  fee,  which 
ge  from  0.10%  to  0.25% 
sale.  In  essence,  an  loc  substi- 
he  bank's  balance  sheet  for  the 
er's  balance  sheet  once  the  trans- 
is  confirmed.  Problem  is,  many 
nation's  banks  don't  offer  LOCs, 
ne  of  those  that  do  prefer  not  to 
iness  with  small  exporters.  The 
laces  to  start  your  search  are 
irge  regional  or  money-center 
or  the  local  offices  of  major  in- 
onal  banks. 

JESTION.  Bankers  can  help  out  in 
ways,  such  as  advising  on  the 
re  of  overseas  contracts  and  di- 
you  to  public  or  private  insur- 
r  transactions.  "The  biggest  prob- 
many  companies  I  see  is  a  lack  of 
tation  between  sales  and  finance," 
eanne  Derderian,  in  charge  of 
5S  development  for  exporting  at 
o-based  LaSalle  National  Bank,  a 
ary  of  the  Dutch  banking  behe- 
^bn  amro  Group.  "Salesmen  are 
;re  making  promises  on  what  the 
will  be  and  later  on  the  finance 
say,  we  can't  do  that." 
,  the  key  question  is  whether  you 
;t  paid  by  someone  thousands  of 
iway.  If  an  loc  isn't  practical,  try 
ect  yourself  with  an  up-front  pay- 
Edaw,  for  instance,  often  finds  it- 


■J 


TO  GO  GLOBAL:  Plan  to  invest 
heavily,  think  long-term 

and  do  your  homework 

comes  to  relying  on  an  agent,  a  broker, 
or  a  joint-venture  partner  in  overseas 
markets,  a  hasty  choice  can  turn  out  to 
be  ruinous.  "I  see  it  all  the  time,"  sighs 
Mark  Levine,  director  of  customs  and 
duties  practice  at  Coopers  &  Lybrand. 
"People  think  they  are  getting  a  rep- 
utable agent  or  broker,  and  they  are 
just  a  fiy-by-night  operator." 

Super  Vision  International  Inc.,  an 
Orlando-based  maker  of  fiber-optic  light- 
ing, initially  does  business  only  with  the 
largest  companies  in  a  country,  often 
subsidiaries  of  U.  S.  multinationals.  "If 
you  are  going  into  a  new  country,  you 
don't  have  the  revenues  to  knock  on 
every  door.  So  deal  with  the  top  players, 
who  are  reliable  and  justify  your  time 
and  flights,"  says  ceo  Brett  Kingstone. 
Over  time,  Super  Vision  nurtures  a  re- 
lationship with  a  local  distributor,  which 
then  becomes  Super  Vision's  conduit  to 
smaller  companies  in  a  country.  The 


recipe  seems  successful:  Super  Vision 
now  gets  about  two-thirds  of  its  rev- 
enues from  overseas,  much  of  it  from 
developing  countries. 

Even  with  good  planning  and  interna- 
tional savvy,  going  abroad  is  no  cakewalk. 
Take  the  experience  of  California  auto 
dealer  Anthony  A.  Batarse  Jr.  In  1992,  his 
four  auto  dealerships  were  pulling  in 
about  $17  million.  He  heard  that  the  gov- 
ernment of  Cameroon  was  looking  to 
spend  $24  million  on  500  customized  ve- 
hicles and  a  service  center. 
Bataree  wasn't  afraid  of  an  in- 
ternational deal — the  El  Sal- 
vador native's  father  had  been 
an  exporter.  Over  two  years, 
he  got  financing  from  the  Ex- 
Im  Bank  and  the  State  Dept.'s 
blessing.  He  even  checked 
Cameroon's  human  rights 
record  with  Amnesty  Interna- 
tional. He  took  out  his  saving's, 
refinanced  his  house,  and  mort- 
gaged a  couple  of  other  build- 
ings he  owned.  He  sent  engi- 
neers to  Cameroon  to  start 
preliminary  work  on  the  ser- 
vice center  and  ordered  the 
special  cars  from  General  Mo- 
tors Corp.  Then  the  State 
Dept.  reversed  itself,  citing- 
Cameroon's  credit  record  and 
the  risk  that  the  vehicles 
would  be  used  by  abusive  po- 
lice. Batarse  was  forced  to  sell 
two  of  his  dealerships 
to  repay  the  $750,000  he  had 
spent  and  is  still 
in  the  red.  "It  al- 
most put  me  out 
of  business,"  he 
says. 

Of  course, 
luck  knows  no 
borders.  When 
Meter-Man's  Neff  flew  to  a  trade  show  in 
Barcelona  a  few  years  ago,  he  found  him- 
self sitting  next  to  a  man  from  Paraguay 
who  was  headed  for  the  same  show.  The 
two  struck  up  a  relationship,  and  his 
travel  companion  ended  up  ordering 
about  $200,000  of  Meter-Man's  product 
and  is  now  a  major  South  American  dis- 
tributor. "All  the  classes  in  the  world 
don't  get  you  sitting  next  to  a  guy  in- 
terested in  your  product,"  says  Neff. 
"I've  tried  drumming  up  business  the 
same  way  another  50  times,  but  it  hasn't 
worked  again,"  he  laughs.  Whether  doing 
business  in  Tuscaloosa  or  Timbuktu,  suc- 
cess is  a  cross  between  hard  work  and 
good  fortune. 

By  Christopher  Farrell  in  St.  Paul, 
Minn.,  with  Edith  Updike  in  New  York 

More  information  on  this  story  can  be  found  in 
BW  Plus  at  www.businessweek.com  or  on 
America  Online  at  keyword:  BWEnterprise. 
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HOOKING  UP  WITH 
A  HOUSEHOLD  NAME 

A  big  ally  can  be  the  fastest  route  to  capital  and  contacts 


Two  years  ago,  entrepreneurs 
Steven  Shamrock  and  Susan  Ray 
were  getting  ready  for  a  trip  to 
Santa  Clara,  Calif.,  all  set  to  talk 
chipmaker  Intel  Corp.  into  supplying 
crucial  technology  to  Cyberplay — a  con- 
cept store  where  families,  teachers,  and 
school  groups  would  explore  the  Inter- 
net, test-drive  software,  and  buy  it,  too. 
But  just  before  leaving,  the  two  friends 
from  Eustis,  Fla.,  realized  something 
was  missing:  business  cards.  The  part- 
ners scrambled  to  the  nearest  mall, 


printed  up  some  cards,  and  then  fin- 
ished packing  their  bags.  Recalls  35- 
year-old  Shamrock:  "We  didn't  want  to 
come  off  as  amateurs." 

Rut  in  some  ways,  they  were.  De- 
spite a  decade  each  of  busi-  ALLIANCES 
experience. 


neither 


ness 

Shamrock,  a  real  estate  developer,  nor 
Ray,  a  retailing  executive,  possessed  the 
technological  savvy  to  realize  their  vi- 
sion. The  two  neighbors  had  gained 
most  of  their  computer  knowledge  while 
playing  games  with  their  kids.  And  even 


SHAMROCK:  Intel 

backed  Cyberplaml 

with  the  $880,i0 
they  had  raised  hrn 
family  and  friere 
they  knew  they  y 
not  have  the  wh^;- 
withall  to  roll  it 
a  nationwide  rejii 
chain.  The  partriw 
reasoned  that  de> 
pocketed,  reseaii- 
intensive  Intel  w 
just  the  kind  of 
friend  Cyberp|y> 
needed  to  shortB 
the  painful  starjii 
process.  But  wod 
the  $20  billion  cor> 
ration  find  Cyberr.y 
attractive?  To  e 
partners'  surprj, 
Intel  was  charml. 
Says  Rob  Siegel,  n 
Intel  new-businis 
development  exei- 
tive:  "We  saw  new 
ing  like  Cyberplayn 
the  marketplac" 
Unlike  cyber  cas 
and  other  compu  i 
centers,  Cyberpiyi 
would  do  it  all:  ill 
computer  time  wfc 
games  for  $8  n 
hour,  teach  busin.s 
applications,  demi- 
strate  software,  :- 
plain  the  Intern, 
run  classes  for  kids  and  teachers — id 
use  only  Intel's  newest  technology. 
SIX  WEEKS.  Shamrock  and  Ray  ;£ 
among  the  many  smart  entreprene^s 
who  have  managed  to  ally  themsel 
with  big  corporate  players.  "For  snll 
businesses,  it's  a  great  way  to  get  ctir 
tal,  contacts,  and  marketplace  credib- 
ty,"  says  Courtney  Price,  president'! 
the  Denver-based  Entrepreneurial  II- 
ucation  Foundation. 

And  for  the  big  guys,  it's  a  wayfl 
get  a  toehold  in  new  markets.  Int  s 
Siegel  figured  Cyperplay  could  help  Ii 
introduce  its  latest  technology  to  b}i 
home-PC  users  and  computer  novices.  I 
in  September,  1995,  Intel  provided  tn| 
than  $40,000  worth  \t 
equipment  and  technoky 


consultations  to  open  Cyberplay's  fU 
store,  in  Winter  Park,  Fla.  And  last  y<| 
Intel  sunk  several  times  double  that  s 
into  a  second  store,  in  Atlanta,  to  ge  I 
built  in  just  six  weeks,  in  time  for 
1996  Summer  Olympics.  While  Intel  f 
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:VEN  THE  BEST 


printers  come 


WITim  PART 


missing 


A  printer  isn't  much  good  till  you  put  the 
right  paper  into  it.  Paper  is  a  component  that 
affects  how  well  your  printer  actually  prints. 

If  the  paper  isn't  bright,  for  instance, 
your  colors  could  turn  out  dull.  And  if  your 
printouts  aren't  sharp,  it's  probably 
because  your  paper  isn't  smooth  enough. 


Fortunately,  HammermiU's  paper  technology 
is  moving  as  fast  as  printer  technology. 
Hammermill  gives  you  the  brightness  and 
smoothness  that  printers  need,  as  well  as 
special  papers  for  laser  and  ink-jet  printers. 

Think  of  Hammermill  paper  as  a 
compatible  part. 


For  free  samples  and  information, call  l-SOO-242-2148  or  go  towww.hammermillpaper.com  international^)  paper 


clines  to  discuss  the  details  of  its  invest- 
ment, it's  clearly  doing  its  part  to  build 
Cyberplay's  credibility.  Last  year,  Intel 
featured  a  Cyberplay  station  within  its 
booth  at  Comdex,  the  world's  largest 
computer-  trade  show. 

Ray,  still  an  equity  partner,  has 
stopped  working  for  Cyberplay  and 
moved  to  Illinois,  while  President  Sham- 
rock is  finally  seeing  the  months  of  18- 
hour  workdays  and  constant  travel  pay 
off.  Capitalizing  on  the  Intel  connection, 
Cyberplay  has  since  clinched  alliances 
with  other  well-known  companies,  such 
as  iBM-clonemaker  Gateway  2000,  which 
is  leasing  state-of-the  art  computers  to 
Cyberplay  and  even  financing  the  deal. 
Gateway's  Bill  Shea,  vice-president  for 
major  accounts,  says  Cyberplay,  with 
its  school  field  trips  and  computer  class- 
es for  teachers,  was  the  perfect  mar- 
keting vehicle:  "We  think  that  schools 
might  build  networks  based  on  what 
their  teachers  use  in  Cyberplay." 

There's  more.  Sony  Corp.  has  set  up 
a  mini-Cyberplay  at  Sony  Wonder,  its 
high-tech  Manhattan  tourist  attraction. 
And  Fox  Interactive  is  using  Cyber- 
play's extensive  consumer  database, 
which  tracks  who  uses  what  software 
and  for  how  long,  to  help  predict  the 
flops  and  blockbusters  in  the  competitive 
computer-games  market.  Each  store  has 
about  60  Pentium-processor-based  net- 
worked machines  linked  via  Intel  tech- 
nology to  a  catalog  of  over  80  software 
titles  and  the  Internet. 
TREACHEROUS.  In  July,  Cyberplay  will 
open  its  first  store  inside  a  Houston 
Sam's  Club,  a  division  of  Wal-Mart 
Stores.  It  will  offer  the  warehouse 
club's  members,  who  include  many 
small-business  owners,  free  business 
software  classes  and  help  setting  up 
their  newly  purchased  computers.  By 
yearend,  Cyberplay  expects  to  open 
five  or  more  Sam's  Club  branches — a 
potential  big  break  that  could  boost 
the  little  company's  name  recognition 
and  fatten  its  customer  database. 

Of  course,  getting  too  closely  involved 
with  any  one  corporate  ally  can  be 
treacherous.  Babson  College  entrepre- 
neurship  expert  Srinivasa  Rangan  urges 
that  alliances  be  forged  with  great  cau- 
tion: "You  want  to  manage  the  relation- 
ships so  that  you'll  continue  to  be  need- 
ed— and  won't  be  destroyed  if  the  link 
breaks  up." 

Shamrock  is  hedging  his  bets  by  con- 
tinuing to  seek  new  strategic  partner- 
ships, especially  with  other  software  de- 
velopers. "Who'd  have  thought  we'd 
come  this  far?"  he  muses.  To  be  sure,  he 
doesn't  need  to  fret  about  business 
cards  any  more.  While  Cyberplay  may 
still  be  awaiting  fame,  its  allies  are  al- 
ready household  names. 

By  Lisa  Sanders  in  New  York 
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HANDMADE  GOODS, 
HANDMADE  PROFITS 

A  resurgence  in  crafts  spawns  a  new  breed  of  store 


When  Chicago  attorney  Anni 
Goldberg  moved  to  a  house  in 
the  suburbs,  the  only  thing  she 
wanted — besides  a  bed — was  a 
dining  room  table.  Both  she  and  her 
husband,  David,  had  grown  up  in  fami- 
lies where  the  dining  room  table  was 
the  focus  of  conversation  and  cama- 
raderie. But  not  just  any  table  would 
do.  She  had  her  eye  on  a  $5,000  hand- 
made, solid-cherry  piece  made  by  Ver- 
mont craftsman  Charles  RETA 

Shackleton.     Add  eight   

chairs  at  $1,000  a  pop,  and  the  Gold- 
bergs had  a  major  investment  on  their 
hands.  Even  though  that  meant  forgoing 
living  room  furniture  for  a  while,  they 
didn't  care.  "The  simplicity  of  the  oval 
and  cherry  was  breathtaking.  I'd  rather 
stare  at  empty  space  and  get  what  I 
want  the  first  time,"  she  says. 

Driven  by  a  backlash  against  mass 
merchandise,  lots  of  people  like  the 
Goldbergs  are  spending  big  bucks  on 
handcrafted  furniture,  lamps,  and  ac- 


cessories. Retailers,  from  boutiques 
high-end  stores  such  as  Barneys  I  . 
are  picking  up  on  the  craft  trend.  Via 
Ross,  a  New  York  consultant  to  - 
cialty  stores,  says  her  clients  are  clip 
oring  for  handmade  items  that  are 
"from  the  run  of  the  mill." 

Although  no  one  has  hard  numl's 
on  the  size  of  the  craft  market,  at 
American  Craft  Council's  annual  sho\ 
Baltimore  wholesale  revenue  from  hn- 


ILING 


quality  crafts  has  nre 
than  doubled,  to  $17  )J> 
lion,  in  the  last  decade.  At  the  Amer 
Craft  Exposition  in  Evanston,  III, 1 
tendance  has  ballooned  to  14,000  in  11 
from  2,000  in  1985. 

That's  providing  an  opportunity  1 
craftspeople  with  marketing  skill- 
take  their  businesses  to  a  new  leveH 
sophistication.  It's  also  creating  a  nilj 
for  a  new  kind  of  retailer:  small  bji- 
nesses  that  can  bridge  the  gap  betwb 
craftspeople  in  Vermont  or  southfn 
Illinois  and  urban  professionals  \jo 
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MALL  BUSINESS  OWNERS... 

SAVE  ON  TAXES 
IS  YOU  SAVE 
-OR  RETIREMENT 


!QO%  ,* 


nefit  from  tax- deductible 
ntriblltions.  This  year,  give  your- 
1  a  tax  break.  As  the  owner  of  a 
iall  business,  your  contributions  to 
IIMPLE  IRA,  SEP-IRA,  or  Keogh 
in  reduce  your  taxable  income  and 
ild  the  retirement  savings  of  each 
rticipant  in  the  plan. 

Rowe  Price  mutual  funds  can 
ake  your  plan  work  harder. 

ur  money  can  work  even  harder  for 
u  when  you  invest  in  100%  no-load 
rtual  funds. 

it  our  expertise  to  work  for  you. 

ir  knowledgeable  retirement  special- 
s  are  ready  to  help  you  choose  the 
in  that  best  meets  your  needs. 


Which  retirement  plan  is  right  for 
your  business? 

If  you  want  a  business  retirement  plan  that's 
inexpensive  and  easy  to  set  up,  call  us  for 
information  about  these  options: 

SIMPLE  IRA  SEP-IRA 
Keogh  Plan 

After  you've  contributed  as  much  as  possible 
to  your  business  and  personal  retirement 
plans,  it  may  be  time  to  consider  a  supple- 
mental plan: 

T.  Rowe  Price  No-Load 
Variable  Annuity* 

To  help  you  decide  which  plan  is  best  for 
you,  call  for  our  free  brochure,  Retirement 
Solutions  for  Small  Businesses. 


For  more  information  and  a  prospectus,  call  us  today 

1-800-831-1409 


www.  troweprice.  com 


Invest  With  Confidence 

T.RoweRice 


Rowe  Price  No-Load  Variable  Annuity  (#V6021)  is  issued  by  Security  Benefit  Life  Insurance  Company.  In  New  York,  it  l#FSB201(4-<-)4)  |  is  issued  by  First  Security 
Life  Insurance  Company  of  New  York,  White  Plains,  NY.  T.  Rowe  Price  refers  to  the  underlying  portfolios'  investment  managers  and  the  distributors,  T.  Rowe  Price 
nt  Services,  Inc.;  T.  Rowe  Price  Insurance  Agency,  Inc.;  and  T.  Rowe  Price  Insurance  Agency  of  Texas,  Inc.  The  Security  Benefit  Group  of  Companies  and  the  T.  Rowe  Price 
es  are  not  affiliated.  The  variable  annuity  may  not  be  available  in  all  states.  The  contract  has  limitations.  Call  a  representative  for  costs  and  complete  details  of  the  coverage, 
prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  SMB036034 


Applications 
~  StartUp 


65  Microsoft  Office 


Microsoft  Word 
>g  Microsoft  Excel 
4>1  Microsoft  Outlook 
^  Microsoft  Publisher 
ernet  Explorer 
SI  Automap  Streets  Plus 


House  Special  Blend 
Kenyan  Blend 
Costa  Rican  Blend 
Decaf  French  Roast 


$499,1 38 
1399,031! 
$288,392 
$359,090 


Small  Business  Financial  Manager 


Microsoft  Office  97  Business  Edition 

knows  where 

(Also,  where  you're  going,  how  to  get  there,  what 


".1997  Microsoft  Corporation.  All  rights  reserved. 

Microsoft.  Automap  and  Where  do  you  want  to  go  today?  are  registered  trademarks  and  Outlook  is  a  trademark  of  Microsoft  Corporation. 


Web  Site 


Postcard 


5<5>i 


I  ahel 


business  Foim  Letterhead 


i're  coming  from. 

es  are  and  how  to  spell  "rhythm.") 

ew  Microsoft  Office  97  Small  Business  Edition  is  based  on  thousands  of  hours  of  interviews  with  small 
ess  owners;  we  heard  all  about  the  wide  variety  of  tasks  you  have  to  do  in  a  day— from  the  mundane 
s  extraordinary— and  this  is  the  software  we  assembled  to  help  you.  It  starts  with  the  new  releases  of 
soft  Excel  97  and  Word  97.  and  adds  a  few  other  indispensable  applications.  Small  Busines 
ger.  for  example,  turns  raw  numbers  into  insightful  information  that  can  help  turn  a  cash  trickle  into  a 
Flow.  Publisher  97  will  help  you  create  professional-looking  brochures,  business  cards,  labels,  even  Web 
Microsoft  Internet  Explorer  3.0  helps  you  browse  the  Internet,  access  all  kinds  of  business  resources, 
up  new  contacts  and  re-establish  old  ones.  When  you  want  to  contact  your  contacts  in  person,  Automap' 
:s  Plus  will  give  you  a  detailed  map  of  how  to  get  there.  Finally,  Outlook  '  97  desktop  information  manager 
izes  your  e-mail,  your  schedule,  your  connections— basically,  your  life.  With  Microsoft  Office  97  Small 
ess  Edition  taking  care  of  all  your  busy  work,  you  concentrate  on  other  things— like  making  your  small 
ess  into  a  larger  one.  For  a  more  thorough  tour  of  Microsoft  Office  97  Small  Business  Edition,  just  visit 
'eb  site  at  www.microsoft.com/office/sbe/. 


Where  do  you  want  to  go  today?"  www.microsoft.com/office/sbe/ 
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appreciate  and  can  afford  their  work. 

Handmade  crafts  will  be  "the  future 
of  independent  specialty  stores"  as  they 
seek  to  differentiate  themselves  from 
giant  home-decorating  players  such  as 
Crate  &  Barrel  and  Pier  1  Imports  Inc., 
predicts  New  York  retail  consultant  Pe- 
ter Glen.  And  this  is  one  trend  depart- 
ment stores  won't  be  able  to  glom  on  to, 
he  says,  because  of  their 
need  to  buy  in  large 
quantities.  But  to  capi- 
talize on  upscale  con- 
sumers' thirst  for  items 
with  a  personal  touch, 
more  craft-oriented  shops 
need  to  become  galleries 
where  the  best  hand- 
crafted pieces  can  be  el- 
egantly displayed. 
CLASSICS.  Few  retailers 
have  the  breadth  of 
handcrafted  merchandise 
offered  by  Sawbridge 
Studios,  a  four-year-old 
addition  to  Chicago's  re- 
tail scene.  In  one  corner, 
austere  Shaker  furniture 
made  by  the  McGuire 
family  of  Isle  La  Motte, 
Vt.,  holds  sway.  A  cher- 
ry sideboard  with  gold- 
en bird's-eye  maple  pan- 
els retails  for  $3,380.  It  is 
adorned  by  a  $1,000  lead- 
ed-glass lamp  by  New 
York  craftsman  Karl  Bar- 
ry. Another  part  of  the 
store  offers  angular 
prairie-style  furniture,  in- 
cluding $4,000  cupboards 
by  Steve  Stenger  and 
Ron  Skidmore  of  tiny 
Downs,  111.  But  the 
store's  best-selling  furniture  is  Shack- 
leton's,  whose  sleigh  beds,  kitchen 
dressers,  and  sideboards  are  clean-lined 
interpretations  of  classic  styles. 

Sawbridge  co-owner  Bill  Hiscott  says 
he  and  his  partners,  Eraser  Clark  and 
Paul  Zurowski — all  refugees  from  cor- 
porate downsizing — saw  renewed  inter- 
est in  handcrafted  goods.  Instead  of  be- 
coming woodworkers  themselves,  they 
decided  to  take  a  risk  on  a  new  retail 
concept.  Their  marketing  backgrounds 
from  Alberto  Culver,  Kraft  Foods,  and 
Ekco  Housewares  came  in  handy  as 
they  conducted  focus  groups  about  their 
store  idea.  The  response  from  manned 
suburbanites  and  urban  singles  was  uni- 
formly enthusiastic.  So  the  three  wrote 
a  thick  business  plan  and  persuaded 
First  Chicago  Corp.  to  make  them  a 
loan.  They  found  craftspeople  through 


exhibitor  lists  from  the  annual  Philadel- 
phia Museum  of  Art  Craft  Show,  bought 
samples  for  the  store,  and  agreed  to 
split  the  retail  price  50-50  with  them. 

The  store — with  its  motto,  "Made  by 
hand,  not  a  factory" — stmck  a  chord.  The 

first  outlet  in  Chicago's  trendy   

River  North  area  exceeded  SAWBRIDGE: 
first-year  targets  by  more  glassware  i 


Handblown 
s  a  top  seller 


TREND  Crafts 
will  be  'the 
future  of 
independent 
specialty  stores' 


than  50%,  allowing 
the  partners  to  pay 
down  the  initial  debt 
in  18  months.  In 
1996,  sales  ap- 
proached $2  million, 
and  they  converted 
a  barn  into  a  store 
in  the  suburb  of 
Winnetka  last  fall. 

Of  course,  people 
don't  spend  $4,000 
on  a  bed  every  day, 
so  Sawbridge  does  its  biggest  volume  in 
accessories.  Their  top  sellers  are  hand- 
blown  glassware  and  handmade  dishes 
by  Simon  Pearce,  an  Irish  glassblower 
who  moved  to  Quechee,  Vt.,  in  1981 
and  set  up  shop  in  a  scenic  old  woolen 
mill  on  a  river.  Not  content  to  be  just  a 
craftsman,  Pearce  has  built  his  own  net- 
work of  10  stores  carrying  his  name. 
His  sturdy  but  elegant  clear  glass  and 
grayish-green  pottery  is  produced  by 
50  employees  in  two  Vermont  facilities. 

His  company,  which  did  $17  million 
in  revenue  last  year,  may  well  be  the 
country's  savviest  marketer  of  hand- 
made items.  Sales  have  grown  by  more 
than  30%  a  year  in  the  '90s,  and  last 
year's  profit,  which  Pearce  declines  to 
disclose,  rose  faster  than  that.  Pearce, 
who  was  tossed  out  of  boarding  school 
at  15  for  being  a  bad  influence,  enjoys 


the  business  side  of  marketing  his  cift. 
He  wishes  other  craftspeople  had  to 
same  attitude:  "Business  is  a  dm 
word  to  them.  It's  such  a  tragecj— 
they're  doing  incredible  work  but  1st 
scraping  out  a  living,"  he  says. 

Of  course,  Pearce  it 
a  few  failures  alongfc 
way.  His  first  tip 
stores  flopped  becie 
the  local  custonkt 
weren't  willing  to  snc 
$50  for  a  wineglass,  (in 
if  it  was  handblown.  nl 
the  fourth  store,  wi 
opened  in  1989  on  j\n- 
hattan's  East  fjtfc 
Street,  took  off  in  ts 
third  year  and  has  pjfc 
ed  healthy  sales  da 
since.  The  other  outp 
are  also  now  succesbL 
Although  Pearce's  glfe- 
ware  is  canned  by  aljpt 
200  wholesale  accouta. 
his  own  stores  acccgt 
for  two-thirds  of  siK 
Pearce  says  he  w« 
like  to  open  more  st<M 
but  his  recently  comjj 
ed  35,000-square-g 
production  facility  in  Windsor,  Vtp 
already  at  capacity. 

Pearce's  success  inspired  Shacklejj. 
one  of  his  glassblowers  for  six  yeB 
to  pursue  his  own  dream:  making  fuj)| 
ture  by  hand.  Even  Pearce  douW 
such  a  labor-intensive  activity  coul™ 
profitable,  but  Shackleton  perseve|| 
"I  believed  if  I  managed  people  rig!  i 
could  make  it  work,"  he  says.  His  cb 
pany,  housed  in  a  former  woolen  ■ 
in  Bridgewater,  Vt.,  boasted  sale« 
$1.2  million  last  year  and  turned  a  np 
est  profit  for  the  second  year  in  a  ii 
That  success  takes  the  same  carfii 
planning  as  the  furniture.  Shackkfe 
trains  his  35  employees  in  finance 
well  as  wood  carving.  The  works 
know  how  much  time  can  be  spent  nl 
ing  a  piece  of  furniture  for  the  comply 
to  turn  a  20%  profit.  If  they  ftnisll 
less  time,  Shackleton  contributes  lit 
fund  employees  can  use  to  buy  tools! 
themselves. 

Despite  the  originality  of  their  w>l 
Shackleton  and  Pearce  do  not  consJI 
themselves  artists.  Artists,  says  Peaie 
create  nonfunctional  things,  while  ens 
people  make  useful  items  that  fit  |tt 
everyday  life.  By  combining  craftsnb 
ship  with  business  savvy,  they've  fojj 
a  wonderful  way  to  make  a  living — fit 
well  suited  to  the  times. 

By  Susan  Cfiandler  in  QuecheeM 
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You.want  some 


lardware 


that? 


jud  as  we  are  of  our  software,  we  have  to  admit  you  can't  do  much  without  a 

)ws-based  PC  to  run  it  on.  So,  our  small  business  Web  sit   includes  links  to  a 

er  of  leading  PC  manufacturers,  all  of  whom  offer  a  range  of  s 

the  needs  of  small  businesses,  all  of  which  feature  a  variety  of  Microsoft 

ess  software  pre-installed.  You  can  find  the  configuration  that's  right  for  you 

ig  with  articles  and  advice  to  help  you  decide— by  visiting  us  at 

microsoft.com/smallbiz/WindowsPCs/. 


do  you  want  to  go  today?"  www.microsoft.com/smallbiz/WindowsPCs/ 


Microsoft 


Designed  (or 

Microsoft 
Windows  95 


www  ctxintl.com/siTiallbiz 


(K4.L 


www.dell.com/chent/dd/ 
msjump.htm 


DURACOM 


www.duracom.com 


GATEWW2000 


www.gw2k.com/products/ 
ms-smallbiz.htm 


HEWLETT 

mLKM  PACKARD 

v.hp.com/go/smallbiz 


MICRON 

Ai.mei.micron.com/sales/ 
sales. htm#smallbiz 


Midwest 
Micro 

(.mwmicro.com/sales/ 
smallbizz.htm 


NEC 

www.nec.com/desktop/office.htm 


Texas 
Instruments 

www.ti.com/notebook/docs/ 
smallbiz.htm 


licrosoft  Corporation.  All  rights  reserved.  Microsoft  and  Where  do  you  want  to  go  today?  are  registered  trademarks  of  Microsoft 
on.  Other  product  and  company  names  mentioned  here  may  be  the  trademarks  of  their  respective  owners. 


How  to  talk  your 


New  TeleRewards:  earn  rewards 
and  save  money  on  all  your 
telecommunications  services! 

Now  you  can  get  all  your  telecom  services 
from  a  single  company.  Enjoy  the  lowest 
rates.  And  earn  super  rewards  while 
you're  at  it! 

With  TeleRewards,  each  month  you'll  receive  one 
simple,  easy-to-understand  statement  covering  all 
the  services  you've  chosen.  And  you'll  love  our 
award-winning  customer  service,  with  prompt, 
friendly  assistance  available  24  hours  a  day! 


A  single,  reduced- rate  source  for  all  youri 
telecommunications  services! 

Enjoy  the  convenience  of  having  a  single  compa 
for  your  business  or  residential  long  distance, 
calling  card,  internet  access  and  800  number. 
Under  our  easy-to-understand  flat-rate  pricing  pi; 
you  pay  the  same  rate  regardless  of  the  time  of 
day.  And  our  6-second  billing  policy  means  you 
pay  only  for  what  you  use! 

•Business  Long  Distance        •  Calling  Care 
•Residential  Long  Distance     »800#  Servic< 
•Internet  Access 

(nationwide  unlimited  access!) 


TeleRewards  is  a  service  ol  SignatureCard,  Inc.,  a  company  of  The  Signature  Group.  Telecommunication  services  are  provided  by  UniDial  Communications  TeleRewards  is  a  servicemark  owned  by 
Signature!  ard,  Inc.  All  other  brand  names  or  trademarks  are  the  property  of  their  respective  owners  Valid  major  credit  card  required  Sign-up  bonus  of  J.fj(H)  points  requires  purchase  of  long  distantll 
and  calling  card  and  one  year  ol  internet  access.  l.tXHI  points  for  long  distance  and  calling  card.  Offer  expires  6/30/97.  A  $0.25  per  call  surcharge  applies  to  all  calling  cards.  'Excluding  taxes,  credits! 
discounts  All  rights  reserved. 


to  free  plane  tickets. 


irn  5  points  for  every  dollar*  you  spend, 
["hen  choose  from  an  array  of  rewards! 
1  can  use  your  points  for 
its  on  any  airline,  or  for 
1  accommodations, 
:ommunications  services 
undreds  of  products 
l  the  leading  name- 
id  manufacturers! 
why  make  another  call 
lout  getting  the  rewards 
deserve?  Take  advantage  of  our 
free  offer  and  join  today! 


Instant  2,500  point 
sign-up  bonus! 

For  a  limited  time,  you  can  earn  up  to 
2,500  bonus  points  just  for  signing  up!  Call 
today  and  start  earning  rewards  tomorrow! 

I  -800-854-8622 

www.telerewards.com 


STELE 


Rewards 


Switch  for  the  rates.  Stay  for  the  rewards' 
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Technology 


SMILE!  YOU'RE  ON 
MY  COMPUTER 


Ease  of  use  and  falling  prices  are  making  digital  photography  a  boon  for  small  businesJ 


Homeowners  looking  to  sell  their 
property  tend  to  prefer  experi- 
enced, older  real  estate  agents, 
and  that  put  26-year-old  Drew 
Armstrong  at  a  disadvantage.  So  the 
Provo  (Utah)  agent  turned  to  an  age-ap- 
propriate solution — tech-  DIGITAL 

nology.  While  competi-   

tors  pasted  photos  on  hand-lettered 
black-and-white  flyers,  Armstrong  last 
year  purchased  a  digital  camera,  a  color 
laser  printer,  and  a  couple  of  Macintosh 
computers. 

It  proved  a  winning  combination.  The 


lineup  lets  him  produce  what  he  calls 
"slick,  magazine-quality"  house-for-sale 
flyers  within  30  minutes  of  visiting 
prospective  clients'  homes.  How?  He 
simply  takes  pictures  of  the  house, 
downloads  them  to  his  laptop  computer, 
and  lets  the  seller  select 
which  ones  to  use.  Then, 
he  E-mails  the  photos  to  the  office, 
where  an  assistant  puts  them  in  a  tem- 
plate in  the  computer  and  prints  them 
out.  Customers  are  so  impressed  with 
the  speedy,  aggressive  service  that  they 
lose  sight  of  Armstrong's  callow  ap- 


IMAGES 


pearance.  "I'll  probably  sell  $9  mi 
worth  of  homes  this  year,"  he 
proudly.  "I've  tripled  my  business." 

Digital  imaging — once  the  esot 
tool  kit  of  ad  agencies  and  graphic 
signers — is  now  within  easy  reac' 
small  businesses  such  as  Armstro 
The  equipment  and  software,  which 
vert  printed  documents  and  pict 
into  a  versatile  electronic  medium, 
getting  cheaper  and  easier  to  use.  I 
ing  products  are  becoming  the  r 
among  architects,  engineers,  artists, 
tailers,  and  others  who  rely  on 
quality  visual  material. 
SOUP  TO  NUTS.  That's  chan 
the  face  of  small-business 
keting — and  not  just  in  print, 
the  World  Wide  Web,  Joe's  G1 
catalog  can,  graphically  spea' 
go  head-to-head  with,  say, 
Sharper  Image. 

Digital  imaging  is  not  a  si 
technology  but  rather  a  felicit 
blend  of  electronic  processes, 
terns,  and  components.  Many 
pie  start  with  a  versatile  sea 
such  as  Hewlett-Packard  Cj 
$300  hp  ScanJet  5p.  This  devj 
which  resembles  a  small  copy  r 
chine,  connects  to  a  computer  ^ 
sends  photos  or  documents  to  n 
screen.  Standard  scanners  wcl 
work  for  negatives  or  slides,  11 
hp  is  expanding  the  horizons! 
imaging  for  most  people  witrf 
just-released  line  of  PhotoSmjt) 
products.  These  include  a  $$ 
scanner-  that  will  handle  negathl 
and  slides,  a  $499  printer  til 
produces  near-photo-quality  o« 
put  on  glossy  paper,  and  a  $£$ 
digital  camera:  Together,  the  thi? 
products  can  be  used  for  soup- 
nuts  imaging  jobs  (BW — Apr.  21 
Many    scanners    come  will 
photo-editing  software  such  as  11 
crosoft  Corp.'s  Picture   It!  j* 
Adobe  Systems  Inc.'s  PhotoDelup 

McNAMARA:  Digital  images  of 
clients'  energy  glitches  save  hiia 
engineering  outfit  tons  of  time  I] 
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t  comes  to  issues  of  401  (k)  retirement  programs,  put  the  strength  and  stability  of  The  Hartford  to  work  for  you.  From  customized  Super 
mis  to  knowledgeable  Installation  Teams,  The  Hartford  offers  services  diat  help  educate  employees  about  a  wide  spectrum  of  retirement 


y  J  J  v  y 


■  y    J  yyy 


y  J  yiy  . 


nd  concerns.  Consequently,  the  more  they  know,  die  fewer  questions  you'll  have  to  answer.  Which  means  you  can  finally  replace  all  that 


cm  d  B'uht  &p  J  h  ufip  m , 

ork  on  your  desk  with  what  rightfully  belongs  there:  your  feet. 


Bring  It  On. 


The 
Hartford 
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which  lets  the  user  heighten  contrast, 
trim  unwanted  sections,  eliminate  red- 
eye, and  more.  With  the  additional  aid  of 
a  desktop  publishing  product  such  as  Mi- 
crosoft Publisher,  the  images  can  be  laid 
out  with  text,  then  printed. 

For  many  business  applications,  there's 
no  need  to  splurge  on  a  pricey  laser 
printer.  The  latest 
crop  of  $300  to  $500 
color  ink-jet  print- 
ers— the  Lexmark 
7000,  the  Hewlett- 
Packard  690c  Desk- 
Jet series,  the 
Canon  bjc-620,  or 
the  new  Epson  Sty- 
lus Photo — delivers 
high  quality.  Leif 
Rideout,  an  architect 
in  Santa  Cruz,  Calif., 
is  about  to  buy  a  Stylus  Photo  to  print 
computer-generated  renderings.  In  the 
past,  he  paid  $20  a  pop  at  the  sei-vice  bu- 
reau. "Photographic-looking  prints  will 
only  cost  me  a  couple  of  dollars,"  he 
says. 

Digital  cameras,  which  start  at  about 
$300,  are  the  mainstay  of  the  digital- 
imaging  boom,  mostly  because  they 


Technology 


make  capturing,  developing,  and  trans- 
mitting images  virtually  instantaneous. 
Engineers  at  the  18-employee  energy 
engineering  firm  of  eme  Group  in  New 
York  use  a  Kodak  DC40  camera  to  help 
clients  troubleshoot  problems  with  boil- 
ers, pumps,  and  cooling  systems.  A  field 
engineer  shoots  the  problem  equipment 


TECH  TRAUMAS:  Digital 
imaging  isn't  always 
simple.  Mismatched 
hardware  and  software 
can  be  a  real  headache 


from  every  angle,  then  ships  the  photos 
to  colleagues.  "We  can  look  at  the  im- 
ages on  our  computer  in  the  office, 
while  the  client  looks  on  theirs,  and 
we  can  say,  'move  this  lever  here  or 
this  hose  there,'"  explains  partner 
Michael  McNamara.  The  savings  in 
time  and  travel  have  been  enormous, 
he  says. 


The  cameras  look  and  feel  like  si» 
point-and-shooters.  Most  let  you  im 
diately  view  what  you've  taken  o 
tiny,  pop-up  liquid-crystal  display.  M 
come  with  easy-to-use  image-edit 
software  and  a  serial  cable  to  move 
pictures  onto  the  computer.  Some  ne 
models  save  the  photos  on  a  remov; 
card  that  plugs  into  a  laptop. 
PIXEL  POWER,  Don't  expect  these  1 
end  devices  to  generate  photograj 
quality  on  paper.  Images  tend  to 
grainy,  lacking  the  visual  depth  of  35 
film.  Image  resolution  is  measured 
picture  elements,  or  "pixels" — the  m  rr  M 
dots  per  inch,  the  higher  the  resolut 
For  $300,  you  typically  get  about 
dots  per  inch.  That  works  out  to 
pixels  across  the  computer  screen 
480  down.  The  result  looks  O.  K 
your  screen.  But  it's  not  nearly  gi 
enough  to  produce  a  flyer  display 
the  fine  latticework  on  a  house.  The 
lution  could  be  to  take  pictures  w 
your  conventional  camera  and 
them.  Or,  for  $1,000,  you  can  get  a 
phisticated  digital  model  such  as 
Kodak  DC120,  which  delivers  a  resolut 
of  1,280  by  960  pixels — photograpl 
quality  output  that  starts  to  appro; 


X. 
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s 


is 

k 


ThinkPad 


Introducing  the  affordable  new  ThinkPad  380.  The  po 


?  a  $10,000  profes- 
ligital  camera. 
;al  imaging  has  be- 
;he  very  basis  for 
nail  businesses.  Take 
bwn  Inc.,  a  "virtu- 
•  lot  on  the  Web. 
;  at  200  dealerships 
ates  use  Epson  Pho- 
digital  cameras  to 
ctures  of  their  cars, 
md  photos  to  Auto 
vhich  posts  them  for 
:tive  buyers  to  view, 
lit  the  digital  tech- 

we  couldn't  be  in 
;s,"  says  President 
D  Jerry  Daniels. 
V  MAW.  Despite  ease 
nd  falling  prices,  dig- 
aging  isn't  always 

Getting  mixed  and 
1  software  and  hard- 
)  work  together  can 
me-consuming  prob- 
ime  printers  may  not  be  able  to 
low-resolution  images  from  the 
f  cameras  for  instance.  So  if  a 
3  feels  the  need  to  join  the  digital 
;'s  best  to  experiment  with  one 
ogy  at  a  time,  suggests  David 

a  research  director  in  the  At- 
fices  of  Gartner  Group,  an  indus- 
;arch  firm.  "Find  out  what  works 


INGREDIENTS  FOR  IMAGING 

DIGITAL  CAMERA  Prices  range  from  $300  for  top-sellers  by 
Kodak  and  Casio  to  $20,000-plus  for  professional  models. 
The  cheapest  cameras'  low  resolution  works  on  the  Web,  but 
sharp  printed  images  require  a  $1,000  unit.  Prices  drop  dai- 
ly, so  shop  around. 

SCANNER  A  color  scanner  such  as  the  Hewlett-Packard 
ScanJet  4c  or  the  Logitech  PageScan  Color  runs  $400.  Res- 
olution of  at  least  300  dots  per  inch  (dpi)  is  needed  to  see 
details  in  photos  or  drawings.  Test  the  scanner  before  buy- 
ing: If  images  are  streaky,  grainy,  or  fuzzy,  pass.  Remember, 
color  scanners  and  printers  can  take  several  minutes  to 
process  a  photographic-quality  image. 

COLOR  PRINTER  For  crisp  graphics  get  a  printer  with  a  res- 
olution of  at  least  720  dpi.  Color  cartridges  range  from  $30 
to  $75;  glossy  paper  can  cost  $2  per  sheet. 

THE  WEB  New  software  promises  to  deliver  sharper  images 
on  the  Web  and  let  prospects  and  clients  "explore"  the  pic- 
tures with  a  zoom  function.  For  a  demonstration,  check  out 
FlashPix  (http://image.hp.com). 


best  for  your  business — the  camera,  a 
printer,  or  a  scanner — and  build  around 
that,"  he  says. 

Even  the  technologically  savvy  can 
ran  into  problems.  Beverly  Hills  Soft- 
ware in  California  hosts  a  Web  site  pop- 
ular with  technical  folks  that  focuses  on 
Microsoft's  Windows  NT.  But  David  Bak- 
er, managing  director  of  the  12-person 


firm,  says  the  PictureWorks 
PhotoEnhancer  software  he 
uses  to  download  pictures 
"doesn't  always  work  well 
on  Windows  NT."  Another 
problem:  High-resolution  pic- 
tures use  a  lot  of  memory 
and  disk  space.  "If  you're 
using  a  serial  cable  to  down- 
load pictures  from  the  cam- 
era, it  can  take  hour's,"  he 
adds.  So  much  for  speed. 

Digital  imaging  for  small 
business  is  still  in  its  infan- 
cy, but  it's  maturing  fast.  By 
summer's  end  an  interior 
designer  will  be  able  to 
stitch  together  a  dozen  pic- 
tures of  a  living  room  using 
a  program  called  RealSpace 
and  then  post  the  composite 
on  a  Web  site.  Clients  will 
"walk  through"  the  room, 
navigating  with  a  keyboard 
or  mouse  as  if  playing  a  PC 
game.  For  Drew  Armstrong,  that  sounds 
like  a  great  way  to  show  a  lot  of  homes 
all  over  Provo  in  a  hurry. 

By  Bronwyn  Fryer  in 
Santa  Cruz,  Calif. 

More  information  on  this  story  can  be  found  in 
BW  Plus  at  www.businessweek.com  or  on  Amer- 
ica Online  at  keyword:  BWEnterprise. 


ThinkPad  380:  4ll-in-one 
design  (integrated  floppy, 
up  to  2.1GB'  haul  disk,  and 
CD-ROM2),  12.1-inch  coloi 
screen,  150  MHz3  Pentium® 
processor,  starts  at  $2,199? 

For  details,  and  n  here  to  buy 

one,  call  I  800  126-7255, 
ext.  5I(>4.  ar  visit  uuw.us. 
pc.ibm.corn/thinkpad/tp380. 


gsktop,  the  personality  of  a  ThinkPad. 


S  Jin  inn-  l<  H  ,i  -mull  plain  1 
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THE  NOVICE  WHO 
TAMED  THE  WEB 

The  secret  to  cyberprofits  is  finding  the  right  niche 


Susanne  St.  Amant  has  what 
every  online  entrepreneur  wants 
but  few  have  found:  profits.  De- 
spite rapid  growth  in  Web  use, 
even  big  players  such  as  bookseller  ama- 
zon.com  have  had  trouble  cracking  the 
bottom  line.  But  this  36-year-old  Cana- 
dian is  selling  Japanese  kitsch  at  50% 
margins  on  sales  that  grew  from  $1,200 
last  October  to  $9,800  in  April.  "It's 
kind  of  bizarre,  eh?"  she  muses.  "I 
didn't  even  look  for  it,  and  it  happened. 
It's  a  dream  job."  ^ 

Granted,  $10,000 
month  isn't  bucketload 
but  it's  more  than  a 
drop  in  the  bucket  of 
family   income.  And 
she  gets  another  im- 
portant thing:  time  at 
home  with  her  two 
kids,  Andre,  9,  and 
Danielle,  7,  which  is 
why  she  started  her 
business,  Moon  King- 
dom, last  June. 

So  how  does  an  Ot- 
tawa civil  servant  with 
no  experience  in  busi- 

ENT  24  BUSINESS  WEEK 


ness  or  computers  gross  $63,000 
her  first  11  months  in  "etail"? 
St.  Amant  modestly  claims 
luck.  While  she  may  have  tum- 
bled into  a  perfect  niche,  she  j 
also  did  extensive  research. 
And  she  takes  a  Scrooge-like 
approach  to  costs  but  not  to 
customers  or  suppliers. 

It  started  in  Febmary,  '96,  when  her 
brother  got  her  hooked  on  the  Net.  "It 
was  surf,  surf,  surf  until  3  a.m.,"  she 
laughs.  Cinising  cybermalls,  she  real- 
etail  store  could  give  her 


at  home.  She 
an  poring  over 
ade  magazines  for  the  right 
oduct. 

In  the  end,  Andre  and 
'anielle  inspired  her  choice. 
Big  fans  of  the  TV  cartoon 
Sailor  Moon,  they  bugged 
her  for  T-shirts,  note- 
books, and  other  licensed 
\  merchandise.  A  Japan- 
ese import.  Sailor  Moon 
features  impossibly 
long-legged,  saucer- 
eyed   schoolgirls  who 


"DREAM  JOB" 

With  $63,000 
in  sales  so  far, 
St.  Amant  gets 
more  time  with  her 
kids,  Sailor  Moon  fans 
who  inspired  her  move 

battle  evil  with  magic  tiaras.  In  Jail 
it's  bigger  than  Power  Rangers  but  li* 
er  caught  on  in  the  U.  S.  (though  itfljp 
better  in  Canada).  "It's  good  to  m 
somebody  is  profiting  from  it,"  says  im 
Cato  of  lunchbox-maker  Aladdin  Iroe- 
tries,  which  will  let  its  Sailor  Mooiii- 
cense  expire  this  year.  "It  was  a  tenle 
flop."  That's  why  St.  Amant  couldn't  iiei 
anyone  selling  the  stuff.  Although  led, 
the  show's  following  is  too  small  and  «- 
persed  for  bigger  merchandisers.  It  as 
an  ideal  niche. 

BARE  BONES.  Even  so,  she  wasn't  ste 
it  would  work.  With  little  capital);' 
storage  space,  she  refused  to  buyn 
bulk.  Some  distributors  couldn't  be 
ered  and  treated  her  "like  garbaj,1'' 
she  says.  But  others,  » 
Aaron  Clark,  the  26-yd^ 
old  ceo  of  Inotrend  il 
was  willing  to  take  a  fl;|r. 
Clark  creates  posters  tit 
"talk,"  with  a  technologyie 
patented.  He  was  glad;o 
move  his  leftover  Sam 
Moon  products.  He  also  1* 
joys  handling  her  ordfi 
personally,  as  when  a  dis*- 
pointed  birthday  girl  cald 
him  about  a  lost  order.! 
knew  my  poster  was  go! 
up  in  that  little  girl's  room  where  sh:d 
push  the  talking  button  all  day  long,"£ 
says.  "For  an  inventor,  that's  great.'! 

St.  Amant's  tightwad  approach  dic*t 
stop  with  suppliers.  She  paid  an  h 
quaintance  $40  an  hour  to  design  ]|E 


PIONEERS  PaSe-  but  consider 

  even  that  too  expensive  m 

maintaining  it.  Now  her  husband  updals 
the  bare-bones  site.  There  are  no  t| 
letin  boards  or  chat  groups  for  fans,|d| 
information  such  as  the  news  that  i 
show  may  be  back  on  the  USA  Netwip 
this  fall.  Her  "site"  is  essentially  an  onle 
order  foirn.  She  shaves  pennies  by  reft 
cling  shipping  boxes  from  grocery  stos 
and  bubble-wrap  envelopes  from  lr 
neighbors.  "It's  my  husband  the  accoth 
tant  who  put  that  in  me,"  she  says. 

There  are  hundreds  of  Sailor  MrA 
Web  pages,  but  few  sell  products.  Soa 


Send  more.  Save  more. 

Du're  a  business  that  sends  lots  of  packages  every  year, 
j  could  save  a  lot  of  money  with  Priority  Mail™  from  the 
>.  Postal  Service.  Priority  Mail  two-pound,  two-  to  three- 
/  packages  are  only  $3.  FedEx "  two-day  service  is  about 
and  UPS1*  about  $6* 

fou  don't  even  have  to  call  for  a  Priority  Mail  pickup  or 
/  extra  for  it.  The  letter  carrier  who  brings  your  mail  every 
I  can  take  your  packages  for  you  free.  FedEx  charges 
50  extra  for  pickups,  UPS  about  $3  extra. 

PRIORITY 
MAIL 

UNITED  STATES  POSTAL  SERVICE  tm 

•Priority  Mail:  average  delivery  of  2-3  days.  Price  comparisons  based  on  Priority  Mail  up  to  2  lbs.  vs.  2-lb  published  rates  tor  UPS  2nd  Day  Air*  from  $6.25  and 

FedEx  2Day'"  from  $7  45.  Surcharge  for  Priority  Mail  on-demand  pickup  ©  1996  USPS  FK96 


And  with  Priority  Mail,  there's  no  extra  charge  for  your 
customers  to  receive  their  packages  on  Saturdays,  when 
part  of  regular  Saturday  postal  delivery.  FedEx  charges  $1 0 
extra  for  Saturday  delivery.  UPS  doesn't  even  offertwo-day 
Saturday  deliveries. 


So?  Saving  money?  ^ 
Free  daily  pickups?  |j 


Saturday  deliveries?         $8  $6  $3 

What's  Your  Priority?       What's  Your  Priority?  <-j 


1-800-THE-USPS  ext.  2003  http://www.usps.gov 
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40,000  surfers  have  visited  Moon  King- 
dom since  St.  Amant  started  last  June. 
Orders  come  from  as  far  away  as 
Switzerland,  although  95%  of  her  sales 
are  in  the  U.  S.  Her  customers  are  par- 
ents and  college  students,  and  she  treats 
them  well,  sometimes  tossing  in  free- 
bies.  She'll  even  fight  FedEx  to  get  cus- 
tomers refunds  when  shipments  are  late. 

That  attitude  wins  her  repeat  cus- 
tomers and  great  word-of-mouth.  Donna 
Nilsen  got  extra  stickers  with  her  first 
order,  and  has  referred  friends  to  Moon 
Kingdom.  "I  like  Susanne's  business 
style,"  says  the  Springfield  (Mass.)  moth- 
er of  two.  Cyndee  Lord,  mother  of  three 
rabid  fans,  aged  4  to  7,  always  shops  at 


People 


Moon  Kingdom  first.  "Susanne  keeps 
track  of  what  you  want  and  looks  for 
things,"  the  38-year-old  North  Ridge 
(Calif.)  resident  says.  Both  Nilsen  and 
Lord  confess  to  having  spent  more  than 
$500  on  Moon  Kingdom  stuff.  All  that 
business  is  making  the  St.  Amant  home 
life  a  little  chaotic.  Although  she  now 
rents  space  in  a  neighbor's  basement, 
there  are  400  books  stacked  in  the  foyer 
and  300  T-shirts  on  the  office  floor. 

St.  Amant  did  it  for  her  kids,  and 
she's  using  her  business  to  teach  them. 
They  have  their  own  line  of  merchan- 
dise (DragonBall  Z,  another  Japanese 
cartoon)  on  a  separate  catalog  site.  St. 
Amant  does  much  of  the  work,  but  An- 


I 


dre  and  Danielle  select  products  id 
check  inventory.  They've  made  afc^' 
$750  since  February.  "It's  better  t Lit 
delivering  papers,"  their  mother  s;js. 
"It's  safer,  and  the  money's  better." 

From  a  total  Net  neophyte  last  yyj! 
St.  Amant  has  become  something  ovj 
expert  in  her  hometown  of  Leamfi 
ton,  Ont.  An  Ottawa  travel  agency  m 
asked  her  to  run  its  Web  site  for  a  I 
of  the  action.  She  knows  Sailor  Mm 
may  not  last  forever,  so  she's  brand*:  ■ 
into  other  ventures  both  online  and  m 
Meanwhile,  she's  happy.  She  may  bfl 
stay-at-home  mom,  but  she  hasn't  iroijj 
a  shirt  since  April — she  sends  them  m 
By  Edith  Updike  in  New  1' 


CYBERST0REFR0NTS  FOR  ROOKIES 


Setting  up  shop  in  cyberspace  is 
easier  than  ever,  thanks  to  a 
crop  of  new  services  that  help 
merchants  build  Web  storefronts 
quickly — without  much  computer 
knowhow. 

Until  now,  cyber- 
merchants  with  a  do- 
it-yourself  bent  could 
teach  themselves  hy- 
pertext markup  language 
(html),  the  code  that's 
used  to  design  Web 
pages.  Or  they  might  buy 
expensive  and  often  hard- 
to-use  software  or  hire 
Web  design  firms  to  build 
their  pages  for  a  small 
fortune. 

HE  DID  IT.  Early  last 
year,  Mark  Kowalski,  a 
Columbus,  Ohio,  chiroprac- 
tor who  sells  bodybuilding 
dietary  supplements  over 
the  Web,  struggled  for 
about  a  month  to  put  up  his 
own  site  using  an  html 
product  called  Hot  Dog 
Pro.  "I'm  not  real  good 
with  html  text,"  he  says. 
Eventually  he  succeeded. 
Last  summer,  Kowalski  set 
up  a  second  site — but  in 
just  two  days — using  Cam- 
bridge (Mass.)-based 
Viaweb.  By  joining  Viaweb's  Viamall 
(a  collection  of  electronic  stores),  he 
found  himself  alongside  such  retailers 
as  New  York-based  gourmet-food 
purveyor  Dean  &  DeLuca. 

Prospective  Net  retailers  can  con- 


tact Viaweb  and  its  competitors,  in- 
cluding America  Online  Inc.  and 
Outreach  Communications  Corp.  of 
Austin,  Tex.,  directly  online.  Typical- 
ly, these  companies  provide  soft- 
ware, which  is  either 
downloaded  to  one's  own 


SETTING  UP  SHOP 

WWW.VIAWEB.COM  Viaweb  offers 
online,  point-and-click  instant  store- 
/  building.  All-inclusive  monthly  fees 
are  $100  for  up  to  100  items  sold; 
$300  for  up  to  1,000;  $300  for  each 
/  additional  1,000.  888  484-2932 

WWW.OUTREACH.COM  Outreach  Com- 
munications lets  you  download  store- 
\  building  software  for  a  one-time  fee  of 
$3,495.  Optional  hosting  is  $100/month. 
Transactions  are  1%  of  sales.  888  280-9999 


They  can  select  from  an  assortment 
of  colors  and  fonts,  ending  up  with 
a  respectable-looking  set  of  Web 
pages  complete  with  product  infor- 
mation and  order  forms.  "It's  not 
like  the  custom-developed  $100,000 
Web  site  that  an  artist  could  put 

together  for  you,"  concedes 
Outreach's  Chief  Executive 
Officer  Riss  Estes.  Still, 
the  merchant  can  scan  in 
corporate  logos  and  product  j 
pictures  to  jazz  up  the 
site. 

MALLS.  The  storefront  can 
be  launched  as  a  stand-alone 
Web  site  or  housed  in  a  cy- 
bermall,  receiving  secure 
credit  card  orders  and  track- 
ing sales  and  site  visits.  The 
price  of  the  services  can 
vary  widely. 

Challenging  the  instant- 
storefront  builders  are  prici- 
er new  providers  such  as 
AlphaGraphics  Inc.  in 
Tucson,  which  offers  cyber- 
rookies  more  hand-holding 


W WW.ALPH AGRAPHIC S.COM  AlphaGraph- 
ics, with  250  stores  in  the  U.S.,  will  design 
and  host  an  online  store.  Setup  costs  include  a 
$250  consultation  and  $150/page.  Monthly 
rates  start  at  $150,  but  piecemeal  fees  could 

exceed  $300.  800  955-6246   and"custom^zed  design  ser- 

AMERICA  ONLINE  AOL  members  pay  $149  to 
set  up  a  storefront  (Keyword:primehost).  Nonmem- 
bers  pay  $249  at  www.primehost.com.  Hosting  runs 
$199  monthly.  Transactions  add  a  $50  monthly  fee, 
plus  a  $300  setup  charge.  888  265-1111 


computer  or  accessed  directly  on- 
line, that  walks  the  merchant 
through  a  series  of  simple  prompts. 
Users  are  invited  to  supply  product 
names  and  prices  and  can  create 
various  categories  of  their  products. 


vices  at  its  chain  of  corner 
print  shops.  But  whether 
retailers  opt  for  instant  set 
up  or  custom  design,  they 
must  still  get  shoppers  to 
surf  and  spend.  Kowalski 
devotes  30  to  40  hours  a  week  to 
running  his  online  business.  Fancy 
technology  doesn't  change  a  basic 
tenet  of  retailing:  Somebody's  got  to 
mind  the  store. 

By  Mark  Halper  in  San  Francisco 
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THERE'S  A  BIG  DIFFERENCE  BETWEEN 
CLARISWORKS  AND  OTHER  OFFICE  SUITES. 


CLARISWORKS  4.0  INTERNET  EDITION 
LONG  ON  PERFORMANCE.  LEAN  ON  MEMORY. 

even  Claris  Home  Page™  software  that 
allows  you  to  create  your  own  web  pages 
without  wrestling  with  HTML  programming 
Buy  ClarisWorks  and  you'll  see  why  it 
was  rated  higher  than  Microsoft  Office  for 
reliability,  value  and  overall  performance 
in  a  recent  Dataquest  survey  It's  at  your 
local  reseller,  or  call  1-800-424-9733  ext. 
1435  to  order.  For  more  information  visit 
us  at  www.claris.com. 


CLARIS9 


Simply  powerful  software^" 


Of  course  you  need 
a  software  suite 
that's  incredibly 
intuitive,  functional 
and  easy  to  use, 
but  you  certainly 
don't  want  one  that 
hogs  a  huge  chunk 
of  your  hard  drive. 
Welcome  to  ClarisWorks '4.0  software 
or  Windows  95  or  Mac"  OS:  a  complete 
iffice  productivity  suite  which  includes 
ull-featured  word  processing,  database, 
preadsheet,  graphics  and  presentation 
apabilities.  ClarisWorks  is  exceptionally 


ill  the  Office 
ou  need  — and 
nternet  too! 


compact,  taking  less  than  one-fifth  the 
hard  disk  space  you  need  for  Microsoft 
Office  97.  Hardly  surprising  that  each 
component  also  runs  significantly  faster. 
You'll  be  able  to  move  along  faster,  too. 
ClarisWorks  is  simple  to  install  and 
learn,  and  comes  complete  with  several 
"Assistants"  and  other  automated  features 
for  setting  up  documents  and  handling 
all  your  business  needs. 

Need  access  to  the  Internet7  No 
problem.  ClarisWorks  Internet  Edition 
comes  with  software  that  makes  getting 
connected  a  snap,  plus  Netscape 
Navigator"  for  browsing  the  web  and 


©1997  Clans  Corporation  All  Rights  Reserved  ClarisWorks  is  a  registered  trademark  and  Claris  Home  Page  is  a  trademark  ol  Clans  Corporation  Mac  is  a  registered  trademark  of  Apple  Computer,  inc 
Netscape  Navigator  is  a  trademark  of  Netscape  Communications  Corporation  All  other  trademarks  are  property  of  their  respective  owners 
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I  SURVIVED  SMALL  BIZ 
-AND  CORPORATE  AMERICA 

A  veteran  of  two  business  lives  talks  about  the  demands  and  differences  of  both 

At  39,  Heidi  Roizen  has  seen  it  all.  In 
her  20s,  she  cofounded  a  software  com- 
pany, T/Maker,  that  grew  to  100  em- 
ployees before  being  sold  in  199  ^  for  an 
estimated  $JO  million.  Last  year  she 
parachuted  into  a  tap  position  at  Apple 
Computer  Inc.  Her  charge:  In  shore  up 
relations  with  a  software-developer  com- 
munity that  had  grown  wary  of  creating 
products  for  the  troubled  company.  But 
overseeing  300  people  and  dealing  with 
12,000  developers  at  a  difficult  time  in 
Apple's  history  proved  too  much  for  this 
mother  of  two.  She  now  works  from  her 
Atherton  (Calif.)  home  as  a  consultant. 
Roizen  recently  shared  her  thoughts 
about  the  work/family  conundrum  with 
Assistant  Managing  Editor  Sarah 
Bartlett. 

Q:  Many  people,  have  the  impression 
that  running  your  own  company  is  eas- 
ier and  more  flexible  than  working  in  a 
corporate  environment.  Was  that  your 
WORK  AND  experience? 

FAMILY  A:  Being  a  ceo  was 

  really  run.  But  there  s 

a  great  misperception  that  you  have 
this  tremendous  freedom.  That's  true 
in  terms  of  setting  a  company's  culture, 
its  ethics,  making  big  decisions.  But  you 
don't  have  the  freedom  to  quit  your 
job — and  that  would  have  been  a  great 
freedom  to  have  at  times. 

Q:    Were    you    glial   to    become  an 
employee? 

A:  I  was  looking  forward  to  not  being  a 
CEO.  I  thought  it  would  be  fun  to  not 
have  that  burden.  Always  being  on 
stage,  it's  a  homble  feeling.  Everyone  is 
always  relying  on  you. 

When  I  was  at  T/Maker,  I  invited  a 
business-school  professor  I  knew  really 
well  to  do  a  seminar  with  us.  He  was 
very  inspiring,  got  us  all  pumped  up, 
and  then  he  said:  "Okay,  now  create  a 
mission  statement."  And  everyone  just 
sat  looking  at  me,  expecting  the  answer. 
But  I  didn't  know  what  to  say.  At  that 
moment,  I  felt  utterly  hopeless  as  a 
ceo.  Finally,  someone  else  said,  "Make 
stuff  people   want   to   buy?"  And 
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ne  said:  "Yeah,  that  sounds  good." 

you  sold  the  company  and  soon 
trined  Apple.  What  was  that  tran- 
like? 

!  first  week  after  my  appointment 
nnounced — before  I  had  even 
3—1  had  500  E-mails  with  re- 
fer help  from  the  developer  com- 
'.  When  you're  ceo  of  your  own 
ly,  you're  dealing  with  all  kinds  of 
nt  issues:  manufacturing,  labor 
lance — but  it's  within  a  confined 
timent.  When  I  was  at  T/Maker, 
d  a  couple  hundred  thousand 
At  Apple,  we  had  25  million  cus- 
.  I  was  responsible  for  12,000  de- 
lent  companies.  The  scale  was 
lelming.  I  felt  I  couldn't  develop 
pertise. 

IYMaker,  I  knew  my  product,  I 
he  people  I  worked  with.  At  Ap- 
)u  can't  know  your  product  or 
mployees  with  that  same  level  of 


largest  customer?  No,  I  can't  resolve 
these  employees'  problems?"  I  just 
didn't  see  a  way  to  turn  down  the  vol- 
ume without  turning  it  off  completely. 

Q:  So  now  what? 

A:  For  the  first  time  in  my  adult  life, 
I'm  taking  the  time  to  consider  what  it 
is  that  leads  to  out-of-control  situations. 
I'm  trying  to  find  fulfilling  work  that 
does  not  involve  those  aspects. 

My  first  conclusion  is,  I  don't  want  to 
manage  a  large  number  of  employees. 
That  raises  leadership  issues,  hours.  Be- 
ing a  role  model  takes  time  and  energy, 
and  I  don't  think  you  can  be  a  part- 
time  manager,  at  least  not  the  way  I  do 
it.  Second,  I  don't  want  a  job  where 
you  have  a  public  constituency.  I  don't 
want  to  be  on  a  podium  any  more.  The 
third  thing  is,  I  don't  want  any  global 
responsibility.  I  don't  want  to  be  getting 
on  airplanes  all  the  time  because  it  adds 
to  the  stress  when  you  have  small  kids. 


E  AT  APPLE:  "I  was  working  every 
king  hour.  I  was  sneaking  off 
ween  courses  at  dinnertime  to 
^ck  my  E-mail.  And  as  soon  as  the 
s  were  in  bed,  I  was  back  to  the 
dy  for  another  three  hours  of  it" 


tanding.  At  T/Maker,  I  was  the 
il  leader.  By  definition,  I  pre-dat- 
ryone  who  was  there  because  I 
d  the  company.  That  gives  you  a 
nt  kind  of  credibility, 
iously,  you  have  to  rely  on  the 
ructure,  the  organizational  struc- 
t  wasn't  that  I  didn't  know  how 
hat.  But  it's  a  very  different  style 
lagement.  And,  of  course,  Apple 
a  state  of  crisis,  which  added  to 
assure  to  make  decisions  quickly. 

w  bad  was  the  pressure  at  Apple? 
as  working  every  waking  hour.  I 
leaking  off  between  courses  at 
time  to  check  my  E-mail.  And  as 
,s  the  kids  were  in  bed,  I  was 

0  the  study  for  another  three 
af  it.  Everywhere  I  looked  I  saw 
ling  that  needed  to  be  done,  and 
enior  executive  I  didn't  feel  I 
say:  "That's  somebody  else's  job." 

1  you  talk  with  people  at  Apple 
inding  a  part-time  position  there? 
;  truth  is,  you  can't  be  halfway  in 
ion  like  that.  What  was  I  going  to 
Jo,  I  don't  want  to  meet  with  our 


And  the  fourth  is,  I  don't  want  to  be  in 
a  position  where  crises  rule  the  day. 

Q:  How  are  you  enjoying  being  a 
consultant? 

A:  So  far  so  good.  I'm  much  more  in 
control  of  my  schedule.  I  currently  work 
about  30  hours  a  week.  I'm  picking  in- 
teresting projects  at  interesting  compa- 
nies. As  my  father,  who  was  a  consul- 
tant in  the  video  field,  once  told  me, 
you  can  set  a  high  premium  on  things 
that  you  don't  want  to  do.  I  tell  my 
clients  that  if  there's  something  that 
absolutely  requires  me  to  travel,  they 
will  have  to  pay  me  a  $l,000-a-day  pre- 
mium, just  to  force  me  out  of  my  house. 

But  the  best  thing  about  this  new 
role  is,  it  allows  me  to  be  at  home  for 
the  serendipitous  part  of  my  home  life. 
The  other  day,  my  kids  were  playing 
out  in  the  yard,  and  they  got  really 
dirty.  I  asked  my  nanny  to  take  them 
for  a  bath.  In  the  old  days,  I  would 
have  snuck  off  to  look  at  some  E-mail, 
but  I  decided  to  go  and  watch  them 
splash  around  in  the  tub  instead.  That's 
the  kind  of  thing  I  wanted  to  be  able 
to  do. 
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ENTERPRISE 


My  Company 


BY  KEVIN  KELLY 


WHAT  I  SAW 
AT  THE  SHOW 


Trade  exhibitions  are  a  sales  powwow,  a  research 
lab,  and  a  manufacturing  seminar  all  rolled  into  one 


For  three  days,  I  have  trudged  through  Chicago's  mam- 
moth McCormick  Place,  peering  at  exhibits.  My  feet 
have  blisters  in  various  inconvenient  spots,  and  my 
mind  refuses  to  focus  on  Converting  Machinery  &  Manu- 
facturing for  another  minute.  That  is,  until  Ron,  the  plant 
manager  of  our  family  business,  and  I  reach  a  booth  dis- 
playing a  computer-based  training  system.  My  mind  clicks: 
Here's  something  we  can  use  for  our  company,  which 
prints  produce  packaging.  Instead  of  training  new  hires 
on  a  printing  press — which  can  be 
dangerous — perhaps  they 
could  get  their  bearings 
on  a  simulator. 

Nothing  may 
come  of  my  enthu 
siasm,  but  it's  for 
such  exposure  that  I 
go  to  trade  shows. 
Small  companies  like 
ours  don't  have  re- 
searchers to  comb  through 
new  technology.  And  none 
of  us  has  time  to  jet 
around  tracking  down 
ideas.  Sure,  we  read  in- 
dustry magazines  and 
keep  an  eye  on  rivals.  But 
the  only  place  to  gather  lots  of 
intelligence  fast  is  a  trade  show. 
TACKY.  Some  wags  don't  be- 
lieve this.  They  think  trade 
shows  are  excuses  for  golf  and 
drinking.  And  there  are  ex- 
cesses. Thanks  to  too  many 
scotch-and-sodas,  industry  lu- 
minaries have  unraveled  be- 
fore my  eyes  at  social  hours.  '4^323^^* 
I  myself  have  stayed  too  long 

at  hotel  bars.  But  trade  shows  are  great  places  to  pick  up 
gossip,  check  in  with  customers,  and  meet  new  ones.  This 
April,  while  I  set  up  our  display  at  the  International 
Fresh-Cut  Produce  Assn.  (ifpa)  show  in  Vancouver,  my 
brother  played  golf  and  met  a  potential  customer  from 
Florida.  Without  the  golf,  without  the  trade  show,  no  sale. 

I'm  not  alone  in  my  shameless  boosterism  of  trade 
shows,  however  tacky  they  may  be.  According  to 
Tradeshow  Week,  attendance  at  such  events  grew  10% 
during  the  mid-1990s.  More  than  100  million  people  went. 


and  1.25  million  companies  exhibited  last  I 
year.  Managers  would  not  spend  $10  a 
square  foot  for  booths  if  they  weren't  get« 
ting  some  bang  for  the  buck. 

Still,  it's  easy  to  throw  money  away. 
One  company  at  the  ifpa  show  threw  up  8 
its  standard  display.  Big  mistake — since  in 
was  decorated  with  snack-food  packaging.!! 
Many  potential  customers  and  a  few  rivalB 
took  it  as  a  sign  they  weren't  committed  I 
to  the  produce  business.  Yet  I'm  sure  thaw 
wasn't  the  message  they  intended  to  conveyB 
when  they  plunked  down  $4,000  for  spaceB 
Avoiding  such  blowouts  requires  plan-  I 
ning.  First,  we  decide  whether  a  show  is  1 
worth  the  effort.  Will  our  customers  be  there?  Could  we  I 
tap  new  customers?  If  either  answer  is  yes,  we  try  to 
make  our  booth  appealing.  For  the  ifpa  show  two  years  | 
ago,  we  solicited  ideas  from  line  workers,  a  Mend  in  retaifl 
and  my  photographer  wife.  The  result  of  our  brainstorm-  I 
ing?  An  old-fashioned  flower  cart  with  a  canopy  to  display! 
produce  packaged  in  our  bags.  An  employee  with  carpen- 1 
try  skills  built  the  cart;  another  painted  it.  The  booth 

helped  land  two  customers.  And  it  cost  only  $500.(1 
Then  there's  visiting  booths  of  other  ven- 1 
dors,  which  requires  a  I 
— -  different  mind-set.  Herel 
the  objective  is  educa-  | 
tion.  This  Chicago  show  | 
is  the  only  chance  for  a  I 
company  like  ours  to  j 
discover  potential  sup-i 
pliers.  This  year,  we  ] 
met  a  press  manufac- 
turer from  Barcelona 
who  builds  a  top-quali- 1 
ty  eight-color  press,  a  H 
company  selling  ink- 
dispensing  equipment,  ] 
and  another  small  outfit!' 
that  sells  handheld  me- 1 
ters  for  checking  the 
acid  levels  of  inks — a 
critical  quality-control  i 
measure. 

Perhaps  I  like 
trade  shows  so 
much  because  I'm  a  newcomer,! 
having  been  in  the  family  busi-  i 
ness  only  a  year.  The  shows 
can  provide  crash  courses  in 
the  technology  issues  and  personalities 
that  dominate  an  industry.  At 
McCormick  Place,  for  instance,  I  learned  in  a  few  days 
all  about  printing-press  drying  systems  and  new  water-  < 
based  technologies  to  make  printing  plates.  And  after  sit- 
ting together  at  a  trade-show  dinner,  a  key  customer  and ; 
I  became  fast  friends,  cementing  our  business  bond. 
Oh — one  more  tip  for  potential  registrants:  Don't  wear 
thin-soled  leather  shoes. 

Kelly,  a  business  week  writer  for  nine  years,  is  an 
officer  at  Emerald  Packaging  in  Union  City,  Calif. 
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MAKING  LIFE  EASIER  AROUND  THE  OFFICE 


Install  Moving  Sidewalks.  All  that  walking  Jrom  meeting 
to  meeting  is  not  only  tiresome  but  time-consuming.  Besides,  why  should  airports  have  all  thejun? 


Kent-A-Twin.  No  matter  what  you  look  like  there's  someone 
out  there  who  can  he  made  to  match.  Go  to  mories.  Go  to  the  beach.  Your  twin  does  all  the  work. 


Use  Microprint  One.  The  versatile  paper  that  works  like  a  jewel  injaxes,  copiers  and 
printers.  And  without  ten  kinds  of  paper  to  worry  about,  life  is  simple.  You're  happy.  And  so  are  we. 


Georgia-Pacific  Papers 

Microprint 

Any  machine. ..One  Paper. 


one 


Available  at  Staples 


WOULD  YOU  HIRE 
THIS  PERSON  AGAIN? 

How  to  check  a  job  applicant's  references.  The  process  is  aggravating,  but  worth  it 


You  think  you've  found  the  perfect 
candidate  for  that  job  opening,  and 
now  you  need  to  check  his  refer- 
ences. But  when  you  call  a  former 
boss,  you  can't  pry  loose  any  useful  in- 
formation. Or  maybe  she  passes  you  off 
to  human  resources,  which  will  only  con- 
firm the  most  basic  data. 

With  companies  fearful  of  lawsuits 
from  ex-employees  who  receive  less-than- 
glowing  reviews,  obtaining  a  candid  ref- 
erence can  be  difficult.  But  it's  not  im- 
possible. "You  may  have  to  do  more 
sleuthing  than  you'd  like,  but  references 
can  be  checked,"  says  Lynn  Taylor,  di- 
rector of  research  for  Robert  Half  In- 
ternational, a  Menlo  Park  (Calif.)  execu- 
tive search  firm.  At  the  very  least,  you 
can  use  some  new  resources,  such  as  the 


Internet,  to  verify  important  facts.  And  if 
juicier  details  remain  elusive,  there  are 
alternative  routes  to  help  you  make  an 
informed  hiring  decision. 
START  TALKING.  What's  the  first  step? 
Early  in  the  interview  process,  have  can- 
didates sign  a  waiver  releasing  former 
employers  from  liability  and  agreeing  to 
let  you  contact  additional  refer-  HIR 

ences;  many  companies  won't  co-   

operate  without  it.  Next,  fax  each  person 
a  copy  of  the  statement.  If  the  refer- 
ences still  won't  talk,  ask  your  job  can- 
didate to  help.  If  you  still  get  nowhere, 
it's  a  safe  bet  the  employee  can't  dig  up 
a  good  recommendation. 

Expect  rougher  going  at  big  compa- 
nies, where  you'll  probably  get  routed 
to  a  human  resources  official  willing  to 


- 

Getting  the  Lowdowf 

►  Have  a  prospective  hire  si 
a  waiver  absolving  ex-boss 
from  liability  for  an  hone 
reference. 

►  Get  the  names  of  at  lee 
five  references  to  increase  tl 

odds  that  someone  will  be  fort! 
coming  with  information. 

►  Verify  the  facts  first.  Make  sul 
basic  information — such  as  j([ 
titles,  academic  degrees,  and  datj 
of  employment — is  correct. 

►  If  primary  references  arerj 
cooperative,  contact  others  sue 
as  vendors,  colleagues,  or  formj 
subordinates. 

►  Make  questions  to  reference 
pinpointed  and  specific. 

►  Don't  rush  it.  Talk  long  enoug 
to  get  a  feel  for  both  the  emplo 
ee  and  the  reference. 

►  If  all  else  fails,  a  good  deal  Cc 
be  learned  from  pre-employmer 
screening  tests,  job  tryouts,  or  otl 
er  alternative  methods. 

divulge  only  bare  essentials.  Still, 
serves  a  purpose.  As  many  as  259t 
applications  and  resumes  contain  a  m 
falsehood,  according  to  the  Society 
Human  Resource  Management.  "So 
one  trying  to  mislead  you  will  frequei 
not  get  the  details  right — cover  up  da 
exaggerate  titles,  lie  about  academic 
NG     grees,"  says  Monte  Campbel 

  specialist  with  Innovative  Hurl 

Resource  Management  in  Santa  CI; 
Calif.  "A  simple  check  with  person 
will  trip  them  up."  And  even  clc 
mouthed  types  might  answer  the  qi 
tion:  'Would  you  hire  this  person  agai 
To  verify  other  nitty-gritty  infor 
tion,  try  the  Web.  For  example,  you 
check  names  and  addresses  throi 
www.switchboai-d.com.  Or,  for  a  one-ti 
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In  the  fish  business,  fresh  is 
everything.  That's  why  I 

can't  afford  for  my  business 
lines  to  go  down.  Not  even 

for  a  minute.  But  with  GTE, 
I  never  have  to  worry  about 
dropped  calls.  Their  World 
Class  Network"  is  99.9% 
reliable.  And  that  means  a 
lot  to  me.  Because  I  really 
don't  want  to  be  stuck  with 
a  boatload  of  trout.  I  mean, 

I  like  fish  -  but  not  that  much. 

SB 

Its  Amazing  What 
We  Can  Do  Together 


ENTERPRISE 


At  Your  Service 


$50  setup  fee,  you  can  subscribe  to  a 
Web-based  service  in  Fort  Collins,  Colo., 
Avert  Inc.  (970  484-7722),  which  provides 
access  to  criminal  and  civil  court  records. 
For  more  extensive  searches,  consider 
luring  a  pre-employment  screening  ser- 
vice. Many  can  be  found  on  the  Web  or 
in  the  Yellow  Pages.  For  $85  to  $600, 
Scherzer  &  Co.  in  Woodland  Hills,  Calif. 


(818  227-2770),  for  one,  will  investigate 
everything  from  driving  records  to  bank- 
ruptcy filings. 

Even  if  you're  stonewalled,  don't  give 
up.  If  one  reference  won't  help,  ask  for 
others  in  the  organization  who  might. 
(Always  run  the  names  by  the  job  can- 
didate; there  may  be  a  legitimate  reason 
not  to  contact  certain  individuals). 


THE  RISKS  OF  GIVING  A  REFERENCE 


What  should  you 
say  when 
asked  abou 
a  former  employ- 
ee? For  years, 
the  stock 
advice  has 
been:  as  little 
as  possible — 
just  title  and 
dates  of  service. 
But  the  legal 
picture  is  getting 
more  complicat- 
ed. On  the  one 
hand,  26  states  have  passed  laws  in 
the  past  four  years  that  protect  a 
reference-giver  from  liability  for 
everything  from  defamation  to  fraud 
as  long  as  true  information  was  pro- 
vided in  "good  faith."  That  would 
seem  to  mean  less  worry  about 
speaking  candidly.  But  state  law 
can't  protect  you  in  the  very  cases 
where  the  issue  of  references  most 
often  comes  up:  federal  suits  that 
charge  sex,  race,  age,  or  other  dis- 
crimination. So  most  lawyers  still 


advise  giving  only 
bare-bones  data. 

Even  that  rule 
may  have  an  ex- 
I    ception.  In  the 
■   last  two  years,  a 
I    Florida  judge 

and  the  Califor- 
f  nia  Supreme 
'   Court  held  that 
ex-employers  may 
be  liable  for  not 
giving  a  negative 
reference.  The  Flori- 
da case  involved  a 
former  employee  of  Allstate  Insur- 
ance Co.,  fired  for  bringing  a  gun  to 
work.  Allstate  didn't  tell  the  new 
employer,  Fireman's  Fund  Insurance 
Co. — and  the  man  later  shot  three 
co-workers  to  death.  In  the  Califor- 
nia case,  a  school  administrator's  his- 
tory of  sexual  misconduct  wasn't  dis- 
closed to  the  district  that  hired  him. 
So  while  you  usually  risk  liability  for 
saying  too  much,  in  the  case  of  a 
dangerous  ex-employee  the  danger 
may  lie  in  saying  too  little. 


When  Asked  About  a  Former  Employee 


If  you  disclose... 

Name,  title,  dates  of  service 

The  employee  was  fired  for 
dangerous  conduct 

Information  related  to  sex,  race, 
age,  or  any  other  classification 
protected  by  federal  law 

Factual  reasons  for  termination, 
such  as  poor  attendance 

The  worker  complained  about 
you  to  any  governmental  body 

Suspicions  of  a  medical  condition 


The  potential  legal  consequences  are... 

No  liability  if  information  is  true 
and  all  ex-workers  are  treated  equally. 

Recent  cases  indicate  there  is  no  liability. 
But  failure  to  disclose  may  create  a  liability. 

A  complaint  could  be  filed  with  the  Equal 
Employment  Opportunity  Commission,  and  a 
lawsuit  could  follow. 

Could  lead  to  a  defamation  suit,  especially 
if  you  add  opinions  or  interpretation. 

Could  provide  grounds  for  a  suit  charging 
retaliation. 

Possible  liability  under  federal  disability  law. 


Should  you  continue  to  have  troiie, 
look  for  people  who  worked  with  m 
candidate  elsewhere.  Tom  Wilson,  pijg. 
dent  of  Wilson  Media  Group,  a  mda 
buying  firm  in  New  York,  calls  eviy- 
one  from  vendor's  the  candidate  has  dlt 
with  to  former  subordinates.  Wilsoni 
calls  a  time  he  contacted  a  job  an» 
cant's  ex-subordinate  who  had  also  esse 
worked  for  him.  "He  told  me  the  guiis 
the  laziest  person  in  the  world,"  he  s|g; 
Wilson  then  checked  with  several 
dors,  who  corroborated  those  commea 
He  ended  up  choosing  a  different  pem 

Whether  the  company  is  mammoth? 
minute,  the  more  senior  the  contact  e 
better.  An  owner  is  the  best.  "When  i; 
go  up  the  food  chain,  executives  are  rrije 
willing  to  bend  the  rules,"  says  Rob  1- 
lyn,  who  inns  a  10-person  advertise 
and  public  relations  agency  in  Dallas. 

Once  you  track  down  a  cooperate 
reference,  be  specific.  Pinpointed  qi> 
tions,  especially  those  clearly  relatedo 
the  job  description,  encourage  straig- 
forward  responses.  Describe  the  duls 
required — say,   handling   angry  c- 
tomers — and  ask  whether  the  candid  e 
has  demonstrated  that  particular  abik 
TEST  drive.  Be  prepared  to  spends 
long  as  30  minutes  on  each  chat.  Itt 
may  need  that  time  to  get  a  feel  for  lie 
quality  of  the  employee  and  the  reffe 
ence.  When  Pamela  Hamilton,  presidttj/  P 
of  Collaborative  Communications,  a  >- 
person  public  relations  agency  in  Cap. 
bridge,  Mass.,  was  hiring  a  comptrolle]  > 
candidate's  former  boss  had  nothing  It 
good  things  to  say.  But  after  a  long  c||  • 
cussion,  she  realized  the  qualities  te  jjj 
reference  valued  in  the  employee — I 
ability  to  be  a  jack-of-all  trades — wen 
the  ones  required  by  Hamilton,  wfl 
needed  a  detail-oriented  person. 

If  all  else  fails,  skills  and  personal' 
tests  might  help.  (Check  with  an  attornlr 
before  using  one,  though).  A  host  of  pi- 
lishers  and  consultants  can  supply 
exam  suited  to  the  job  and  do  the  sc<- 
ing.  Prices  range  from  $12  an  evaluatii  [j 
to  thousands  for  a  batch  of  tests. 

Another  approach  is  a  paid  job  ti- 
out — which  may  reveal  more  than  reft 
ence  checks.  At  the  Washington  rests 
rant,  Sam  &  Harry's,  owner  Larry  Wo 
has  prospective  managers  work  for  toj 
days  before  he  decides.  "You  wouldit 
buy  a  car  without  test  driving  it," 
says.  And  a  simple  test  nin  may  sa- 
you  from  hiring  a  lemon. 

By  Anne  Field  in  New  Yo 

More  information  on  this  story  can  be  found  in  I 
Plus  at  www.businessweek.com  or  on  Amen 
Online  at  keyword:  BWEnterprise. 
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Ask  over  1  million  small  business 
owners  how  they  get  big  discounts. 
Odds  are,  you  11  get  one  answer. 


CORPORATE 


3182  fSblSS  01001 


J  H  KILLER 
ILLER  8  ASSOCIATES 


THE  AMERICAN  EXPRESS®  CORPORATE  CARD  FOR  SMALL  BUSINESS. 


inkers 


Mobil 


I  I 

t  t  : 


yfefr^ — - 

'  Hotels  and  Resorts 


SAVE  10%  AUTOMATICALLY,  right  at  the  register,  on  Kinko's  products 
and  services  when  you  use  the  Corporate  Card.  You'll  find  all  the 
latest  office  technologies  at  more  than  800  Kinko's  locations  nationwide? 

SAVE  AN  AUTOMATIC  3%  on  Mobil  gasoline  every  time  you  use  the 
Corporate  Card  for  Small  Business  at  participating  stations.* 

SAVE  10%  on  UPS  guaranteed  overnight  delivery  by  10:30  AM  within 
the  U.S.,  and  20%  on  guaranteed  international  express  delivery  from 
the  U.S.  and  Puerto  Rico  to  over  200  countries** 

SAVE  UP  T0 15%  off  Hertz  car  rentals  and  enjoy  fee-waived  membership 
for  one  year  in  Hertz  #1  Club  Gold:'* 

SAVE  BETWEEN  10%  AND  25%  at  over  200  participating  U.S.  Hilton 
hotels.  Plus,  enroll  free  of  charge  in  Hilton  Executive  HHonors®to 
earn  free  travel  faster* 


WITH  THE  CORPORATE  CARD  FROM 

American  Express,  you  can  save 
substantially  on  some  of  your  most 
common  business  expenses. 
Because  every  time  you  use  the 
Corporate  Card  with  one  of  our 
partners,  you  enjoy  the  savings 
through  our  Privileged  Rates 
program.  And  that  helps  you  stay 
on  top  of  your  bottom  line.  The 
Corporate  Card  -  it  not  only  helps  you 
do  more,  it  helps  you  save  more. 
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For  15  years,  Leslie 
MeGuirk  has  taken  va- 
cations with  Earth- 
watch,  helping  scientists 
with  environmental  research. 
The  36-year-old  owner  of 
McGuirk's  Quirks  Design  Co. 
in  Portsmouth  (N.  H.)  does 
not  do  it  to  boost  business, 
yet  her  efforts  have  yielded 
notable  bottom-line  benefits. 

On  a  1991  research  trip  to 
Majorca,  Spain,  for  example, 
she  tripped  over  a  dead  bat, 
a  creature  she'd  "always  hat- 
ed." But  as  biologist  Keith 
Bowey  lovingly  explained  the 
animal's  form,  she  saw  its 
beauty  and  sketched  it.  Sev- 
eral museum  shops  picked  up 
her  bat  artwork,  raising  her 
visibility.  Later,  she  was  fea- 
tured in  a  magazine  as  a  de- 
signer with  an  environmen- 
tal message.  A  Takashimaya 
executive  saw  the  article,  and 
now  stores  of  Japan's  luxury 
chain  have  "The  World  of 
Leslie  MeGuirk"  boutiques,  a 
licensing  arrangement  that 
she  expects  will  increase  rev- 
enue by  at  least  ~i)fi . 

Not  everyone  will  get  as 
deeply  involved — or  lucky — 
as  MeGuirk.  But  vacations 
that  challenge  the  mind,  body, 
and  spirit  can  improve  one's 
ability  to  run  a  business. 
Problem-solving  skills  are 
honed  on  new  problems  (such 
as  how  to  keep  dolphins  from 
getting  bored  in  observation 
tanks),  and  a  fresh  per- 
spective can  inspire 
new  ideas.  Some  of 
these  "vacations"  in- 
volve work,  which  may 
seem  an  odd  way  to  re- 
lax, but  breaking  out  of 
old  molds  can  beat  lying 
on  a  beach  worrying 
about  clients.  Volunteer 
work,  study  tours,  and 
adventure  travel  all  pro- 
vide a  restorative  break 
by  diverting  the  mind  with 
fresh  challenges. 
DEDUCTIBLE.  It's  not  cheap, 
of  course.  Two  weeks  teach- 
ing business  basics  to  for- 
mer communists  in  Ukraine 
can  run  $2,400,  not  including 
airfare,  but  many  volunteer 
tours  are  tax-deductible. 

Entrepreneurs  who  take 
such  vacations  say  the  great- 
est benefits  are  personal 


DOWNTIME 


Take  a  Break-For 
Business'  Sake 

CHALLENGING  HOLIDAYS  CAN  HONE  NEW  SKILLS 
OR  INSPIRE  FRESH  COURAGE 


rather  than  professional  but 
translate  indirectly  into  bet- 
ter business  ability.  Working 
with  groups  of  strangers,  for 
example,  improves  teamwork 
and  interpersonal  skills.  Al- 
lan Ayers,  an  industrial  logis- 
tics consultant  in  Inverness 
(111.),  often  has  to  retrain 
clients'  workers  during  a  cri- 
sis. Last  September,  he  went 
on  an  eight-day  Outward 
Bound  trip  sea-kayaking  in 
Maine,  the  first  of  what  is  in- 
tended to  be  "annual  person- 
al challenge  events."  He  says 
"it's  hard  to  put  your  finger 
on  how  it  feeds  back  direct- 
ly," but  as  one  of  just  two 
men  in  a  group  of  nine,  he'll 
"never  again  see  two  women 
in  a  meeting  room  with  all 
men  the  same  way."  Facing 
the  challenges 


such  tours  pose  also  boosts 
self-confidence.  Lou  Bergeron, 
59,  found  the  courage  to  start 
a  new  venture  on  his  Out- 
ward Bound  trip  when  he  did 
things  that  scared  him,  such 
as  diving  at  night  into  icy 
waters  off  Maine. 
"BULLETPROOF."  For  others, 
it  can  lead  to  a  change  in 
business  direction.  In  1991, 
L.  A.-based  systems  consul- 
tant Sharon  Campbell  helped 
scientists  in  the  Australian 
outback  gather  data  on 
the  echidna,  a  gopher-like 
anteater.  She  loved  the  trip 
and  later  designed  a  database 
for  the  project.  That  experi- 
ence honed  her  skills,  as  the 
program  had  to  be  super- 
efficient  to  run 


on  solar  power  and  "basi 
bulletproof."  She  has 
six  trips  back,  and  is 
her  business — hit  by  Case 
nia's  recession  of  the  fa 
'90s — from  systems  cor 
ing  to  database  manage^ 
for  environmental  resea 
Of  course,  challenging 
cations  aren't  necessarilt 
mote  or  arduous.  A  coo 
course  in  a  French  cha 
or  three  days  of  advali 
driving  lessons  in  San 
cisco  can  impart  new  s| 
confidence,  and  perspec 
Remoteness   has  ben^ 
though.  Business  owners 
being  cut  off  from  phone 
is  an  eye-opener.  "I  was 
ried  about  leaving  my 
ness  for  so  long,  but  it  I 
an  opportunity  to  totally 
move  myself,"  says  Nan 
ly,  who  left  her  Minne.il 
vineyard  for  two  weekil 
build  a  school  in  Costa 
with  Global  Volunteers 
was  surprised  at  how  in\ 
rated  I  felt."  The  real  m 
prise  is  that  a  high-em 
holiday  can  be  not  only  an 
isfying  break  but  also  a  fc 
fessional  boon. 

By  Edith  Upi 
in  New  York 
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ILLISION  COURSE 
IR  BRUCE  LINDSEY? 

siting  hotter  for  the  Clinton  adviser  as  he  gains  clout 


Election  Night,  frenzied  Clin- 
nites  cheered  the  President's 
ctory  speech  outside  the  Old 
;ate  House  in  Little  Rock.  But 
ser  was  nowhere  to  be  found.  A 
iruce  R.  Lindsey  had  passed  out 
ir  in  a  nearby  hotel  suite.  The 
itial  confidant  was  roused  from 
iber  by  a  beeper  message  from 
erned  daughter.  The  dazed  dad 


legal  problems.  And  his  clout  is  growing 
as  Clinton  increasingly  turns  to  him  to 
tackle  sensitive  missions,  ranging  from 
the  American  Airlines  Inc.  pilot  walkout 
to  the  current  talks  between  tobacco 
giants,  state  attorneys  general,  and  pub- 
lic health  advocates.  Trouble  is,  just  as 
his  policy  portfolio  expands,  he's  facing 
growing  scrutiny  from  the  Justice  Dept., 
independent  counsel,  and  Congress. 


Senator  J.  William  Fulbright,  In  1980, 
after  Clinton's  gubernatorial  reelection 
defeat,  Lindsey  first  helped  him  land  a 
job  at  his  family's  law  firm,  then  helped 
him  plot  a  comeback. 
STRUCK  OUT.  Early  in  the  Administra- 
tion, some  Clintonites  viewed  the  re- 
served Lindsey  as  less  of  a  Clinton  ad- 
viser than  a  sidekick.  But  Lindsey's  role 
began  to  change  in  1994  with  an  at- 
tempt to  mediate  an  end  to  baseball's 
bitter  player  strike.  While  the  effort 
failed,  the  President  was  so  impressed 
with  his  cool  demeanor  and  discretion 
that  he  assigned  his  old  pal  to  monitor 
tort  reform  efforts  on  Capitol  Hill.  It 
was  Lindsey  who  advised  Clinton  to 
veto  legislation  limiting  securities  liti- 
gation and  product-liability  awards.  Sil- 
icon Valley  entrepreneurs  and  small- 
business  owners  howled.  But  the  trial 
lawyers'  pacs  chipped  in  more  than  $2.1 
million  to  Democratic  coffers  in  '96. 
This  winter,  Clinton  assigned  Lindsey 


BRUCE  R.  LINDSEY 


AGE  49 


JOB  TITLE  Deputy  White  House  Counsel 
BORN  Little  Rock,  Ark. 


EDUCATION  B.A.,  Rhodes  College  (Mem- 
phis), 1970;  J.D.,  Georgetown  University 
Law  Center,  1975 

PRIVATE-SECTOR  EXPERIENCE 

1976-78,  1981-92  Attorney,  Wright,  Lind- 
sey &  Jennings,  Little  Rock 

POLITICAL  EXPERIENCE  Former  aide  to 
Arkansas  Senators  J.  William  Fulbright  and 
David  Pryor;  1 990  Campaign  treasurer  for 
Governor  Bill  Clinton;  1991-92  Campaign 
director  for  Clinton's  Presidential  campaign 

OTHER  WHITE  HOUSE  EXPERIENCE 

1993-94  Director  of  Presidential  personnel 


rAGE: 

I  by 

itons, 

dndsey 

shot 


agreed  to  meet  his 
family  for  a  victory 
dinner.  At  midnight. 
At  the  International 
House  of  Pancakes. 
Not  exactly  the 
us  life  of  a  Beltway  insider.  But 
e  life  of  the  49-year-old  Arkansas 
-who  may  be  the  President's 
end  and  most  trusted  adviser, 
lost  Washington  pols  crave  the 
t,  Lindsey  avoids  it.  He  travels 
here  with  Bill  Clinton,  plays 
Aith  the  boss,  yet  eschews  the 
appings  of  power.  And  in  a  town 
0  suits,  he  prefers  an  old  blazer. 
iey  is  also  among  the  handful  of 
sklent's  Arkansas  buddies  who 
been  expelled  or  exiled  due  to 


Those  probes  threaten  not  only  to  pull 
Lindsey  from  his  preferred  role  in  the 
White  House  shadows  but  also  to  in- 
creasingly divert  his  attention  from  del- 
icate behind-the-scenes  assignments. 

Known  at  the  White  House  as  "The 
Minesweeper,"  for  his  ability  to  help 
Clinton  avoid  dangerous  traps,  and  "II 
Consigliere,"  for  his  trusted  counselor 
role,  Lindsey  declined  to  talk  to  busi- 
ness week.  Within  the  Clinton  inner 
circle,  his  role  is  unquestioned.  "Lindsey 
follows  orders,"  says  former  Clinton  ad- 
viser Dick  Morris,  who  has  known  him 
for  more  than  15  years.  "He  does  it 
with  skill  and  tact  and  even  a  certain 
amount  of  cunning." 

His  relationship  with  Clinton  dates 
to  1968,  when  both  worked  for  Arkansas 


to  try  to  head  off  a  threatened  strike 
by  American  Airlines  pilots.  Following 
a  brief  Feb.  15  walkout,  the  dispute  was 
settled  after  a  cooling-off  period  recom- 
mended by  Lindsey.  American  President 
Donald  J.  Carty  calls  Lindsey  "a  very 
reasonable  and  very  intelligent  guy." 

His  new  assignment  as  White  House 
point  man  in  the  tobacco  talks  is  even 
more  delicate.  He's  sometimes  in  hourly 
contact  with  lawyers.  And  when  not  at 
the  negotiating  table,  Lindsey  is  the  de 
facto  Clinton  voice.  He'll  advise  the 
President  on  a  key  issue:  signing  off  on 
any  settlement  capping  tobacco  liability 
claims  in  exchange  for  a  huge  cash  set- 
tlement and  federal  regulation  of  tobac- 
co sales,  marketing,  and  production. 

Lindsey's  style  is  low-key  but  direct, 
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Wisdom  and  advice 
from  the  legends 
of  the  digital  world 

In  these  unvarnished,  down-to- 
earth  interviews,  sixteen  of  the 
most  influential  personalities  of 
the  digital  world — and  possibly 
of  our  age— speak  frankly  about 
their  experiences  igniting  the 
digital  explosion  and  revolution- 
izing modern  business. 


ISBN  0-07-032934-6 


$24.95 


Visit  us  on  the  World  Wide  Web  at 
www.books.mcuraw-hill.com 
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Need  an  inventory  solution? 


We  have  one. 

Donating  your  excess 
inventory  earns  a 
generous  tax  write-off 
for  your  company. 
And  creates  college 
scholarships  for 
needy  students.  EAL 
can  convert  your 
donation  of  inventory 
into  financial  aid. 

A  GREAT  SOLUTION. 


Request  a  free  guide 
to  learn  more. 
Call  (630)  690-0010 
Fax  (630)  690-0565 
Email 

scholar*"  eduassist.ors 


Educational 
Assistance  Ltd. 
P.O.  Box  302 1 
Glen  Ellyn.  IL  60138 


Excess  inventory  today . . .  student  opportunity  tomorrow 


Government 


say  participants  in  the  talks,  "fith 
Bruce,  you  always  know  you're  gtiiu- 
good  information — even  if  he  disajjees 
with  you,"  says  one.  His  bottom  )ne: 
Any  settlement  must  protect  chi 
from  tobacco  and  be  acceptable  tijthe 
public  health  community.  "People^; 
with  him  because  they  know  the  In- 
dent has  complete  faith  in  him  arfhe 
will  deliver  a  message  in  an  evenhaaed 
way,"  says  colleague  Douglas  B.  Sdril;. 
"CLEANSING"?  Still,  Lindsey  faces  stW 
ahead.  Republicans  feel  he  hasn't  ten 
completely  frank  about  his  involveme  in 
Clinton  controversies  from  Travelgaj  to 
Filegate.  A  congressional  investipr 
says  probers  are  exploring  Lindse/sjost- 
sible  role  in  soliciting  Asian  moneTM! 
Democrats  and  Clinton's  legal  dent 
fund — and  his  presence  at  White  Hutl 
inci'tinyp  w  ith  fund-raising  figures  i 
as  John  Huang  and  James  Riady. 

Hill  Republicans  suspect  Lindstai 
who  oversaw  White  House  docuniit- 
gathering  in  response  to  congress™ 
subpoenas — may  be  "cleansing"  then 
uments  to  keep  information  fromH 
panels.  A  year  ago,  gop  House  proH 
of  the  1993  White  House  travel  dH 
filings  accused  him  of  "absi  ilutely  riliB*! 
lous"  behavior  to  avoid  questionm 
Lindsey  said  he  was  seeking  clarificJH 
of  ground  rules  for  his  testimony.  1 

Lindsey  may  face  new  questions  »mi 
Whitewater  prosecutors  about  hisB 
merous  conversations  with  Clinton  Mj 
dy  Webster  Hubbell  in  the  eight  mo|h# 
after  Hubbell  pleaded  guilty  to  bilng 
legal  clients  and  partners.  Indepentint 
counsel  Kenneth  W.  Starr  is  exami 
whether  Lindsey  or  other  top  W 
House  aides  enticed  Hubbell  to  profct 
the  Clintons.  "Republicans  think  of  tm 
as  a  bagman  for  Bill  Clinton,"  sajp 
source  close  to  Hill  oor  leadership,  he 
White  House  insists  no  attempt 
made  to  hush  up  Hubbell. 

It's  Lindsey's  second  brush  \|th 
Starr.  Last  year,  the  1990  Clinton  cn- 
paign  treasurer  was  named  an  uninct 
ed  co-conspirator  in  the  trial  of  vo 
Arkansas  bankers  accused  of  hiding 
withdrawals  used  to  fund  personal  li 
to  Clinton.  The  bankers  were  dead. 
Lindsey  denied  wrongdoing. 

For  now,  Lindsey  isn't  losing  shp 
over  the  assaults.  "It's  a  tough  wrk 
environment,  but  he  thrives  on  lifo-' 
the  pressure  cooker,"  says  Skip  Rutllr- 
ford,  a  friend  and  former  Arkansas  ie- 
mocratic  chair.  But  as  the  investiga 
spotlight  intensifies,  Lindsey  may  fin  it 
difficult  to  remain  in  the  shadows. 

By  Richard  S.  Din/ham,  with  Pofa 
Dirtier  in   Washington  and  Wei 
Zellner  in  Dallas 
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Salute  Members  of  the  CEO  Council 


w  provide  you 

with  a  competitive 
advantage.  We  are 
natural  problem- 
solvers  and 
innovative  in 
responding  to 
change.  Hire  us 
We  Ye  good  for 
your  business." 


he  National  Organi- 
zation on  Disability 
(N.O.D.)  established 
the  CEO  Council  to 
iize  America's  business  lead- 
their  support  of  people  with 
ities  in  the  workforce.  These 
s  and  their  companies  be-lieve 
person's  ability,  not  disability, 
t  counts  in  doing  a  job. 
lirough  their  annual  member- 
Dntributioris,  CEO  Council 
ers  support  N.O.D's  innova- 
forts  to  enable  people  with 
lities  to  participate  more  fully 
r  community  and  in  all 
s  of  life. 


Jennifer  Sheehx 

MBA  Candidate 
Georgetown  Universit) 
(3.9  CiPA) 
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Economics 


INFLATION 


IT  OVERSTATES  INFLATION! 
DOES  NOT!  DOES  SO! 

Fueled  by  the  issue  of  quality  changes,  the  consumer  price  index  debate  rolls  on 


- 


Are  new  apartments  bigger  than 
old  ones?  Does  better  heart 
surgery  compensate  for  the  end 
of  the  house  call?  And  is  life  bet- 
ter because  of  cellular  phones,  Windows 
95,  and  Apple  Cinnamon  Cheerios? 
Questions  like  these  aren't  just  fodder 
for  idle  conversation.  Figuring  out 
changes  in  quality  is  critical  to  settling  a 
trillion-dollar  debate:  the  controversy 
over  whether  the  federal  government 
is  exaggerating  consumer-price  inflation. 

To  date,  the  shrillness  of  the  infla- 
tion debate  has  been  directly  propor- 
tional to  the  scantiness  of  data.  Last 
December,  a  blue-rib- 
bon panel  of  econo- 
mists headed  by 
Stanford  University's 
Michael  J.  Boskin 
told  Congress  that 
the  consumer  price 
index  overstates  in- 
flation by  something 
like  1.1%  a  year.  It 
said  the  mismeasure, 
if  not  corrected, 
would  add  $1  trillion 
to  the  national  debt 
by  2008.  The  two 
costs:  excess  pay- 
ments for  inflation-in- 
dexed programs  such 
as  Social  Security, 
and  excessive  shield- 
ing of  taxpayers  from 
the  effect  of  inflation- 
ary "bracket  creep." 
ON  TARGET.  Now  two 
researchers  from  the  Bureau  of  Labor 
Statistics,  keeper  of  the  CPI,  are  firing 
back.  In  a  document  released  this  May, 
Brent  R.  Moulton  and  Karin  E.  Smedley 
tear  holes  in  some  of  the  commission's 
calculations.  But  they  balk  at  producing 
their  own  estimates  of  the  overstate- 
ment (or  understatement)  of  inflation, 
and  say  the  bureau  is  improving  the 
cpi  as  quickly  as  possible.  "We're  in  the 
business  of  collecting  data  using  stan- 
dard, verifiable  techniques  and  not  in 
the  business  of  speculating,"  says  Moul- 


ton, who  is  chief  of  the  bureau's  price 
and  index-number  research  division. 

On  balance,  the  Boskin  commission's 
estimate  of  mismeasurement  in  the  cpi 
may  be  roughly  right.  A  poll  of  320  aca- 
demic economists  by  The  Wall  Street 
Journal  found  that  79%  thought  that 
there  was  some  degree  of  overstate- 
ment: 21%  thought  it  was  1%  or 
more,  while  another  35%  thought 
it  was  0.6%-  to  1%.  Boskin  him- 
self now  says  his  panel's  esti- 
mate might  have  been  one-  or 
two-tenths  low.  But  the  only 
way  to  know  for  sure  is  to 


Quantifying 
Quali 

The  blue- 
ribbon  Bo 
Commissi 
says  the 
governme 
overstates 
consumer-pric 
inflation  by  ab 
1.1%  a  year,  in  pi 
underestimating 
benefits  from 
improved  quality 
and  new  products 


ten 


their  purchasing  patterns  in  resj 
to  changes  in  prices.  They  may  s 
tute  a  cheaper  brand  of  pickle 
chicken  instead  of  beef,  or  she 
Home  Depot  instead  of  the  local 
ware  store.  In  April,  the  bls  introc 
an  experimental  alternative  cpi  th 
lows  for  substitution  within  naiTOw 
egories  such  as  pickles.  This  adjust 
alone  would  have  reduced  measure 
flation  by  0.3%  for  the  past  year. 

But  correcting  the  so-called  su 
tution  bias  in  the  cpi  is  simple 
pared  to  measuring  quality.  The  B< 
commission  attributed  the  remai 


PHONES 


Telecom  inflation  is 
overstated  because 
the  consumer 
price  index 
leaves  out  cel- 
lular phones 
and  service, 
which  have 
plummeted 
in  price 
since 
1983. 


SHELTER 


The  Boskin  commission  ai 
bigger  apartments  compensated  for  highci 
But  the  government  disputes  the  panel's;! 


dive  down  into 
details  of  everyday 
life — and  answer  questions  like  the  ones 
posed  above,  bls  Commissioner  Katha- 
rine G.  Abraham  calls  it  "the  house-to- 
house  combat  of  constructing  price- 
change  measures." 

To  be  sure,  quality  questions  aren't 
the  only  issues  in  the  inflation  debate. 
The  Boskin  commission  calculates  that 
half  a  percentage  point  of  the  over- 
statement by  the  bls  comes  from  failure 
to  recognize  how  consumers  change 


0.6%  of  the  inflation  error  to  un<ir- 
counting  the  benefits  to  society  f  n 
improved  quality  and  the  introduction 
new  goods.  Counting  those  benefits  j » 
mind-boggling  task. 

Consider  apartments.  The  Bosjir. 
commission  argued  that  inflation  in  sblh 
ter  was  overstated  because  the  BLS  SI 
not  give  adequate  weight  to  growtlin 
the  size  of  apartments,  which  helid 
offset  higher  rents.  It  said  that  the  se 
of  the  average  apartment  grew 
from  1976  to  1993.  But  Moulton  ;ld 
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y  demonstrated  that  the  actual 
rease  was  only  about  6%.  If  any- 
hey  say,  the  cpi  might  have  un- 
sd  inflation  in  rents.  Likewise, 
ien's  apparel,  the  Boskin  panel 
Sears,  Roebuck  &  Co.  catalogs 
rices  rose  more  slowly  than  the 
nent  says.  The  bls  responds  that 
kin  panel  focused  on  items  that 
scounted  because  they  had  gone 
tyle. 

most  products  today,  the  bls 
crude  method  for  estimating 
change.  Say  a  TV  set  disappears 
le  shelves,  replaced  by  a  new 
rith  a  better  picture  costing  5% 
f  the  inflation  rate  of  other  TVs 
,  then  the  bls  assumes  that  the 
the  increase,  3%,  can  be  attrib- 
higher  quality — namely,  the  bet- 
are.  But  the  true  test  of  quality 
;he  new  set  sells.  For  instance,  if 
market  share,  the  quality  must 
en  more  than  the  bls's  3%.  Says 
diversity  economist  William  D. 
as:  "We  actually  don't  know  how 
uality  change  exists  in  the  bls 
s." 

IAGGING.  Not  that  other  quality- 
?ment  techniques  they  use  are 
setter.  With  cars,  for  example, 
sometimes  calculates  the  value 


its  quality  measures. 
Yale's  Nordhaus  is  sym- 
pathetic: "It's  a  gargan- 
tuan problem  that 
they're  tackling.  They 
collect  almost  a  million 
price  quotations  a  year." 
Yet,  Jerry  A.  Hausman 
(if  Massachusetts  Insti- 
tute of  Technology  has 
stated  publicly  that  the 
entire  bureau  should  be 
shipped  off  to  Guam. 
"They're  dragging  their 
feet,"  Hausman  says. 
"They're  hurting  the 
economy." 

Hausman  has  invent- 
ed an  ingenious  way  to 
measure  the  consumer 
benefit  from  the  intro- 
duction of  new  goods.  Not  only  is  the 
bls  slow  to  include  new  products  with 
rapidly  falling  prices  in  the  index — cel- 
lular phones  still  aren't  in — but  it  ne- 
glects to  measure  the  extra  value  of 
new  goods  vs.  what  was  available  be- 
fore. In  a  1994  paper,  Hausman  calcu- 
lated that  the  introduction  of  Apple  Cin- 
namon Cheerios  by  General  Mills  Inc.  in 
1989  improved  the  overall  welfare  of 
the  American  public  by  an  average  of 


A  Boskin  panel 
member  says 
that  he  gets 
better  data  by 
thumbing 
through  old 
Consumer 
Reports 


step  in  the  right  direc- 
tion: People  value  the 
outcome  of  a  hospital 
stay,  not  how  many  in- 
jections and  operations 
they  got  there.  The  bu- 
reau is  also  moving  to 
speed  up  the  introduc- 
tion of  all  kinds  of  new 
products  into  the  index. 
NO.  1  DEFECT.  But  the 
bls  remains  hamstrung 
by  a  data-collection 
methodology  that  makes 
it  difficult  to  compare 
the  quality  and  price  of 
products  over  long  pe- 
riods. For  one  thing,  the 
set  of  priced  products 
differs  from  city  to  city, 
so  there's  no  way  to 
come  up  with  a  national  price  for,  say,  a 
particular  model  of  microwave  oven. 
Boskin  panel  member  Robert  Gordon,  a 
Northwestern  University  economist, 
says  he  finds  better  data  by  going 
through  old  copies  of  Consumer  Reports 
magazine,  which  list  detailed  prices  and 
specifications  of  various  products.  "Con- 
sumer Reports  is  doing  what  the  BLS 
should  do,"  says  Gordon.  Hausman, 
among  others,  says  that  the  bls  should 


MEDICINE 


Patients  care  about 
the  outcome  of  medical  care,  not  the 
number  of  injections  or  operations. 


(5s 


Apple 

Cinnamon 


Cheerios 


APPAREL 


The  government  de- 
fends its  price  index  for  apparel. 
It  says  the  Boskin  panel  focused 
too  much  on  discounted  items. 


EHSS1  Did  Apple  Cinna- 
mon Cheerios  create  a  "con- 
sumer surplus"  of  27(2  a 
year  per  person  in  the  U.S.? 


w  feature  by  asking  the  manu- 
r  how  much  it  cost  to  add — at 
rough  approximation  of  its  value 
:onsumer.  The  bls  uses  a  differ- 
thod  for  some  other  items,  in- 
computers  and  apparel,  basing 
,nge  in  quality  on  the  improve- 
l  quantifiable  features — such  as 
cessor  speed  of  a  PC.  But  a  com- 
hat's  twice  as  fast  might  not  be 
s  valuable  to  the  buyer, 
omists  differ  on  whether  the  bls 
ing  quickly  enough  to  improve 


27(2  per  person  per  year.  As  for  cell 
phones  and  service,  he  calculates  that 
leaving  them  out  means  that  the 
telecommunications  portion  of  the  cpi 
is  overstated  by  about  2.3  percentage 
points  per  year.  Hausman  argues  that 
the  Boskin  commission's  estimate  is,  if 
anything,  "probably  on  the  low  side." 

The  bls  is  taking  some  steps  toward 
improvement.  This  year,  it  started  mea- 
suring medical-care  costs  by  pricing 
bundles  of  services  instead  of  discrete 
items  such  as  pints  of  blood.  That's  a 


make  far  more  use  of  bar-code  scanning 
data  from  supermarkets  and  other 
stores. 

The  bls  has  been  getting  an  earful 
from  economists  since  1961,  when  a  pan- 
el headed  by  the  late  Nobel  laureate 
George  J.  Stigler  stated  that  underesti- 
mation of  quality  was  "the  most  impor- 
tant defect"  of  the  cpi.  The  sooner  it 
gets  fixed,  the  better.  After  all,  a  trillion 
here,  a  trillion  there,  and  pretty  soon 
you're  talking  real  money. 

By  Peter  Coy  in  New  York 
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NATIONAL  WEALTH 


CONGRATULATIONS!  YOUR 
CAPITAL  STOCK  IS  UP 

America's  "tools  of  production"  have  been  soaring  lately 


What  makes  a  country  rich?  Not  the 
amount  of  money  in  its  bank  ac- 
counts and  stock  markets.  Rather, 
the  tine  nature  of  a  nation's  wealth  is  its 
accumulation  of  the  tools  of  production, 
such  as  computers,  machinery,  and  ve- 
hicles, combined  with  the  skills  and  edu- 
cation of  its  population.  The  larger  the 
"capital  stock"  a  country  has,  the  more 
productive  its  workers  can  be.  One  per- 
son running  sophisticated  computerized 
machinery,  for  example,  can  turn  out  far 
more  parts,  and  at  far  less  cost,  than  a 
worker  equipped  with  only  hand  tools. 

On  May  14,  the  Bureau  of  Economic- 
Analysis  published  an  overhauled  set  of 
capital  stock  numbers  for  the  U.  S., 
based  on  new  methods  for  figuring  de- 
preciation, the  rate  at  which  capital  in- 
vestments deteriorate.  The  new  figures 
show  that  the  stock  of  buildings  and 
equipment — a  total  comprising  business 
equipment  and  buildings,  government 
capital  such  as  missiles  and  schools, 
and  consumer  durables  such  as  autos 
and  computers — was  $22.6  trillion  in 
1995,  about  20%  higher  than  previous 
estimates. 

SURGE.  More  important,  the  new 
data  show  that  the  net  value  of 
nonresidential  equipment  owned 
by  business  soared  by  4.7%  in 
1995,  the  largest  gain  since  1979 
(chart).  By  business  week's  cal- 
culations, the  increase  in  1996  was 
around  4.8%.  And  despite  the  con- 
tinued number  of  new  hires,  the 
amount  of  equipment  per  private- 
sector  worker  rose  by 
2.5%  in  1996,  following 
a  1.6%  gain  in  1995.  By 
contrast,  from  1984  to 
1994    equipment  per 
worker  only  increased 
at  0.8%-  per  year. 

The  recent  surge  in 
the  capital  stock  helps 
explain  why  productivity 
in  the  nonfinancial  busi- 
ness sector  is  rising  at  a 
2.4%-  rate,  double  the 
previous  decade.  More- 
over, the  pattern  of  in- 
vestment shown  in  the 


new  numbers  suggests  that  productivity 
gains  are  still  being  undermeasured. 

Consider  financial  services.  Insurance 
companies  and  banks  account  for  almost 
20%  of  all  net  business  investment  since 
1992,  according  to  the  new  numbers. 
The  amount  of  buildings  and  equipment 
per  worker  in  the  insurance  industry, 
for  example,  rose  by  more  than  28% 
between  1992  and  1995,  while  banking 


showed  an  increase  of  18%.  Yet  b 
and  insurance  make  little  or  no 
bution  to  the  official  productivit 
tistics,  since  government  statis 
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have  no  good  way  to  measure  ti 
put  of  these  industries 

To  be  sure,  these  outsize  gaiiH 
deceptively  large  because  financH 
stitutions  may  invest  in  tangible  I 
such  as  airplanes  that  they  then  lei 
rent  to  others.  Nevertheless,  fmM 
services  companies  have  been  speB 
at  a  furious  rate,  investing  in  ne\» 
puters  and  sophisticated  inforrtB 
systems  to  remain  competitive.  FB 
ample,  Chicago-based  cna  FinB 
Corp.  has  been  putting  money  intoj 
areas  as  insurance  claims  automB 
As  a  result,  cna's  purchases  of  proj 
and  equipment  totaled  more  thanl 
million  in  1996,  up  from  only  $32  rl 
in  1992. 

SURPRISE.  Or  take  the  eommunicfl 

industry,  which  is  spearheading  til 
formation  Revolution.  Telecom  col 
nies  accounted  for  11%  of  the  incr 
in  business  capital  stock  between 
and  1995.  But  new  communication 
vices  such  as  cellular  telephone,  t 
ternet,  and  satellite  TV  are  mea 
poorly  in  the  government  data 
One  of  the  more  surprising  con 
tors  to  the  U.  S.  capital  stock  has 
the  wholesale  trade  industr 
wholesalers  take  on  a  lot 
sponsibility  for  managin 
flows  of  goods  between 
faeturers  and  retailers,  th 
ital  stock  has  risen  by  15% 
1992.  W.  W.  Grainger  Inc., 
billion  distributor  of  mainte 
and  repair  supplies,  spe 
most  $300  million  over  th 
3  years,  building  new  dis 
tion  facilities  and  impr 
computer  systems  to  get 
ucts  to  customers  more  qu 
"We  completely  replaced  oi 
ventory  control  and  proce 
systems  in  1994  and  1995,"  ] 
Donald  Bielinski,  s< 
vice-president  of 
keting  and  sales. 

So  far  in  1997,  ca 
spending  by  busine 
running  at  a  pact 
most  10%  over  a 
earlier.  As  long  as 
continues,  the  coun 
capital  stock  will  1 
growing,  and  it's  a  i 
bet  that  the  econon 
and  Americans- 
prosper. 

By  Michael  J.  i! 
del  in  New  York 
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GAMES 


NINTENDO:  AT  THE  TOP 
OF  ITS  GAME 

It's  beaten  back  Sony  and  Sega.  Now,  it  needs  more  titles 


■  t's  nearly  summer,  and  video  game 
I  jockeys — those  8-  to  14-year-olds 
I  with  twitchy  fingers  and  laser  aim — 
I  will  have  a  lot  more  time  to  hone 
their  skills.  Lucky  for  Nintendo.  After 
losing  its  luster — and  market  share — to 
rivals  Sega  and  Sony,  the  stalwart 
Japanese  video  game  maker  is  back  in 
the  race  with  its  Nintendo  64  game 
player.  Since  charging  back  into  the 
North  American  video  game  business 
last  September,  Nintendo  already  has 
sold  2.6  million  "N64"  consoles  and 
grabbed  50%  of  the  market.  That's  on 
top  of  2.7  million  units  in  the  rest  of 
the  world.  As  Nintendo  game  hero 
Mario  would  say,  "Mama  mia!" 

Now,  it  looks  as  if  there  may  be 
more  to  shout  about.  Nintendo's  come- 
back is  spilling  over  as  N&4  owners  return 
to  stores  to  snap  up  Nintendo  games. 
In  April,  seven  of  the  top  10  top-selling 
video  games  in  the  U.  S.  were  for  the 
N64,  including  the  3-D  dazzler  Super 
Mario  6'4.  These  games,  combined  with 
console  sales,  propelled  Nintendo's  rev- 
enue to  $3.5  billion,  up  18%  for  the  year 
ended  Mar.  31,  while  earnings  rose  9%, 
to  $54  million.  "Nintendo  took  its  sweet 
time  bringing  the  N64  to  market,"  says 
analyst  John  G.  Taylor  of  Arcadia  In- 
vestment Management  Corp.,  "But  they 
did  a  lot  of  things  right." 

The  game,  though,  is  far  from  over. 
Nintendo  still  lags  Sony  Corp.'s  11  mil- 

NINTENDO  PULLS  AHEAD 
IN  SELLING  HARDWARE.. 


U.S.  VIDEO  GAME 
CONSOLE  SALES 


NINTENDO 

N64  . 
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▲  MILLIONS  OF  UNITS 


lion  PlayStations  worldwide.  Worse,  it's 
woefully  behind  in  its  number  of  games: 
Nintendo  has  just  17  on  the  market,  vs. 
150  for  Sony's  machine.  That  may  seem 
like  a  small  handicap  given  the  super- 
nova sales  of  the  top  hits,  but  game  ti- 
tles are  critical  for  success.  A  wide  se- 
lection keeps  buyers  coming  back — and 
they  produce  a  steady  stream  of  fat 
royalties,  some  30%-  to  35%,  that  game 
developers  pay  to  console  makers. 
JUICY  MARGINS.  So  get  ready  for  the 
next  rock  'em,  sock  'em  phase  of  the 
video-game  wars:  the  scramble  for  soft- 
ware. Nintendo  is  scurrying.  Arch  ri- 
val Sony  has  games  in  every  genre,  led 
by  top-selling  Crash  Bandicoot.  Sega  is 
after  the  next  hot  title — including  on- 
line Internet  games  that  can  be 
played  on  their  machines.  And  soft- 
ware titan  Microsoft  is  throwing  its 
weight  around  by  reeniiting  game  de- 
velopers to  make  the  personal  comput- 
er more  attractive  as  a  game  machine. 
"The  one  with  the  best  titles  will  win," 
says  analyst  Sean  P.  McGowan  of  Ger- 
ard Klauer  Mattison  &  Co. 

What  they  win  is  not  just  the  video- 
game-maker championship — but  also 
juicy  margins.  Analysts  say  Nintendo's 
software  margins  are  nearly  45%,  while 
N64  margins  are  a  mere  1%  to  5%.  Soft- 
ware now  contributes  more  than  half 
of  the  company's  profits.  No  wonder, 
then,  that  Peter  Main,  a  Nintendo  of 
America  Inc.  executive  vice- 
president,  chants  daily:  "It's 
the  games,  it's  the  games." 

It's  also  why  Howard  C. 
Lincoln,  Nintendo  of  Amer- 
<fr^  ica  chairman,  is  now  mak- 

ing personal  calls  to  game 
developers.  Take  Electronic 
--ZiiZZ"*  Arts  Inc.,  a  top  maker  of 
sports  titles.  Last  January, 
Lincoln,  who  rarely  seeks 
out  developers,  called  ea 
CEO  Lawrence  F.  Probst  III. 
ea's  chief  had  long  refused 
to  create  Nintendo  games, 
saying  the  royalty  fees  and 
up-front  costs  were  too  high. 
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icoln  went  wooing,  and  in 
•ch  ea  agreed  to  produce  six 
ts  titles  by  Christmas,  1998. 
langed?  Nintendo  was  anx- 
)Ugh  to  make  financial  con- 
,  and  the  N64  is  gaining  mo- 
.  "The  economics  now  work," 
>bst.  Lincoln  has  been  trying 
similar  magic  elsewhere  and 
it  by  yearend,  the  N64  will 
games. 

0  is,  well,  just  40.  That's  far 
■  Sony's  game  arsenal,  but 
pect  Nintendo  to  change  tac- 
lcoln  maintains  a  few  best 
are  better  than  a  slew  of 
e  titles.  "I'm  not  concerned 
le  argument  that  we  don't 


it  end,  Nintendo  is  unbending 
ivelopers.  It  approves  all 
efore  it  agrees  to  sell  them, 
•equires  developers  to  pay  cash 
)  front  to  cover  the  cost  of  man- 
ufacturing in  its  Japanese 
plants.  And  Nintendo  insists 
on  using  costly  cartridges,  be- 
cause  the   performance  is 
quicker  than  with  cd-roms — 
ised  by  Sony,  Sega,  and  PC  maker's. 
Cartridges  cost  $35  each,  vs. 
to  $10  for  a  CD. 
Sony,  on  the  other- 
hand,  is  a  U.  S.  devel- 
oper's   dream.  The 

TITLE  BOUT 

While  arch  rival  Sony  has  150 
software  games  for  its  PlayStations, 
Nintendo's  new  N64  console  will 
have  a  mere  40  by  yearend 


.WHILE  ITS  SOFTWARE  RULES  THE  SHELVES 


TOP  10  VIDEO  GAMES  April,  1997 
(BASED  ON  UNITS) 

PLATFORM 
TITLE       ■  N64  ■  PLAYSTATION 

PUBLISHER 

RETAIL 
PRICE 

1.  MARIO  KART  64 

NINTENDO 

$61 

2.  SUPER  MARIO  64 

NINTENDO 

$61 

3.  BLAST  CORPS 

NINTENDO 

$62 

4.  DOOM  64 

MIDWAY 

$74 

5.  STAR  WARS: 
SHAOOWS  OF  THE  EMPIRE 

NINTENDO 

$71 

6.  TUROK 

ACCLAIM 
ENTERTAINMENT 

$74 

7.  NEED  FOR  SPEED  II 

ELECTRONIC  ARTS 

$48 

8.  NBA  SHOOT  OUT  97 

SONY 

$42 

9.  WCW  VS.  THE  WORLD 

THQ 

$48 

10.  CRUISIN'  USA 

NINTENDO 

$63 

DATA  NPD  INTERACTIVE  ENTERTAINMENT  SOFTWARE 


company  manufactures  the  cheap  CDs 
in  three  locations  around  the  U.  S.  That 
shortens  the  lead  time,  and  using  CDs 
cuts  costs  by  two-thirds.  Consigners  pay 
less,  too.  The  average  Sony  game  price 
is  $40  to  $50,  vs.  Nintendo's  $60  to  $70. 
Says  Kazuo  Hirai,  Sony  Computer  En- 
tertainment chief  operating  officer-:  "We 
are  competing  for  entertainment  time, 
money,  and  attention." 

And  for  developers.  In  January,  Nin- 
tendo lost  Yuji  Horii,  developer  of  the  hit 
game  Dragon  Quest,  to  rival  Sony.  Horii 
says  Sony  offers  better 
royalties.  But  he  also 
was  concerned  about 
the  capacity  limitations 
of  Nintendo's  cartridge 
system,  which  made  it 
tough  for  him  to  elabo- 
rate games.  Joseph 
Osha,  an  analyst  with  Merrill  Lynch 
Japan  Inc.,  says  cartridges,  winch  now 
have  8  megabits  of  storage,  will  soon 
double.  But  cd-roms,  at  650  MB,  will  far- 
outstrip  cartridges  even  then. 
GRAPHICS.  Nintendo  can't  afford  to  fall 
behind  in  games.  That  was  its  lesson  at 
home  when  it  first  launched  the  N64  in 
June,  1996.  After  an  initial  sales  surge  in 
Japan,  the  N64  stalled  because  only  two 
games  were  available.  By  the  time  the 
N64  reached  U.  S.  shores,  Nintendo  had 
at  least  eight  games  in  hand,  including 
Super  Mario  6Jf.  It  worked,  as  9-year-old 
Alan  Casper  can  attest.  The  Seattle 
video  game  aficionado  owns  a  Sega  Gen- 
esis, a  Super  Nintendo  Entertainment 
System,  a  PlayStation,  and  an  N64.  His 
favorite?  The  N64.  "I  like  the  graphics," 
he  says.  "I  want  to  work  at  Nintendo." 

So  far;  shoppers  are  flocking  to  stores 
for  the  latest  in  game  gear.  That's  help- 


ing feed  a  boom  in  the  $15  billion 
video-game  market,  which  some  an- 
alysts wrote  off  a  few  years  ago, 
due  to  the  rise  of  home  PCs.  After 
sagging  to  9.6  million  units  in  1995, 
video-game  machines  should  rebound 
this  year,  to  11.8  million  units,  ac- 
cording to  researcher  IDC/Link.  Sales 
of  games  are  booming,  too:  In  the 
first  quarter,  consumers  bought  13.3 
million  video  games,  vs.  10.4  million 
PC  games,  says  market  researcher 
npd  Group  Inc. 

But  don't  count  on  PC  makers 
backing  off  the  game  market.  Intel 
Corp.'s  recent  introduction  of  the 
mmx  microprocessor  boosted  Pen- 
tium game-playing  performance  10% 


cade  games,  hoping  these  migrate 
to  home  PCs  and  stimulate  PC  sales. 
Microsoft's  strategy  is  broader1. 
The  company  continues  to  push  Win- 
dows 95  as  a  gaming  platform  and  has 
beefed  up  its  staff  with  ex-Nintendo 
stars  such  as  Alexey  Pajitnov,  the  de- 
veloper- of  Tetris.  What's  more,  Microsoft 
plunged  into  online  gaming  this  spring 
with  its  Internet  Gaming  Zone  Web  site, 
offering  developers  a  stage  to  strut  then- 
software  stuff — free.  Microsoft  also  is 
working  with  Sega  to  move  Windows 
into  arcade  games  and  possibly  into 
Sega's  next-generation  home  console. 

Nintendo's  answer  to  all  these  efforts 
is  to  stay  focused  where  it's  already 
strong — red-hot  games.  Star  Fox  is  Nin- 
tendo's biggie  for  the  summer.  Devel- 
oped by  Shigeru  Miyamoto,  the  man 
behind  Mario,  the  $69.95  title  features  a 
fox  and  other  animals  on  an  outer-space 
mission.  It  launches  on  June  30,  backed 
up  by  a  $7  million  ad  campaign. 

One  of  Nintendo's  most  intriguing — 
and  risky — moves  is  a  peripheral  for 
the  N64,  called  DD64,  debuting  in  Japan 
by  yearend.  Essentially  a  response  to 
the  bigger  cd-rom  format,  the  DD64  is  a 
magnetic  disk  drive  that  will  hold  64 
MB  of  data.  The  DD64  also  will  have  a 
communication  device — possibly  a  cable 
modem.  Analysts  peg  the  price  at  $99. 

Still,  there  are  risks  even  to  this. 
Historically,  add-on  devices  don't  go 
over  big  with  gamers,  who  make  one 
initial  hardware  investment  and  call  it  a 
day.  There's  also  the  chance  that  Nin- 
tendo could  split  its  market  into  two 
camps — N64  and  DD64.  Then,  game  de- 
velopers will  be  scratching  their  heads, 
wondering  which  to  support. 
Mama  Mia! 

By  Seanna  Browder  in  Seattle,  with 
Steven  V.  Br  till  in  Tokyo  and  Andy 
Reinhardt  in  San  Francisco 
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Information  Processing 


MICROPROCESSORS 


THE  SOUL 

OF  AN  OBSCURE  MACHINE 

Cheaper  than  a  Pentium,  AMD's  K6  has  no  big  buyers-yet 


The  list  of  customers  for  Advanced 
Micro  Devices  Inc.'s  speedy  new 
K6  microprocessor  reads  like  a 
Who  Isn't  Who:  Cybermax,  U-tron 
Technologies,  Leapfrog  Labs,  Micro  Ex- 
press, and  Polywell,  among  other  un- 
knowns. Not  exactly  the  household 
names  you're  likely  to  find  at  the  local 
CompUSA.  And  that's  the  way  it  is  with 
most  of  the  other  33  customers  AMD 
so  far  has  persuaded  to 
use  the  K6  chip,  which 
competes  with  Intel 
Corp.'s  popular  Pentium 
and  Pentium  II.  The 
largest  taker,  Digital 
Equipment  Corp.,  ranks 
No.  13  in  worldwide  sales 
of  personal  computers.  To 
date,  AMD  hasn't  cracked 
the  Top  10  PC  makers. 

Is  something  wrong? 
Not  exactly.  The  K6,  which 
hit  the  market  in  April, 
continues  to  win  rave  re- 
views from  buyers  and 
computer  magazines.  Tests 
by  PC  World,  for  instance, 
show  the  200-megahertz 
K6  outgunning  a  200-Mhz 
Intel  Pentium  with  mmx  by 
about  4%,  while  the  233- 
Mhz  K6  matches  the  speed 
of  an  Intel  Pentium  II  chip 
running  at  the  same  fre- 
quency. The  price,  too,  is 
hard  to  beat,  amd  charges 
about  25%  less  than  Intel 
for  roughly  equivalent 
speed,  which  lets  PC  mak- 
er's sell  models  priced  some 
$500  lower  than  a  compa- 
rable $2,000  Pentium  II  PC. 
amd  has  sold  twice  as  many  chips  as  it 
can  make,  and  supply  won't  meet  de- 
mand until  the  third  quarter  of  this 
year.  "AMD  has  a  better  price,"  says 
Erik  Christensen,  a  sales  manager  with 
Riodan  &  Ross  Distribution  Inc.,  which 
also  sells  PCs  using  Intel  and  Cyrix 
Corp.  chips. 

So  think  of  it  as  bottom  fishing.  These 
small,  largely  unknown  PC  companies 
command  a  surprisingly  large  share  of 


worldwide  PC  output:  Market  researcher 
Dataquest  Inc.  estimates  that  24  mil- 
lion pes,  or  35%  of  last  year's  total, 
came  from  these  small  shops,  which  are 
especially  strong  in  reaching  price-sen- 
sitive customers  and  buyers  in  devel- 
oping countries,  amd  can  churn  out  mil- 
lions of  chips  in  the  next  year — and 
pack  a  tidy  profit — by  selling  just  to 
these  Compaq  wannabes,  "amd  doesn't 


AMD  NETS 
SOME  SMALL  FRY... 

LARGEST  K6  CUSTOMERS 
DIGITAL  EQUIPMENT  (U.S.)  1.49% 
SIEMENS-NIXDORF  (GERMANY)  1.20°/ 
VOBIS  GROUP  (GERMANY)  0.96% 
TATUNG  (TAIWAN)  0.06%- 
FUJITSU/ICL  (U.K.)  0.05% 


GLOBAL  PC 
MARKET  SHARE 
1996 


DATA  DATAQUEST  INC 


...BUT  HAS 
BIG  AMBITIONS 


DATA  MONTf.UMl  «Y  ,1  CI  IRI TIES.  DATAQUEST  INC 


need  big  customers  to  get  to  a  10% 
market  share  next  year,"  says  analyst 
Drew  Peck  at  Cowen  &  Co. 

But  what  about  the  year  after?  That's 
when  amd  will  feel  the  pain  if  it  doesn't 
have  a  few  big-name  customers.  The 
K6's  ability  to  fit  into  existing  Pentium 
motherboards  could  become  a  liability 
because  the  Pentium  architecture  is  run- 
ning out  of  gas  and  Intel  is  migrating  PC 
makers  to  new,  higher-speed  mother- 


boards used  for  the  Pentium  I  as 
needs  to  come  up  with  an  alternive- 
and  needs  big  customers  to  lender 
macy  to  its  scheme. 

Diverging  from  100%  Intel  cup 
bility  may  sound  like  a  crazy  id<: ,.b 
Intel  is  forcing  the  issue:  amd  can'fegi 
ly  copy  the  Pentium  II  architects. ! 
the  company  is  rallying  a  consorfir 
PC  parts  suppliers  to  help  engine » 
vancements  to  K6  computers.  ,rW/ll  I 
able  to  set  a  separate  path  fronl 
because  customers  want  that,*B 
Richard  Previte,  AMD's  preside!  ar 
chief  operating  officer.  Analysts  mm 
cautious:  Peck  says  amd  has  jm| 
months  to  win  the  loyalty  of  PC  rem 
or  the  K6  will  fade  into  obscurity 
FEAR  OF  INTEL.  There's  more  thai.ee 
nology  at  stake  for  companies  qisii 
ering  the  K6.  PC  makers  are  feaiil  i 
damaging  their  standing  with  Intti  I1 

CLEAN  ROOM  CATCH  P 
AMD  HAS  SOLD  TWK 
AS  MANY  K6  CHIPS  t  IT 
CAN  MAKE  RIGHT  NO 

ing  non-Intel  chips  caec< 
PC  makers  millions 
op  advertising  sumi 
from  Intel.  Worse,  ftti 
can  move  them  to  then 
of  the  list  for  its  ne'es 
most  profitable  chipsJUJ 
as  the  Pentium  II. 

What's  more,  PC  cclii 
nies  want  a  guarantech: 
K6  is  just  the  first  11 
family  of  speedy  chipi  £ 
amd  is  briefing  them  4  il 
plans  to  produce  3O0B 
K6s  by  the  end  of  w 
and  a  follow-on  chip  (life 
the  K7  by  1999. 

That  could  be  enouiit 
turn  some  PC  ma)r 
Sources  say  that  Hevst 
Packard  Co.  and 
America,  which  bothjie 
amd's  Pentium-classlE 
chip,  will  deliver  K6w 
chines  this  year.  Exi 
tives  at  both  eompsie 
say  they  have  not  j/t 
committed  to  the  K6.  (n 
reports  are  swirling  around  Silicon  fa 
ley  that  IBM  and  Compaq  Compl 
Corp.  are  considering  the  K6,  theg 
both  companies  would  only  say  m 
continue  to  evaluate  all  new  Itf 
technology. 

If  AMD  wins  over  such  companiel 
may  yet  put  together  a  customer!! 
that  is  a  genuine  Who's  Who. 

By  Andy  Reinhardt  in  San  Franca 
with  bureau  reports 
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Introducing 
Marriott  Rewards. 


It's  never  been 
easier  to  earn  points. 

(You  re  welcome ) 

Or  harder  to  decide 
where  to  use  them. 

(Sorry  ) 


Harriott 

HOTELS   RESORTS  SUITES 


Harriott  £ 

VACATION  CLUB 

VILLAS 


TbwnePlace 

Suites 


Now  you  can  earn  points  at  nearly  a  thousand  different  hotels  in  the  Marriott  family,  so  free  vacations 
ome  quicker  than  ever.  Redeem  your  points  for  free  stays  at  our  hotels  or  at  selected  Ritz  Carlton 
>artner  hotels,  cruises,  airline  miles,  or  choose  from  other  great  rewards.  For  more  information  click  over 
d  our  web  site  (www.marriottrewards.com),  or  pick  up  the  phone  and  call  800-249-0800  to  enroll. 

Here's  an  offer  exclusively  for  VISA5  cardholders: 

Pay  with  your  VISA  card  and  get  10%  bonus  points  now  through  November  15th. 


VISA 


i\>  Harriott  r  ewards 


©1997  Marriott  International,  Inc 


When  a  company  is  synonymous  with  the  Web,  it  needs  servers  that  are  synonymous  with  unstopp  J 
Which  explains  why  Netscape"  Communications  chooses  64-bit  Digital  AlphaServer™  systl 
to  help  handle  the  135  million  hits  its  Web  site  receives  daily.  Ultra-reliable  AlphaServer's  are  J 
Netscape's  primary  backup  <^\vt  ([C\cbni38tCr  8  X^r^jj^  system— because  netscape.J 


simply  can't  afford  to  be  down.  Sheer        -  muscle  isn't  the  whole  story,  tlioi 


May  your  content  be  hot.  j 
Your  graphics  be  cool. 
And  your  servers  be  DIGITAL. 

Scalability  counts,  too.  Witness  AltaVista™  jt*****^  Internet  Software,  where  AlphaServer  i| 
the  definitive  Web  search  site.  Zero  to  30  million  hits  a  day,  in  just  hi  months.  Plus  i 

herculean  task  of  indexing  the  entire,  e\er  .  flBB  expanding  World  \\  ide  Web.  Ml  graceful 
accommodated  by  the  flexible,  expandable  power  of  Alpha.  From  servers  to  software,  from  networks 
global,  24-hour  support,  Digital  delivers  total  Internet  and  intranet  solutions.  In  any  size,  with  unlimifl 
room  to  grow.  Call  1-800-DIGITAL,  ext.  332,  or  surf  to  www.ads.digital.com/web,  and  make  tl 
Digital  edge  your  own.  Or  sing  the  Webmaster's  Lament:  "Gee,  I  guess  we  should  have  gone  with  Digita^ 


QDDD 


■ 

Whatever  it  takes. 


:  1997  Digital  Equipment  Corporation.  Digital,  the  Digital  logo,  AlphaServer  and  AltaVista  are  trademarks  and  Whatever  it  takes  is  a  service  mark  of  Digital  Equipment 

All  other  names  are  trademarks  or  registered  trademarks  of  Their  respective  companies. 


Sports  Business 


LAWSUITS 


OLD  TIMERS  TAKE  A  SWING 
AT  BASEBALL 

Disgruntled  players  from  the  past  are  suing  over  royalties  and  griping  about  pensions 


You've  been  here,  heard  this  before: 
baseball  players  calling  owners 
money-grubbing  leeches.  Owners 
saying  ballplayers  don't  deserve  a 
dime  more  than  they're  getting.  Out- 
siders being  called  upon  to  arbitrate. 

What's  different  this  time  is  that 
most  of  these  players  haven't  rounded 
third  since  love  beads  were  in  style.  At 
issue:  a  dispute  over  royalty  payments 
that  could  pit  a  who's  who  of  retired 
players  against  team  owners  in  court. 
At  stake:  millions  of  dollars  that  the 
ex-players  say  they're  owed  for  lend- 
ing names  and  likenesses  to  an  array  of 
items,  from  scorebooks  to  videotapes. 

Five  ex-big  leaguers — Pete  Coscarart, 
Bemie  Carbo,  Frank  Crosetti,  Ken  Lan- 
dreaux,  and  Milt  Pappas — got  the  ball 
rolling  last  year  when  they  filed  suit  on 
behalf  of  players  who  signed  a  royalty 
agreement  with  Major  League  Baseball 
Properties,  the  licensing  arm  of  Major 
League  Baseball.  In  April,  the  lawsuit 
was  certified  as  a  class  action,  meaning 
all  400-odd  players  who  signed  the  deal 
can  collectively  oppose  baseball  in  court. 

Lawyers  for  the  foiTner  players  ac- 
cuse mlb  Properties  of  a  variety  of  sins, 
such  as  shorting  the  royalties  pool  by 
excluding  a  number  of  rich  licensing 
deals.  As  proof  of  mlb's  cheating  heart, 
they  cite  paltry  payments  to  players: 
Coscarart's  share  in  1995  was  $170. 

Attorneys  for  the  owners  say  the 
sums  may  be  piddling  but  reflect  flag- 
ging interest  in  the  old  players,  not 
greed,  "[mlb]  Properties  established  this 
program  to  help  players  without  a  great 
deal  of  fame  link  up  with  players  who 
are  better'  known — where  at  least  some 
revenue  could  be  split  among  them.  That 
has  been  done  and  done  fairly,"  says 
mlb  lawyer  Martin  R.  Click. 

At  times,  the  bitterness  of  former 
players  extends  well  beyond  mlb.  "My 
name  has  been  used  in  three  movies, 
and  I  got  absolutely  nothing  for  it," 
says  Pappas,  a  pitcher  from  1957  to 
1973  and  now  a  building-supply  sales- 
man near  Chicago.  "No  royalty  check. 
No  thank  you.  Not  even  a  'Go  to 


-  - 

hell.'  All  we  want  is  a  little  fairness." 

Says  another-  plaintiff,  ex-pitcher  Jim 
Bouton,  author  of  the  baseball  classic 
Ball  Four:  "I  have  the  lowest  possible 
expectations  of  Major  League  Baseball. 
They  pay  big  salaries  to  the  current 
players  because  they  have  to.  The  old 
guys  never  forced  them  to  do  anything. 
Maybe  that  will  change  now." 

In  all,  ex-players  have  filed  three  dif- 
ferent lawsuits  over-  royalties — and  that's 
just  one  of  the  flashpoints.  Besides  roy- 
alty disputes,  several  ex-players  have 


taken  baseball  to  court  over  a  pi 
system  they  say  unfairly  exc 
them — and  ignores  the  contribute 
those  who  built  the  game  into  an 
tainment  colossus. 

So  far,  mlb  owners  have  ignored 
calls  to  extend  pension  benefits, 
haven't  budged  for  players  who: 
reers  ende 


JUST  REWARDS? 


"All  we  want  is  a 
little  fairness,"  says 
Milt  Pappas,  a 
pitcher  from  1957  to 
1973  who  now  sells 
building  supplies 


fore  the  pes 
plan  beg; 
1947.  Th 
also  turn 
deaf  ear 
least  two 
in  which  f< 
players 
that  they 
have  qua 

for  pensions  if  their  careers  hai 
been  interrupted  by  World  War  II 
NO  CHANCE.  Pressure  from  N 
League  veterans  has  moved  the 
ers — a  little.  Black  players,  excl 
from  the  major  leagues  until  1947. 
no  chance  to  earn  retirement  benl 
Earlier  in  this  year  of  Jackie  Robiitoi 
owner-s  announced  a  plan  offering  en 
sions  to  those  with  one  year  of  Njr< 
League  service  before  1948  or  four  jar 
combined  in  t  he  major  leagues  ant  I 
Negro  League.  Annual  benefits  r 
from  $7,500  to  $10,000. 

Even  that  gesture  has  been  coiro 
versial.  Some  Negro  Leaguers  com 
that  they  have  been  asked  to 
waivers  barring  them  from  filing 
suits  against  mlb  before  being  tol< 
tails  of  the  plan.  An  mlb  spokespejor 
acknowledges  that  a  comprehensive 
sion  of  the  plan  has  not  been  circul  e 
but  says  players  have  been  advised 
they  can  call  mlb  if  they  have  qi£ 
tions.  "Basically,  Negro  League  pla  I 
have  been  asked  to  give  up  tfeii 
rights... in  return  for  some  unkm 
pension,"  says  John  Puttock,  a  Hp 
ington  Beach  (Calif.)  lawyer  who  ac  is 
es  several  of  the  players.  Many  exfi 
gro  Leaguers  have  voiced  concern  a>u 
what's  missing  from  the  pension  w 
survivors'  benefits.  "They've  decidi 
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i  Negro  Leaguers  with  $800  a 
Tien  they're  not  here  anymore, 
says  Puttock. 

i  only  team  owners  whom  old- 
olt  for  forgetting  them.  Today's 
lso  come  in  for  heavy  criticism, 
players  especially  covet  the 
tirements  awaiting  players  of 
Under  the  current  system,  ma- 
3rs  need  only  play  a  quarter  of 
to  receive  a  pension.  A  full  pen- 
tied  after  at  least  10  years  in 
r  leagues,  is  about  $113,000  a 
le  ballplayers  are  money-hun- 
like the  owners,"  said  Coscarart, 
>-time  All-Star  and  member  of 
d  1941  Brooklyn  Dodgers.  "In 
/ou  were  lucky  you  had  a  job." 
r  RIGHTS.  Last  year,  intellectual- 
attorney  Ronald  S.  Katz  of  San 
i  filed  suits  on  behalf  of  the  400- 
3rs  who  signed  the  pooled  roy- 
ement.  Players  covered  by  the 
nt  granted  MLB  Properties  a 
;ive  right  to  strike  deals  for  the 
eir  names,  signatures,  and  pho- 
?r  the  deal,  players  agreed  that 
earned  would  be  thrown  into  a 
shared  equally.  Excluded  are  40 
Famers,  who  earn  five  times 
ers  do.  Katz  also  filed  "right  of 
'  suits  on  behalf  of  two  other 
ilayers  who  played  in  the  major 
before  1947  and  those  who 
i  the  majors  after  1947  but  are 
3ers  of  the  pooled  royalty  group, 
iffs  in  the  pre-1947  lawsuit — 
t  and  Crosetti  among  them — al- 
mlb,  mlb  Properties,  and  other 
ts  have  used  their  names  and 
ivithout  permission.  Standard 
intracts  before  1947  did  not  re- 
yers  to  give  away  then1  publici- 
,  says  Katz.  After  1947,  players 
'  signed  them  away.  But  a  law- 
ight  by  Al  Gionfriddo  on  behalf 
947  major  leaguers  alleges  that 
hts  reverted  to  them  when  their 
lays  ended.  Those  rights  belong 
abs,  counter  mlb's  lawyers. 
i  are  salt-of-the-earth  guys  who, 
sy  played,  made  five  or  six  thou- 
lars  [a  year],"  says  Katz.  But 
f  Katz's  clients  fit  that  humble 
)f  those  who  signed  the  pooled- 
leal  and  are  listed  as  plaintiffs, 
■e  now  front-office  execs.  And 
four  are  managers — Houston's 
lierker,  Colorado's  Don  Baylor, 
re's  Davey  Johnson,  and  Mil- 
i  Phil  Garner.  Because  the  case 
3  action,  all  may  opt  out — and  a 
are  expected  to  do  so.  "At  some 
says  Bouton,  "the  people  who 
king  for  teams  will  be  called 
id  it  will  be  explained,  'Your 
ts  for  future  employment  are 
n  if  you  pursue  this  lawsuit.' " 
By  Mark  Hyman  in  Baltimore 


MEDICINE 


BESTING  AIDS- 

AND  THE  DRUG  GIANTS 

Agouron's  protease  inhibitor  gets  high  marks  from  patients 


TURNING  AROUND:  Viracept  patients  Michelle  Lopez  and  her  daughter,  Raven 


Five  years  ago,  Michelle  Lopez  was 
using  drugs  and  living  in 
a  homeless  shelter  with  her 
daughter,  Raven.  But  when 
Raven  was  diagnosed  as  mv-positive, 
the  Trinidad-born  Lopez  went  cold 
turkey  off  drugs.  Eventually,  she  found 
an  apartment,  got  a  job  educating 
women  and  children  about  aids,  and 
retrieved  her  older  son,  Rondell,  from 
her  parents'  care. 


Last  fall,  Lopez  enrolled  Raven  in  a 
clinical  trial  designed  to  test  the  first 
protease  inhibitor  formulated  for  chil- 
dren infected  with  hiv.  Now  six,  Raven 
is  symptom-free  and  has  put  on  11 
pounds  since  she  started  treatment. 
More  important,  hiv  has  been  unde- 
tectable in  her  blood  since  February. 
Encouraged,  Lopez  went  on  an  adult 
version  of  the  drug  herself  earlier  this 
year.  "The  quality  of  life  has  improved 
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tremendously  for  both  of  us,"  she  says. 

The  drug  is  called  Viracept,  and  it's 
the  first  product  from  tiny  Agouron 
Pharmaceuticals  Inc.,  a  13-year-old 
biotech  company  in  La  Jolla,  Calif.  Ap- 
proved by  the  Food  &  Drug  Admini- 
stration in  March,  it's  the  fourth  and  lat- 
est so-called  pro- 
tease inhibitor.  These 
drugs  are  the  cen- 
terpiece of  the  triple 
combination  therapy 
that  for  the  past 
year  has  so  dramati- 
cally improved  the 
outlook  for  many 
aids  patients.  It  may 
seem  that  Viracept 
has  no  chance 
against  the  first  three  protease  inhibitors 
from  pharmaceutical  powerhouses  Merck, 
Abbot  Laboratories,  and  Roche.  But 
Agouron  is  quickly  gaining  market  share 
with  its  claims  that  Viracept  is  just  as 
good  as  Merck  &  Co.'s  Crixivan,  the  mar- 
ket leader,  in  ridding  the  body  of  the 
hiv.  Plus,  says  Agouron,  Viracept  has 
fewer  side  effects  and  is  easier  to  take. 
SPLASHY  START.  So  far,  the  HIV  com- 
munity agrees.  In  April,  its  first  full 
month  on  the  market,  Viracept  captured 
11%  of  the  market,  as  measured  by  to- 
tal prescriptions  written  by  U.  S.  physi- 
cians for  protease  inhibitors,  and  ac- 
counted for  23%  of  new  prescriptions. 
That  bested  Wall  Street's  projections 
by  more  than  75%,  says  Douglas  C. 
Lind,  a  biotech  analyst  for  Morgan  Stan- 
ley &  Co.  For  the  fiscal  year  ending 
June,  1998,  Lind  thinks  Agouron  will 
post  earnings  of  $20  million,  on  $315 
million  in  revenues — $250  million  in 
Viracept  sales  alone.  That's  compared 
to  an  estimated  loss  of  $43  million  on 
$109  million  in  revenues  this  year.  This 
expectation  has  moved  the  stock  price 
from  around  40  a  year  ago  to  74^. 

In  coming  to  market  against  such 
odds,  Agouron  had  to  be  confident  that 
its  drug  would  stand  out  from  its  com- 
petitors. A  key  difference  is  that  Vira- 
cept is  taken  with  meals,  like  most  of 
the  companion  dings  that  an  aids  pa- 
tient takes.  Merck's  Crixivan  must  be 
taken  on  an  empty  stomach,  which 
means  users  have  to  take  medication 
five  times  a  day,  rather  than  three.  It's  a 
convenience  issue,  but  many  physicians 
believe  that  inconvenience  leads  to  non- 
compliance. And  skipped  doses  make  it 
easier  for  the  vims  to  mutate  and  cre- 
ate a  strain  that's  resistant  to  the  drug. 

Agouron  also  knew  that  aids  is  not  a 
traditional  pharmaceutical  market 
where  legions  of  salespeople  target  doc- 
tors' offices.  "Only  3,800  physicians  ac- 


Agouron's  aim  is  to 
rival  Merck's  Crixivan, 
which  commands 
half  the  market 


count  for  80%  of  the  prescriptions,  so 
we  knew  we  could  afford  a  sales  force 
the  size  of  the  big  guys,' "  says  Peter 
Johnson,  Agouron's  co-founder  and  ceo. 
His  company  has  115  employees  in  field 
sales,  about  the  same  as  Merck  uses 
to  sell  its  hiv  products. 

It  also  helps  that 
the  market  for  pro- 
tease   inhibitors — 
still  predominantly 
gay  men — is  very 
sophisticated.  "They 
are  young,  they  ask 
questions,  and  they 
have  got  a  life  sen- 
tence," says  Lind. 
And  the  drug  has 
been  getting  good 
reviews  from  the  hiv  community.  "If  it 
gets  that,  it  doesn't  matter  how  much 
gloss  Merck  puts  on  a  marketing  cam- 
paign, Agouron  can  cut  through  it." 

The  company  may  have  another  card 
up  its  sleeve.  Virus  samples  taken  from 
five  patients  who  developed  resistance 
to  Viracept  remained  sensitive  to  other 
protease  inhibitors.  That's  seemingly  not 
the  case  with  the  other  protease  in- 
hibitors. "It  may  be  best  to  start  treat- 
ment with  Viracept 


rette  maker  that  lately  has  invited 
heavily  in  biotech  research.  The  m- 
pany  signed  on  in  late  1994,  to  clcfe. 
velop  the  drug  in  exchange  for  ha'the 
profits.  The  two  have  licensed  F:i> 
Holdings  Ltd.  to  market  Virace,  in 
Europe  in  an  unusual  deal:  Thejcil; 
get  royalties  in  Europe  on  the  sJflj 
both  Viracept  and  Roche's  own  proa?^ 
inhibitor,  Invirase. 

The  deal  with  Roche  makes  sensbfc 
cause  Invirase  hasn't  proven  as  effeiv- 
as  the  other  protease  inhibitors-Li 
has  just  23%  of  the  market.  Butwri 
indicate  that  if  the  drug  is  taken  iitr 
Viracept  its  effectiveness  increases^ 
deal  also  ensures  that  Roche  dola^ 
promote  Invirase  over  Viracept.  ' 
home  RUN.  Agouron  is  aiming  t  bf 
more  than  a  one-drug  wonder.  It  Is  s  i 
$78  million  deal  to  develop  cancer  (apt 
with  Roche.  And  Agouron  is  stajcntl 
clinical  trials  on  another  proteasir i 
hibitor — for  the  rhinovirus  family™ 
viruses  that  cause  the  common  cot  3 

To  fund  those  drugs,  howe>'S 
Agouron  needs  Viracept  to  be  a  In 
run.  The  company's  aim  is  to  rival  fix! 
ivan,  which  commands  half  of  th[$i 
billion  protease  inhibitor  market,  wd 
of     mouth  bin 


because  it  may  pre- 
serve other  options 
down  the  road." 
says  Dr.  W.  David 
Hardy,  an  aids  re- 
searcher at  the 
University  of  Cali- 
fornia, Los  Angeles. 

Viracept  is  the 
first  commercial 
product  of  Agou- 
ron's pioneering  ef- 
forts in  so-called  ra- 
tional drug  design 
— determining  the 
three-dimensional 
structure  of  target 
proteins  and  then 
designing  drugs  to 
interact  with  that 
structure.  The  com- 
pany got  Viracept 
to  market  in  record 
time:  36  months 
from  the  time  it 
first  synthesized  the 
drug  to  the  time  it 
applied  for  acceler- 
ated approval  by 
the  fda.  More  than 
half  the  $100  mil- 
lion-plus Agouron 
spent  to  develop  it 
came  from  Japan 
Tobacco  Inc.,  a  ciga- 


HIGH  HOPES  FOR  VIRACEPT... 

After  just  six  weeks  on  the  market,  Viracept 
has  captured  11%  of  protease  inhibitor 
prescriptions  and  its  share  is  rising 


VIRACEPT — \ 

(AGOURON) 


PROTEASE  INHIBITOR 
MARKET  SHARE 


DATA:  PAINEWEBBER 


...HELPED  DRIVE  UP 
AGOURON'S  STOCK 
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boosters  like  I 
Gutschick  will  1  , 
tainly  help.  'H 
years  ago,  I  1 
pretty  much  js' 
waiting  to  die,  1 
says.     In  fa|nj 
health,  the  42-Jj 
old  San  Francitl 
had  sold  off  hiii 
terest  in  the  ! 
million  compan  i| 
founded.  But  ; 
18  months  on  ■ 
cept  and  two  gWi 
drugs,  Gutscc 
was  healthy  eniffl 
to    finish   a  75 
mile  Orlandi 
Miami  bikeatW 
"Things  have  tui« 
around,"  he  - 
"I'm  working  m  ei 
hack  to  health  n< 
fitness  and  gelm 
ready  to  go  l| 
into  the  workfok' 
Further  evidic* 
like  this  of  Y| 
cept's  effects  cjl( 
give  Merck  a  M 
run  for  its  monk 
By  Larry  M- 
strong  in  La  Jia 
Calif. 
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When  you  can  count 
a  telecom  company 
o  improve  business, 
that's  news. 


With  Sprint  on  your  side,  you'll  get  professionals  who 
not  only  understand  your  small  business,  but  come 
up  with  new  ideas  to  help  it  perform  even  better.  The 
Sprint  Business  Solutions  Center  offers  a  Specialist 
who  knows  you,  and  stays  in  touch  with  your 
business  to  put  enhanced  communications  to  work  for 
you.  They'll  even  stay  ahead  of  your  needs  and  respond  to 
your  challenges  with  custom  solutions  In  today's  world, 
that's  news     www.sprint.com    1-888  SPRINT  BIZ 


4  |  • 

Sprint 


We  help  your  business  do  more  business 
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elopments  to  Watch 


BY  CATHY  ARNST 


R  EXCUSES 
OST  LUGGAGE 

G  ELECTRONICS 

its  to  replace  the 
is  and  error-prone 
t  process  of  past- 
ed I.  D.  tags 
luggage  handles 
ygage  that  has 
'  cards  built  in. 
els  will  be  made 
rroelectric  ran- 
;ess  memory 
r  frams — the 
rpe  of  chips  used 
lectronic  toll 
lat  drivers  paste 
*  windshields  on 
ghways.  FRAMS 
read  at  a  distance 
ain  data  without 
t  recharging, 
he  more  common 
c  random-access 
f  chips,  or  DRAMS, 
ung,  one  of  the 
largest  chipmak- 
•earing  up  to  mass- 
i  64-kilobit  frams 
ar,  says  Yoo  In 
,  director  of  the 
dc-materials  lab  at 
isung  Advanced 
e  of  Technology  in 
South  Korea, 
'e  already  widely 
game  machines 
ctronic  datebooks, 
nsung  says  its 
versions  will  be 
smaller  and 
re  more  energy-ef- 
as  well  as  cheaper 
i.  That  makes 
leal  for  I.  D.-card 
3  because  they  can 
ata  without  power 
i  be  read  at  a  dis- 
f  up  to  1  meter, 
they'll  be  used  for 
arage  in  portable 
I  cellular  phones, 
ally,  Yoo  says, 
hips  based  on 
networks  will  be 
;ed  into  human 
Steven  V.  By-all 


THE  PROZAC 
MACHINE 
ATE  MY  MONEY' 

MANY   RURAL   CLINICS  AND 

most  hospitals  maintain  their 
own  in-house  pharmacies, 
requiring  the  services  of  a 
pharmacist  and  taking  up 
valuable  floor  space,  adds 
Inc.  in  North  Billerica,  Mass., 
has  developed  a  cheaper 
alternative:  a  medicine-vend- 
ing machine. 

The  adds  "telepharmacy" 
incorporates  a  computer,  bar- 
code reader,  printer,  and  dis- 
pensing cabinet.  That  allows 
a  doctor  at,  say,  a  rural  clinic, 
to  fax  a  prescription  to  an 
off-site  pharmacy,  where  the 
pharmacist   transmits  the 


diaig  order  via  modem  to  the 
clinic's  remote-controlled  dis- 
penser. The  machine  dispens- 
es a  prepackaged  vial  and,  to 
ensure  that  the  right  medi- 
cine came  out,  a  clinic 
worker  scans  the  drug's 
bar  code  for  prescription 
information  and  expira- 
tion date. 

The  dispensers  typi- 
cally stock  30  to  60  types 
of  commonly  prescribed 
drugs,  adds  President 
Brian  Hart  says  a  clinic- 
need  order  only  25  pre- 
scriptions  a  day  for  the  units 
to  be  economical,  compared 
with  some  150  prescriptions 
for  an  in-house  pharmacy. 
The  devices  are  already  in 
use  in  Utah,  Wisconsin,  and 
Michigan.         Erica  Garcia 


APPLIANCES 
THAT  LEAK 
-POWER,  THAT  IS 


A  LOAN  OFFICER  WHO'S  ALMOST  HUMAN 

THANK  YOU  FOR  CALLING.  IF  YOU  KNOW  YOUR  PARTY'S 

name,  press  1.  For  a  corporate  directory,  press  2.  For 
sales  and  marketing,  press  3 .... 

If  you've  been  through  this  drill  and  hate  it,  Unisys 
Corp.  has  welcome  news.  Its  researchers  have  devel- 
oped software  tools  for  building  a  new  interactive  voice- 
response  system,  or  ivr,  that  actually  listens  to  what 
the  caller  says.  The  tools  draw  on  16  years  of  military- 
funded  research  at  Unisys  in  getting  computers  to 
grasp  natural  language.  To  demonstrate  the  technology, 
Unisys  developed  the  Mortgage  Assistant  to  provide  de- 
tailed information  about  housing  loans. 

Working  with  Periphonics  Co.,  an  ivr  company  in  Bo- 
hemia, N.  Y.,  Unisys  trained  its  system  to  recognize 
50,000  words  in  sentence  combinations  that  are  gov- 
erned by  470  grammar  rules.  In  the  demo,  the  caller  is 
attended  by  a  polite  and  agreeable  female  voice — in  re- 
ality, a  composite  of  recorded  phrases  and  sentences 
spoken  by  an  actress.  She  inquires  about  the  nature  and 

size  of  the  loan  you 
are  seeking.  You  can 
stop  her  at  any  time 
and  demand  explana- 
tions of  technical 
terms.  And  she  isn't 
fazed  by  muttered 
phrases  such  as  "uhm" 
or  "let  me  see."  When 
the  interview  is  com- 
plete, she'll  calculate  a 
mortgage  quote  or 
transfer  you  to  a  loan 
officer.        Neil  Gross 


YOU    MAY  THINK 

you're  doing  your  bit 
for  energy  conserva- 
tion when  you  turn 
off  the  lights  and  appliances 
before  leaving  the  house.  In 
fact,  your  house  goes  on 
"leaking"  electricity  no  mat- 
ter how  conscientious  you 
are,  because  many  house- 
hold appliances  draw  power 
even  when  they're  off.  TV 
sets,  for  example,  use  about 
40  watts  to  maintain  the 
remote  control  and  instant- 
on  features.  Other  leaky 
appliances  include  vcrs, 
answering  machines,  burglar 
alarms,  and  even  electric 
toothbrushes. 

It  adds  up.  A  new  study 
by  Berkeley  National  Labo- 
ratory in  California  estimates 
that  the  U.  S.  loses  about  5 
billion  watts  from  leaked  elec- 
tricity— equivalent  to  the  out- 
put of  five  standard  power 
plants.  Berkeley  scientist 
Alan  K.  Meier  and  his  col- 
leagues measured  the  leak- 
age of  homes  in  California, 
Florida,  and  Japan.  They 
found  that  the  average  home 
leaks  about  450  kilowatt 
hours  per*  year — roughly 
equal  to  5%  of  the  home's  to- 
tal electricity  use. 

To  address  the  problem, 
Meier's  team  has  designed  a 
prototype  circuit  that  draws 
electricity  only  when  a  small 
battery — mounted  in  the  ap- 
pliance to  provide  power  dur- 
ing standby  mode — needs 
recharging. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwjune@businessweek.com 
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CEO  Kenneth  Lay  is 
getting  Enron  ready 
for  open  electricity 
markets  and  shaking 
up  a  staid  industry 


He  doesn't  make  a  striking  impres- 
sion. Short,  soft-spoken,  with  the 
big  hands  of  the  Midwest  farm 
boy  he  once  was,  Kenneth  L.  Lay 
is  unlikely  to  be  taken  for  an  energy 
mogul.  Yet  even  though  he's  little  known 
outside  the  insular  natural-gas  business, 
Enron  ceo  Lay  is  becoming  the  most 
visible  and  feared  advocate  of  opening 
the  nation's  $215  billion  retail  electricity 
market  to  competition. 


Bringing  to  his  task  a  missionary 
for  electric  deregulation  and  the  toll 
dence  of  a  master  strategist,  Lai 6' 
has  already  maneuvered  Houston- St 
Enron  Corp.  past  the  nation's  lajei 
electric  utilities  in  wholesale  maiiet 
which  were  deregulated  three  yearag 
Selling  primarily  to  utilities  and  ml 
palities,  Enron  saw  its  power  revjj 
jump  236%  last  quarter,  compared  vj 
year  earlier.  Altogether,  Enron  exfec 
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revenues  to  climb  from  $1.2 
1996  to  at  least  $3  billion  this 
il  to  a  quarter  of  the  revenues 
n  its  core  gas-trading  business, 
put  Enron  in  the  catbird  seat 
>ming  electric  free-for-all:  The 
is  by  far  the  biggest  player  in 
sale  market;  its  19%  share  is  al- 
)le  that  of  its  nearest  rival. 
,ay  wants  a  clear  shot  at  the 
retail  market  selling  electricity 
)  homeowners,  businesses,  and 

consumers.  This  market  has 
preserve  of  utilities  since  its 

But  traders  such  as  Enron 
;art  buying  cheap  surplus  pow- 
itilities  around  the  U.S.,  sup- 
g  it  with  power  from  their  own 
d  selling  it  in  pricier  markets. 

is  making  the  biggest  gamble 
eer,  trying  to  supercharge  the 
I  pace  of  deregulation  even  as 
arms  Enron — a  company  that 

a  few  big  customers — into  a 
■-savvy  energy  marketer.  If 
ion  roars  ahead,  the  payoff 
huge.  With  the  combined  mar- 
retail  gas  and  electricity  esti- 
$320  billion,  Donaldson,  Liifkin 
e  Securities  Corp.  analyst  Curt 
r  figures  that  by  2000,  Enron 

$300  million  a  year-  to  its  prof- 
h  1%  share  of  the  retail  market 
Cnron,  now  a  $13.2  billion  corn- 
Id  easily  triple  in  size. 
;gulation  slowdown  would  be 
vever:  Enron  is  spending  heav- 
rvices  and  infrastructure.  The 
re  rival  expects  Enron  to  spend 
)0  million  to  develop  its  retail 
"If  it  takes  10  years  to  open  a 
ssidential  market,  [Enron  is] 

says.  "It'll  cost  too  much." 
INCE  MAN."  Lay's  gambit  comes 
:al  time  for  the  company.  Set- 
Enron's  push  overseas  have  al- 
)led  its  profit  outlook,  and  its 

to  move  into  electricity  has 
ly  to  abandon  a  1995  pledge  to 
s  15%  annually  through  2000. 
ares,  now  trading  at  about  40, 
rificantly  trailed  the  Standard 

500-stock  index  for  the  past 
s.  So  far  this  year,  Enron  is  off 
;  the  index  is  up  15.5%. 
ilation,  meanwhile,  moves  one 
rard,  two  back.  After  a  strong 
California,  which  will  open  its 
n  electricity  market  next  Janu- 
ts  nationwide  appear  to  be  fal- 
n  May  20,  passage  of  a  federal 
dating  open  markets  was  de- 
;ad  for  this  year  by  the  bill's 
rhe  same  day,  Texas  lawmakers 
d  work  for  two  years  on  a  bill 
hat  state's  electricity  market, 
lg  out  that  seven  states  have 
1  legislation  to  open  markets 
r,  Lay  is  characteristically  up- 


beat. "If  anything,  [deregulation  is]  going 
faster  than  we  thought,"  he  says. 
"There's  no  longer  a  debate  on  if  it'll 
happen — it's  when  it  happens."  Such  talk 
has  made  him  and  his  company  the  betes 
noires  of  the  utility  world.  "To  listen  to 
CEOs  in  the  electric  industry  talk  about 
Enron,  you'd  think  they  were  talking 
about  the  devil  incarnate,"  says  James  E. 
Roger's,  CEO  of  Cincinnati  gas  and  elec- 
tric utility  Cinergy  Corp.  and  a  former 
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BORN  Apr.  15,  1942,  Tyrone, 
Missouri 

EDUCATION  University  of 
Missouri,  B.A.,  1964,  M.A.,  1965, 
in  economics;  University  of 
Houston,  PhD  in  economics,  1970 

CAREER 

1965-68  Humble  Oil:  economist 
1968-71  U.S.  Navy:  Officer 
Candidate  School,  then  Pentagon 
1972-74  U.S.  Interior  Dept.: 
Deputy  Under  Secretary 
1974-81  Florida  Gas:  vice-presi- 
dent for  corporate  development, 
then  president 
1981-84  Transco  Energy: 
president  and  COO 
1984  Houston  Natural  Gas:  CEO 
1985-present  Enron:  CEO 

MADE  HIS  MARK  Took  deregula- 
tion of  natural  gas  as  an  opportu- 
nity to  transform  the  good-ol'-boy 
gas  business  into  a  fast-paced 
financial  marketplace 

AVOCATION  Politics:  Chaired 
Senator  Phil  Gramm's  1996  Texas 
Presidential  campaign-finance 
committee,  President  George 
Bush's  1990  Economic  Summit 

FAMILY  Married  15  years  to 
second  wife,  Linda 

RECREATION  Jogging  and  skiing 

Enron  exec.  "There  is  genuine  fear." 

In  nearly  every  state,  Lay  is  facing 
off  with  utilities  that  are  trying  to  avert 
or  delay  competition.  In  Texas,  Enron's 
10  lobbyists  tangled  with  an  army  of 
70  utility  representatives.  If  opponents 
fear  Lay,  it's  because  no  one  else  is 
pushing  as  fast  or  as  hard — and  because 
he's  trying  to  repeat  history.  In  the  mid- 
1980s.  Lay  forced  the  pace  of  gas  dereg- 
ulation, then  beat  rivals  into  new  mar- 


kets, turning  debt-laden  Enron  into  the 
nation's  biggest,  most  profitable  buyer 
and  seller1  of  gas. 

One  of  three  kids  in  a  Missouri  farm 
family,  Lay,  who  started  hiring  himself 
out  as  a  part-time  hand  to  local  farmers 
at  the  age  of  12,  "learned  to  think  on 
the  back  of  tractors,"  says  Oliver  G. 
Richard  III,  ceo  of  Columbia  Gas  Sys- 
tems Inc.  and  a  former  Enron  execu- 
tive. "I  asked  him  once  where  he  got 
his  good  ideas.  He  says,  'It's  riding 
around  on  a  tractor  in  the  flat  plains  of 
Missouri.' "  But  Lay  is  no  country  bump- 
kin: Texas  Senator  Phil  Gramm,  a  long- 
time Republican  friend  for  whom  Lay 
has  worked  as  a  fund-raiser,  says  there's 
"an  element  of  the  Renaissance  man" 
about  the  well-read  Lay,  noting  that  he's 
"as  comfortable  talking  about  the  ancient 
Greeks  as  he  is  the  competitive  selling  of 
electric  power."  Gramm  also  credits  Lay, 
who  has  a  PhD  in  economics,  with  an 
ability  to  separate  the  important  from 
the  trivial.  "He  has  the  ability  to  step 
back  from  an  issue  and  see  the  big  pic- 
ture, something  that  I  don't  see  in  a  lot 
of  people  in  business,"  says  Gramm. 
GAS  "BANK."  Lay  also  displays  an  un- 
shakable confidence  tempered  by  more 
than  a  decade  of  taking  big  risks  and 
winning.  In  1985,  he  helped  create  En- 
ron, the  fruit  of  a  difficult  merger  be- 
tween two  small,  struggling  pipeline  com- 
panies, Omaha-based  Inter-North  Inc.  and 
Houston  Natural  Gas  Corp.,  of  which 
Lay  was  ceo.  Abruptly  named  overall 
CEO  because  of  infighting  brought  on  by 
the  clash  of  cultures,  Lay  quickly  ended 
the  squabbling  by  establishing  a  single 
headquarters  in  Houston. 

But  soon  after,  oil  prices  plummeted, 
siphoning  off  gas  customers.  Then  the 
fledgling  company  lost  $85  million  in  a 
crude-oil  trading  scandal.  Still,  Lay 
moved  Enron  ahead,  building  separate 
units  to  find,  transport,  and  market  gas. 
Recalls  John  M.  Seidl,  president  from 
1986  to  1988:  "He  just  stood  up  and  said, 
'We've  got  to  figure  out  what's  going  on 
here.'  He's  always  calm — asks,  What  are 
our-  options?  Let's  figure  it  out.' " 

Lay  also  became  known  as  an  inspir- 
ing manager.  "When  you  join  Ken,  you 
believe  you  are  going  to  change  the 
shape  of  the  industry — that  you're  on  a 
mission,"  says  Cinergy's  Rogers,  who 
worked  for-  him  at  hng  and  Enron.  W.J. 
"Jack"  Bowen,  a  retired  gas  executive 
who  employed  Lay  in  two  earlier-  energy 
posts,  first  at  Florida  Gas  Co.  and  later 
at  Transco  Energy,  says  Lay  motivates 
by  being  visible  and  giving  managers 
freedom  to  operate,  make  mistakes,  and 
grow.  He  reached  out  to  employees  at  all 
levels,  Bowen  recalls:  "He  enjoyed  get- 
ting out  on  the  pipeline,  going  to  com- 
pressor- stations,  talking  to  people,  and 
making  sure  he  really  listened."  Lay  says 
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he  gives  managers  autonomy  because 
that's  what  he  wants  himself:  "If  you 
get  involved  in  building  things,  you  tend 
to  like  being  your  own  boss  and  being 
responsible  for  it." 

After  its  rough  start,  Enron  took  off 
as  Lay  created  a  nationwide  marketing 
presence.  A  breakthrough  was  the  con- 
cept of  a  gas  "bank"  enabling  the  com- 
pany to  guarantee  firm,  fixed-priced  gas 
contracts  to  industrial  customers  in  a 
market  where  prices  vary  by  the  minute 
and  regional  prices  differ  widely.  Lay's 
economic  insight  was  to  pool  scores  of 
long-  and  short-tenn  contracts  to  elimi- 
nate the  supply  risk  and  minimize  the 
company's  price  risk.  Although  the  bank 
itself  didn't  take  off,  pooling  contracts 
and  tracking  their  cash  flows  enabled 
Enron  to  turn  them  into  financial  instru- 
ments that  could  be  agggressively  trad- 
ed. "It  was  the  start  of  a  new  industry," 
says  Jeffrey  K.  Skilling,  a  former  Mc- 
Kinsey  &  Co.  consultant  who  joined  the 
company  in  1990  to  develop  its  trading 
business  and  who  became  Enron  presi- 
dent in  Januaiy. 

As  natural-gas  deregulation  hit  its 
stride.  Lay's  economic  training  and  Wash- 
ington insider's  grasp  of  deregulation — he 
had  done  a  stint  in  the  Interior  Dept.  in 


the  early  1970s — became  Enron's  great- 
est assets.  "His  economics  background 
gives  him  an  extra  edge  in  taking  apart 
a  problem,  figuring  out  the  risks — and 
how  to  make  money,"  says  Seidl,  an  In- 
terior Dept.  colleague  before  he  joined 
Enron.  Recognizing  early  on  that  dereg- 
ulation would  turn  the  good-ol'-boy  world 
of  gas  on  its  head,  Lay  snapped  up  for- 
mer commissioners  from  the  Federal  En- 
ergy Regulatory  Commission  and  regu- 
latory lawyers  who  didn't  wear  the 
blinders  of  the  old  era. 

"When  you  join  Ken, 
you  believe  you  are 
going  to  change  the 
shape  of  the  industry- 
that  you're  on  a 
mission,"  says  Cinergy's 
Rogers,  an  early 
member  of  Lay's  team 


■ 


Then,  having  triumphed  in  th 
with  gas  deregulation,  Lay  turn  - 
attention  in  the  early  1990s  to  ci 
new  gas  markets  overseas,  bi 
pipelines  and  power  plants  in  e: 
starved  countries.  The  plan  was  a 
places  such  as  Argentina  and  the 
pines.  But  in  1995,  in  Dabhol,  Indi  i 
ron  hit  a  wall.  When  the  company 
posed  $2.8  billion  power  plant 
became  a  symbol  of  too-lenient  terfl*! 
foreigners,  a  new  government  c 
obstacles  leading  to  a  yearlong  cor 
tion  delay.  Enron  agreed  to  mere 
project's  output  and  reduce  its  cos 
the  plant,  where  construction  is 
ping  up,  should  begin  operation  nex 
OREGON  DUSTUP.  Enron  is  still  de 
ing  overseas  projects,  but  other 
and  rising  competition  have  put 
behind  more  focused  rivals,  such 
Inc.  in  Arlington,  Va.  "aes  haf 
sprinted  ahead  of  Enron,"  says  an 
national  energy  analyst  who  decli 
be  named.  One  sign  of  the  letdow  m 
ron  on  May  14  announced  plans  t 
chase  the  outstanding  shares  of 
Global  Power  &  Pipelines  LLC,  '  ^ 
private  the  1994  initial  public  offe: 
created  to  draw  profits  from  its 
national  projects.  Lay  has  respon 
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Corp.;  Gary  Greenfield,  CEO  and  President,  IXTERSO\ 
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shion,  emphasizing  Enron's 
international  projects  even  as 
3S  on  the  move  into  electricity. 

encountering  roadblocks  there 
arlier  this  year,  Enron's  pend- 
•illion  bid  for  Oregon  utility 
General  Corp.  led  to  a  bitter 
state  regulators  over  rate  cuts 
sought  for  consumers.  At  last 
rened  to  settle  the  protracted 
eing  to  compensate  consumers 

sought  by  the  state — but  cut- 
>ayment  to  Portland  General 
rs. 

istups  notwithstanding,  Lay  is 
all  the  stops  to  hasten  dereg- 
April,  he  launched  a  $25  mil- 


lion-a-year  nationwide  ad  campaign  and 
says  he'll  spend  up  to  $200  million  to  ar- 
gue the  merits  of  free-market  electricity. 
Behind  the  scenes,  he  has  deployed  leg- 
islative swat  teams  in  front-line  states 
such  as  New  York,  Massachusetts,  and 
Texas.  Enron  lobbyists  are  joining  with 
retail  merchant  associations  and  busi- 
nesses such  as  manufacturer  Cabletron 
Systems  Inc.  based  in  Rochester,  N.  H. 
"It  seems  there's  an  Enron  person  every- 
where," says  S.  William  Manteria,  a  vice- 
president  at  the  National  Retail  Federa- 
tion, another  supporter  of  deregulation. 

As  he  assaults  what  Enron  calls  the 
last  bastion  of  monopoly  power,  Lay  is 
planning  to  sell  more  than  gas  for  the 


stove  and  electricity  for  lights.  He's 
promising  energy-management  services 
to  help  businesses  switch  among  the 
cheapest  fuels,  "green"  power  for  envi- 
ronmentally conscious  homeowners,  and 
off-peak  pricing  for  those  willing  to 
run  the  dishwasher  at  midnight.  Enron's 
power  would  flow  over  the  existing 
transmission  lines  now  controlled  by  util- 
ities. But  Stephen  W.  Bergstrom,  presi- 
dent of  rival  Electric  Clearinghouse  Inc., 
a  subsidiary  of  Houston-based  NGC  Corp., 
warns  that  on  top  of  deregulation's  er- 
ratic progress,  customer  inertia  could  be 
a  problem.  A  decade  after  AT&T's  long- 
distance telecommunications  monopoly 
was  broken  up,  Bergstrom  notes,  rivals 


venues  may  be  different,  but  their  dreams  are  much  the  same. 


18.1  billion  enterprise  computing  solutions  company.  One  is  a  $160  million 


mpany.  Both  turned  to  SAP's  R/3™'  software  for  help  handling  their 


lume.  With  R/3,  Compaq  was  able  to  cut  inventory  from 


i  to  $1.2  billion,  even  as  revenues  increased  by  23" 
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had  loosened  only  a  third  of  the  resi- 
dential long-distance  market. 

Rather  than  ally  with  proven  con- 
sume)- marketers,  Lay  wants  to  make 
Enron  a  champion  retailer.  He  bought 
an  Ohio  retailing  outfit  in  1994  and  last 
year  formed  Enron  Energy  Services,  a 
600-person  unit  charged  with  developing 
retail  services.  He  is  also  seeking  new 
talent.  In  the  past  two  years,  Enron  has 
lured  70  mbas  from  such  B-schools 
as  Northwestern's 
J.  L.  Kellogg  Grad- 
uate School  of 
Management,  Har- 
vard, and  Wharton. 
That's  up  from  10 
MBAs  prior  to  1994. 

The  uncertainty 
hanging  over  all 
these  moves:  Will 
the  retail  market 
be  the  gold  mine 
Lay  envisions? 
"Yes,  it's  a  big 
business,"  says  Ed- 
ward J.  Casey  Jr., 
president  of  Louis- 
ville-based np  Energy  Inc.,  a  wholesale 
power  marketer,  "but  what  if  competition 
is  so  fierce  it  does  not  turn  out  to  be 
profitable?"  Notes  Howard  P.  Kagan, 
managing  director  at  energy  investment 
bankers  McManus  &  Miles  Inc.:  "Enron 
enjoyed  some  high  returns  in  gas  dereg- 
ulation, but  it  isn't  clear  that  will  be  the 
case  here.  The  prices  being  paid  for  as- 
sets are  very,  very  high." 
D.C.  INSIDER.  Lay  says  he'll  overcome 
such  hurdles  by  developing  high-margin 
products  and  services.  Just  as  phone 
companies  get  fat  profits  from  services 
such  as  call-waiting,  he  says,  Enron  plans 
to  make  money  on  innovative  services — 
rolling  energy  payments  into  home  mort- 
gage payments,  for  example,  or  offering 
longer-term,  fixed  contracts  to  offset  the 
risk  of  dramatic  price  changes. 

In  a  way,  Lay,  a  lifelong  hard  worker, 
has  been  training  for  this  drawn-out  con- 
test since  childhood.  Lay's  father  was  a 
Baptist  minister  as  well  as  a  fanner,  and 
both  parents  valued  education.  When 
Lay's  older  sister  exhausted  then-  savings 
with  one  year  away  at  college,  they 
moved  close  to  Columbia,  home  of  the 
University  of  Missouri,  so  the  kids  could 
live  at  home  and  attend  classes.  Lay's 
father  went  to  work  for  a  tractor-  deal- 
ership,  his  mother  for  a  bookstore.  "That 
shows  you  the  benefit,  support,  and  love 
we  got  from  the  family,"  says  Lay. 

Lay  entered  college  intending  to  major 
in  political  science  but  shifted  his  sights 
to  economics  after  taking  a  course  taught 
by  Professor  Pinkney  Walker,  who  be- 


came his  mentor  and  later,  as  a  federal 
regulator,  a  Washington  ally  After  earn- 
ing bachelor's  and  master's  degrees,  Lay 
in  1965  joined  Humble  Oil,  the  prede- 
cessor to  Exxon  Corp.,  as  an  economist. 
To  fulfill  his  deferred  Vietnam  service, 
he  entered  U.  S.  Navy  Officer  Candidate 
School  expecting  to  be  assigned  to  a  sup- 
ply post.  But  Walker  intervened,  and  he 
was  sent  to  the  Pentagon,  where  he  was 
put  to  work  devising  a  modern  account- 


ing system  for  military  purchases.  There, 
he  exhibited  a  will  to  get  his  agenda 
passed,  even  at  the  expense  of  his  ego: 
Because  the  project  required  senior  offi- 
cers to  work  for  him,  Lay  cajoled  an  old- 
er, higher-ranking  officer  to  act  as  his 
proxy  in  dealing  with  Pentagon  brass, 
and  his  proposals  were  adopted.  Later,  he 
moved  to  the  Interior  Dept.  as  Deputy 
Under  Secretary  for  energy  matters. 

When  he  left  Washington,  Lay  had  an 
abiding  respect  for  politicians  and  wide 
contacts  in  the  world  of  federal  regula- 
tion, both  of  which  served  him  well  once 
he  took  over  at  Enron.  But  his  career- 
boosting  assignments  were  a  matter  of 
chance,  he  says:  "I've  never  had  a  life 
plan,  or  a  10-year  or  5-year  plan.  It's  a 

Lay  quickly  figured  out 
that  deregulation 
would  turn  the 
good-ol'-boy  world  of 
gas  on  its  head-so  he 
snapped  up  former 
energy  regulators 
who  didn't  wear  the 
blinders  of  the  old  era 


matter  that  I've  gone  through  lifefe 
lot  of  good  things  happened  to  m«: 
These  days,  Lay  recharges  bttf 

ning  two  or  three  miles  a  day,  exapg 
the  solitude  of  jogging  "to  get  t«H 
ative  juices  flowing."  He  and  his  a. 
wife,  Linda,  kick  back  in  a  beachHj 
on  Galveston  Island,  Tex.,  where  iH 
away  from  it  all  on  his  21-foot  m;-i 
Whaler.  The  Lays,  who  betweenH 
have  five  adult  children,  also  have  H 
ter  home  in  mi 
Colo.,  wher^J 
hit  the  slojfl 
least  three  tmt 

Since  his  H 

ington  days! 

has  kept  M 
ties  to  playl 
GOP  and  Denw* 

ic  circles.  InKj 
gy,  "we  carl 
nore    our  I 
officials  evenlEC 
want  to,"  he| 
So  he's  an  ;| 
visitor  in  Wal 
ton — and  an  active  fund-raiser  at  L 
Among  Enron's  directors  are  fill 
Commodity  Futures  Trading  Corf! 
sioner  Wendy  L.  Gramm  (Phil  Gr$ 
wife)  and  former  Deputy  Treasurjl| 
retary  Charls  E.  Walker.  Amonj  I 
mocrats,  Lay  counts  Nebraska  S(  J 
Bob  Kerrey  and  former  Treasury  i 
tary  Lloyd  Bentsen  as  friends. 
RELENTLESS.  But  politics  is  incider  'r 
the  larger  field  Lay  increasingly  wa  j  | 
play  on.  Electricity  could  dramat  |] 
enlarge  the  scale  of  what  Enron  has 
doing.  The  wholesale  natural-gas 
ket  Lay  helped  spawn  is  now  wort 
billion.  Adding  retail  gas  and  elect  > 
creates  a  market  more  than  five  f... 
that — the  reason  why  Lay's  deregu  r 
cam]  >aign  is  so  relentless.  For  the  p  j 
California  debate,  Enron  recruited  \ 
nology  giants   Lucent  Technok 
Hewlett-Packard,  and  Schlumberg 
lobby  for  suppliers'  right  to  install 
own  electric  meters.  Utilities  had  f< 
to  retain  existing  meters  as  a  cost  t 
ings.  But  Enron  and  its  allies  ai  jn 
that  unless  new  suppliers  could  i  \ 
meters,  services  such  as  off-peak  , 
ing  or  remote  reading  would  be  sev  ;( 
limited.  They  won. 

That's  the  kind  of  success  Lay  r  n 
to  keep  things  on  track.  "We  belie 
markets,"  he  says.  "Sometimes  tl  j, 
an  aberration.  But  over  time,  ma  \ 
figure  out  value."  This  is  one  free-m 
advocate  who  can't  afford  to  let  A  | 
ca's  last  big  monopoly  go  unchallen 
By  Gary  McWilliams  in  Hon  \ 


RISKY  TURF 

Politics 
delayed  the 
completion 
of  Enron's 
power  plant  in 
Dabhol,  India, 
and  slowed 
iPp  i^  down  Lay's 
global  push 
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NGLASS  HUT  IS 
ELING  THE  GLARE 

e  highflying  retailer  is  trying  to  reverse  a  slide 


5.  Chadsey,  ceo  of  Sunglass 
nternational  Inc.,  likes  to  tell 
he  specialty  retailer  muscled 
ray  to  the  top.  "We  came 
te  Pac-Man  and  took  away 
n  department  and  optical 
says.  The  company  also  gob- 
als,  growing  from  600  stores 
over  2,000  by  1996.  As  earn- 
1  from  a  loss  in  1993  to  $21 
fiscal  1995,  investors  played 

iiy- 

Chadsey 
larehold- 
learning 
jens  when 
nakes  a  wrong 
fiscal  1996 — ended  in  January, 
glass  Hut  lost  $225,000  on 
n  in  sales.  And  sq  far,  efforts 
the  slide  haven't  worked.  On 
e  Coral  Gables  (Fla.)  compa- 
;d  first-quarter  earnings  of 
own  96%  from  the  same  pe- 
3ar. 

*y  is  familiar.  After  years  of 
xpansion  in  a  niche  market,  a 
killer  falls  to  earth  when 


growth  begins  to  slow.  Chadsey,  49, 
blames  sunglass  makers,  cool  weather, 
and  other  external  factors  for  last  year's 
woes.  "Lack  of  new  product  was  far  and 
away  the  bulk  of  the  issue,"  he  says. 

But  suppliers  and  investors  say  that 
many  of  the  clouds  that  marred  Sun- 
glass Hut's  sunny  forecasts  came  from 
within.  During  last  year's  crucial  sum- 
mer season,  the  company  misjudged 
tastes,  bungled  consolidation  of  its  ware- 
houses, and  struggled  with  a  key  ac- 
quisition. "They  assumed 
there  was  an  almost 
infinite  demand  for 
product  because  [the 
stores]  were  so  hot 
early  on,"  says  R.  Ful- 
ton MacDonald,  president  of  New  York- 
based  retail  consultant  International 
Business  Development. 

For  many  years,  infinite  demand  was 
not  far  off.  Optometrist  Sanford  Ziff 
started  Sunglass  Hut  in  1971,  when  he 
opened  a  sunglass  kiosk  in  a  Miami-area 
mall.  In  1989,  his  son,  Dean,  brought  in 
Chadsey  from  retailer  Dayton  Hudson 
Corp.,  where  he  ran  the  Branden's  spe- 
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cialty  stores  unit.  By  June,  1993,  when 
Chadsey  and  Chairman  James  N. 
Hauslein  took  it  public,  Sunglass  Hut 
had  $141  million  in  sales. 

The  ipo  shifted  Sunglass  Hut's  growth 
into  warp  speed.  Even  as  it  plastered 
new  stores  into  malls,  airports,  and  de- 
partment stores,  same-store  sales 
growth  soared  from  5.6%  in  1992  to 
12.8%  in  1994.  And  in  June,  1995,  Sun- 
glass Hut  bought  its  largest  rival, 
I  ndianapolis-based 
Sunsations,  for 
$126  million  in 
stock  and  debt. 
It  grew  to  about 
one-third  of  the  $1.7 
billion  market  for 
premium  sunglass- 
es— those  selling  for 
above  $30.  The  split-adjusted  stock, 
trading  at  about  11  in  early  1995,  hit 
36!4  in  mid-March,  1996.  Says  an  ana- 
lyst: "These  guys  walked  on  water." 

Yet  the  first  signs  of  trouble  were 
already  showing.  In  December,  1995,  fi- 
nancial sleuth  Howard  M.  Schilit,  presi- 
dent of  the  Rockville  (Md.)  Center  for 
Financial  Research  &  Analysis,  sent  a 
report  to  his  investor  clients  warning 
that  Sunglass  Hut's  operating  cash  flow 


had  plummeted  and  inventories  were 
building  up.  He  also  noted  that  Sunsa- 
tions had  begun  to  weaken  before  the 
sale. 

Still,  Chadsey  remained  confident.  Re- 
tailers and  investors  were  anticipating  a 
boom  1996,  helped  in  part  by  trendy 
designs  such  as  a  metal  "wrap"  look 
by  Oakley  Inc.,  which  had  been  a  big 
1995  hit,  and  by 
the  1996  Summer 
Olympic  Games.  But 


Inventory  snafus,  bad 
weather,  and  a  lack  of  hot  new 
products  cooled  sales.  Share  value  plunged 


a  chilly  summer  dampened  demand,  and 
consumers  who  did  shop  weren't  happy. 
The  designs  did  not  differ  enough  from 
1995  for  style-conscious  buyers,  while 
traditionalists  rejected  the  metal  look. 
Same-store  sales  growth  fell  sharply: 
By  August,  it  had  dwindled  to  just  2.5% 
from  the  previous  year's  18.8%. 

Internal  snafus  exacerbated  the  prob- 
lem. In  late  June,  a  software  meltdown 
occurred  as  the  company  combined  five 


distribution  centers  into  a  nevK 
mated  center  in  Atlanta.  The  snaH 
ing  as  Sunglass  Hut  consolidUrt; 
warehouse  for  500  of  its  busiest  H 
meant  it  had  to  fill  orders  manuHj 
Some  suppliers  say  these  prow 
masked  the  sales  slump.  "Everya  t 
seeing  this  picture  of  phenlfti 
growth  and  assumed  that  produ  v. 
turning  over  at  retail,"  says  oneAii 
Mike  Parnell,  ceo  of  supplier  (|ki< 
"There  was  a  60-  to  90-day  timejeri 
where  they  lid: 
have  a  good  pxu 
on  what  thecal 
Inventories  swjeri 
$151.8  million  i  ! 
quarter  ended  w 
from  $129.4  Sffi 
the  previous  qiw 
By  the  end  of  September,  Silgi; 
Hut's  stock  had  plummeted  to  ablit 
It  now  trades  at  about  TX.  Shisy 
Wingate — whose  small  sunglas&hi 
was  bought  by  Sunglass  Hut  in  M 
has  seen  the  value  of  her  76,000  ie. 
fall  by  about  $1.4  million.  Says  Wiga 
"You  grow  and  grow  until  someuo) 
and  then  you  have  to  run  the  corfan 
Chadsey  says  he  warned  inVgtt 
that  sales  growth  would  one  dalle1 


Engineered 


beyond 


your  wildest 


dreams. 
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il 


Imits  that  the  once  voluble 
lammed  up  as  trouble  mount- 
eholder  lawsuit  filed  in  Janu- 
alleging  fraud  asserts  that 
ly  "failed  to  disclose  material 
n  insiders  sold  stock  in  April, 
:  it  was  trying  to  ensure 
iling  for  a  $115  million  bond 
st  June.  Chadsey  denies  the 
;  he  says  the  stock  and  bond 
place  before  a  slowdown  was 
The  company  has  moved  to 
3  suit. 

.  To  spur  sales,  Chadsey  pub- 
alog  in  late  summer,  with  little 
ible  to  control  inventory,  he 
he  industry  in  October  by 
irly  all  orders  from  Bausch  & 
and  others  and  seeking  to  re- 
3S.  "It  was  a  combination  of 
ipage  and  returns  that  took 


suppliers  by  sur- 
prise," says  Jim  Pritts, 
former  vice-chairman  of  sun- 
glass maker  Revo  Inc.,  a  unit  of  Bausch 
&  Lomb.  The  fallout  was  severe.  When 
Sunglass  Hut  tried  to  return  stock,  some 
suppliers  played  hardball,  canceling  re- 
bate and  discount  programs  and  causing 
Sunglass  Hut's  merchandising  costs  to 
rise. 

Now,  Chadsey  has  scaled  back  his 
grand  plans.  In  March,  the  company 
took  an  $18.7  million  write-off  to  close 
150  sites.  He  has  pared  inventory  and 
bolstered  management.  He  has  slowed 
the  rollout  of  watch-store  chain  Watch 
Station  and  will  open  just  150  Sunglass 
Hut  stores  this  year,  down  from  389  in 
1996.  The  advertising  budget  has  been 
doubled,  and  Chadsey  is  also  sprucing 
up  stores.  "Our  visual  presentation  got 


stale,  and  our  people  got 
stale,"  he  says. 

Still,  the  moves 
come  against  a  set- 
ting of  tougher 
competition  from 
chains  like  Ameri- 
can Vision  Cen- 
ters Inc.,  which  is 
giving  sunglasses 
more  space  in  its 
170  stores.  And 
burned  suppliers  say 
they're  now  cautious. 
Oakley's  Pamell,  for  one,  plans 
to  widen  his  distribution  base. 
Chadsey  concedes  the  pressure  is  on. 
Hauslein,  a  large  investor  in  the  com- 
pany since  1987,  has  left  his  investment 
firm  and  is  working  full-time  at  Sun- 
glass Hut.  While  Southeast  Research 
Partners'  retail  analyst  David  A.  Buchs- 
baum  thinks  the  company  will  rebound 
to  earn  $21.7  million  on  "sales  of  $600.6 
million  this  year,  he  says  it  must  re- 
gain credibility  on  Wall  Street.  Adds  a 
large  investor  who  bought  in  after  the 
shares  tanked:  "They're  starting  out 
humbled.  They  will  go  back  to  then-  ba- 
sic format  and  restart."  But  it  will  be  a 
while  before  anyone  compares  Sunglass 
Hut  to  Pac-Man  again. 

By  Gail  DeGeorge 
in  Coral  Gables,  Fla, 


Proof  that  dreams  do  come  true. 

Today,  everything  is  about  speed  and  efficiency.  Your  business  has  gone  global, 

and  you  need  to  keep  a  competitive  edge  by  having  all  the  latest  tools-  Which  is  why, 

as  the  world 's  leader  in  portable  technology,  you  can  always  rely  on  us  to  meet  your 

needs.  And  we  have,  time  and  time  again.  By  being  the  first  to  offer  you  portables  loaded 

^^^5     with  the  latest,  most  relevant  technology  Like  video  conferencing  and  Intel 

x— '  MMX"'  technology.  Introducing  the  Toshiba  Tecra  1  740CDT  You'll  find,  it  not  only 
pentium' 


►  MMX  TECHNOLOGY 


meets  your  expectations,  it  exceeds  them  No  other  portable  comes  close.  And 
though  flying  portables  aren 't  yet  a  reality  when  they  are,  we  11  be  the  first  to 


10 


Windows"95 

bring  them  to  you.  After  all,  our  commitment  to  delivering  you  the  latest  technology 
is  what  we're  about.  For  more  information  about  our  amazing  new  portables, 
call  1-800-457-7777,  or  visit  our  Web  site  at  http./i 'computers,  toshiba.com. 


In  Touch  with  Tomorrow 

TOSHIBA 


by  rO-20% using  the  166MHz  Pentium' 
processor  with  MMX  technology 

►  VIDEO  CONFERENCING 

Experience  face-to-lace  communication 
in  and  oul  o!  the  ollice  With  supenor 
video  quality  and  ease  ol  use 

►  13.3    COLOR  DISPLAY 
Equipped  with  brilliant  TFT  color  Imagine 
the  largest  display  available  in  a  portable 

►  10X  CD-ROM* 

Access  your  video,  sound  and  data 
with  the  maximum  speed  available 

Tecra  730XCDT  also  available 
150MHz  Pentium  processor,  optional  video 
conferencing  and  121"  color  display 
*  i  ■  ivei  ige  .)'-"[ 


Finance 


BANKING 


WHY  WELLS  FARGO  IS 
CIRCLING  THE  WAGONS 

Culture  clashes  with  First  Interstate  have  slowed  a  once  fleet  giant 


Not  long  ago,  Wells  Fargo  &  Co. 
was  one  of  the  sleekest — and  most 
profitable — banks  around.  The  San 
Francisco-based  company's  cost- 
conscious  management,  technological 
prowess,  and  streamlined  operations  were 
the  envy  of  the  industry.  Investors,  in- 
cluding Warren  Buffett,  lapped  up  Wells 
Fargo  stock.  The  bank's  average  return 
on  equity  in  the  first 
quarter  of  1996  was 
more  than  28%,  vs. 
16.5%  for  the  50  largest 
banks.  "Wells  Fargo  was 
really  on  top  of  its  peer 
group,"  says  Thomas  F. 
Theurkauf  Jr.,  an  ana- 
lyst at  Keefe,  Bruyette 
&  Woods  Inc.  in  New 
York. 

OPTING  OUT.  But  since 
Wells  Fargo  swallowed 
First  Interstate  Bancorp 
for  $11.3  billion  last  year 
in  a  hostile  takeover, 
Wall  Street's  little  dar- 
ling has  had  a  bad  case 
of  indigestion.  Comput- 
er-system glitches  have 
frustrated  customers 
and  caused  a  rash  of  ac- 
count errors.  Branch 
closings  have  led  to  long 
lines  at  remaining 
branches  for  customers 
who  prefer  tellers  to 
Wells  Fargo's  ubiquitous 
automatic  teller  ma- 
chines. "If  you  were  ex- 
pecting a  baby  within  a 
month,  you  could  basically  go  full  term 
standing  in  line,"  says  Allan  A.  Smaul,  a 
small-business  owner  who  recently  took 
his  accounts  elsewhere. 

Meanwhile,  an  unexpectedly  large 
number  of  First  Interstate's  senior  man- 
agement— 386  out  of  506  so  far — have 
cost  the  nation's  eighth-largest  bank- 
holding  company  at  least  $415  million: 
Rather  than  work  for  the  new  boss, 
they  opted  for  a  generous  severance 
package.  Many  other  executives  have 


THUMBS  DOWN 

BEFORE  THE 
TAKEOVER  BID 


OCT.  '95 


75 


AFTER  THE 
TAKEOVER  BID 


1  c  I    I    I    I    I    I    I    I    I    I    I  I 

OCT.  '95 
▲  INDEX:  OCT.  20,  '95=0 


DATA  BLOOMBERG  FINANCIAL  MARKETS 


left — voluntarily  or  not — because  of  the 
institutions'  cultural  differences.  First 
Interstate  was  known  as  a  traditional 
bank  in  which  customers  could  expect 
hand-holding  and  personalized  service. 
Wells  Fargo  is  known  for  efficiently  ex- 
ecuting customer  transactions  through 
the  most  convenient,  low-cost  channel. 
The  executive  exodus  has  forced  Wells 
Fargo  to  hire  temporary 
workers  and  pay  over- 
time to  grapple  with 
employee  shortages  and 
unfamiliar  systems.  "It 
has  not  been  a  pleasant 
picture  for  me  and  not 
one  that  I've  enjoyed," 
Wells  Fargo  Chairman 
and  ceo  Paul  Hazen,  a 
27-year  Wells  veteran, 
says  candidly.  And  on 
May  21,  the'  bank  an- 
nounced the  retirement 
later  this  year  of  Presi- 
dent William  F.  Zuendt, 
50,  who  oversaw  the 
consolidation  and  is 
often  credited  with 
Wells  Fargo's  technical 
innovations. 

Of  course,  Wells  Far- 
go is  hardly  in  dire 
straits.  The  bank  should 
meet  its  goal  of  cutting 
operating  expenses  an- 
nually by  $800  million. 
The  bank's  workforce 
has  shrunk  from  47,000 
in  April,  1996,  to  about 
35,000.  Some  428 
branches  have  been  or  are  being  closed 
or  sold,  with  more  on  the  way.  At  the 
same  time,  small-business  loans  grew 
44%  in  1996,  to  $2.1  billion.  Online  fi- 
nancial services  are  flourishing,  with 
more  than  300,000  active  customers,  vs. 
just  20,000  in  1995. 

But  at  the  moment  the  good  news 
pales  beside  the  troubles.  Merger 
headaches  and  competitors'  anti- Wells 
Fargo  advertising  blitzes  have  led  to 
customer  defections  and  sinking  rev- 
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enues.  Since  December,  the  ban  cm 
cedes  it  has  lost  about  1%  of  it^eu 
customers  outside  California  [va 
month — though  it  claims  a  simkj 
crease  within  its  home  state.  SayM 
G.  Willison,  ex-president  of  FirstiM 
state  who  is  now  vice-chairrd  at 
president  of  hf  Ahmanson  &  \oji 
large  consumer  bank:  "This  ha(b« 
the  most  problem-laden  merger  an  i 
the  West  Coast." 

NOT  SACRIFICIAL.  Wells  Fargo'sina 
rial  results  aren't  changing  that  free 
tion.  The  company  announced  fir^qus 
ter  earnings  of  $3.62  per  share-w 
below  analysts'  expectations  of$.i 
Loans  dropped  3%,  to  $63.5  billioiwli 
average  core  deposits  slid  4%,  om 
year  earlier,  to  $77.6  billion.  Sirs  c 
merger,  the  company's  stock  pi- 
suffered  (chart).  "I  didn't  anticipet 
reactions  outside  of  California  p  t 
way  we  do  business,"  says  Haze 


THE  RUSTLER 
ON  WELLS  FAR? 
HOME  TURF 

All  Wells  Fargo  &  Co.  Inc. 9| 
had  to  do  to  assess  the  cojpli 
that  lay  ahead  was  to  gazai 
Francisco  Bay  back  in  July,  19p. ' 
sailing  the  waters  on  the  samtjla:. 
announced  the  first  branch  clorig 
its  $11.3  billion  merger  with  I 
state  Bancorp,  was  an  80-foot 
rented  by  Glendale  Federal  B;  i 
nia's  ninth  largest.  On  the  bar 
40-foot-high  sign  showing  a  sti 
with  an  X  through  it  declarim  " 
to  switch  banks." 

The  barge  gambit,  and  a  sujcfc 
of  other  highly  successful  publit 
designed  to  lure  merger-anxio1  < 
tomers  away  from  giant  Wells  ir 
work  of  Stephen  J.  Trafton,  Gp 
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's  impending  retirement  after 
it  Wells  has  created  further  in- 

Hazen,  who  clashed  with 
ver  management  issues,  says 
sd  a  team-oriented  structure, 
mdt  preferred  a  more  hierar- 
ain  of  command.  But  Hazen 
that  Zuendt's  departure  is  un- 

the  bank's  woes.  "He  is  not  a 
lamb,"  says  Hazen,  who  is  re- 
uendt  with  four  vice-chairmen 
y  created  Office  of  the  Chair- 
,  Sandra  J.  Flannigan,  an  ana- 
jrrill  Lynch  &  Co.,  says  that  it 
e  issue  as  to  how  much  strife 


the  integration  has  caused.  And  it  does 
not  make  me  feel  any  more  comfortable 
about  the  company's  near-term  outlook." 

Rivals  are  crowing  about  all  the  un- 
rest. Cindy  Leslie-Cardenas,  a  branch 
manager  at  Glendale  Federal  Bank  in 
Encino,  Calif.,  whose  husband  hands  out 
her  business  card  to  customers  waiting 
in  line  at  Wells  Fargo  branches,  says 
that  business  accounts  at  her  location 
have  jumped  from  30  to  450  in  the  past 
18  months.  Two-thirds  of  those,  she  es- 
timates, came  from  the  merged  banks. 

Union  Bank  of  California  says  it  is 
adding  100,000  new  accounts  annually, 


CEO  PAUL  HAZEN:  It  has 

not  been  a  pleasant 
picture  for  me  and  not 
one  that  I've  enjoyed" 

most  of  which  also  are  coming 
from  Wells  Fargo.  Industry 
experts  say  Wells  Fargo  mis- 
calculated the  allure  of  its 
nifty  electronic-banking  ser- 
vices to  customers  who  pre- 
fer warm  and  fuzzy  banker  re- 
lationships. "In  hindsight, 
Wells  Fargo  didn't  know 
enough  about  First  Inter- 
state," says  Raphael  Soifer,  an 
analyst  at  Brown  Brothers 
Haniman  &  Co.  in  New  York. 
Experts  also  say  Wells  Fargo 
let  too  many  First  Interstate 
executives  go  before  it  could 
capitalize  on  their  knowhow. 

Despite  these  difficulties, 
Hazen  insists  his  bank  will  re- 
turn to  its  glory  days.  The  company  plans 
to  launch  fresh  marketing  campaigns  to 
lure  new  customers.  It  also  is  focusing  on 
improving  customer  service  to  keep  its 
current  clients.  Hazen  concedes,  however, 
that  regaining  the  bank's  previous  stature 
will  take  time.  "The  less  measurable  costs 
to  this  are  to  the  organizational  reputa- 
tion," he  says.  "In  markets  where  we 
weren't  well  known,  what  customers  first 
saw  was  degraded  service  levels.  That's 
not  what  we  stand  for."  Now  all  Hazen 
has  to  do  is  prove  it. 

By  Linda  H'ntielstein  in  San  Francisco, 
with  Kathleen  Mortis  in  Los  Angeles 


arcastic  ads  mocking  the 
:h  emblem  blare  from  ma- 
adio  stations,  advising 
lit  the  trail"  by  calling 
)ne  ad  began:  "We  have 
ir  old  bank.  For  a  sum- 
w  ways  we  will  be  jerking 
ess  one.  For  a  list  of  em- 
e  who  have  been  fired, 
ifton's  "guerrilla  market- 
eatured  Glendale  bank 
a  suits  dispensing  aspirin 
''argo  branches  and  escort- 
customers  to  Glendale 
agecoach. 

,  a  mountain  climber  who 
s  way  from  beneath  an 
le  Canadian  Arctic  and 
1  his  50th  birthday  atop 
(i,  "This  is  an  all-out  bat- 
l."  And  Wells  is  giving 
Since  early  1996,  Glendale 
lost  doubled  its  checking 
$580  million  to  $1.1  bil- 
l  half  came  from  Wells, 
led  the  percentage  of 


GUERRILLA  MARKETING: 

Trafton's  caustic  ads  prod 
Wells  Fargo  customers 
to  "hit  the  trail" 

checking  accounts  to  13%  of  total 
deposits.  "I  stand  in  awe  of  the 
guy,"  says  Union  Bank  of  Cali- 
fornia Vice-Chairman  Richard 
C.  Hartnack.  "Negative  ads  are 
an  art  form  that  usually  does 
not  work.  Glendale  has  to  be 
respected." 

Some  analysts  believe  that 
Trafton  is  less  interested  in  zap- 
ping Wells  than  in  selling  out. 
Glendale  should  be  getting  as 
much  as  $1.5  billion  stemming 
from  a  1980s  accounting  dispute 
with  the  federal  government,  which 
would  make  it  an  attractive  takeover. 
"He  has  marketed  himself  to  consumers 
as  the  antimerger  bank  while  posting  a 
For  Sale  sign  to  out-of-state  banks,"  says 
Caren  E.  Mayer  of  Montgomery  Securi- 


ties. Trafton  is  not  ruling  out  a  sale.  But 
most  of  his  energies,  he  says,  are  focused 
on  "the  primary  enemy,  Wells  Fargo" — 
and  on  rounding  up  more  gorilla  suits  for 
his  employees. 

By  Kathleen  Morris  in  Los  Angeles 
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INVESTMENT  BANKING 


LAZARD  GETS  A 

GROWN  PRINGE-SORT  OF 

Has  David-Weill  really  anointed  Steve  Rattner  his  successor? 


For  twenty  years,  Michel  David-Weill 
has  run  the  New  York,  London,  and 
Paris  Lazard  houses  with  an  iron 
fist.  His  charming  Old  World  style  cam- 
ouflages his  reluctance  to  share  power. 
And  the  64-year-old  billionaire  has  no 
reason  to,  since  Lazard  is  a  private  com- 
pany and  he  is  its  controlling  sharehold- 
er. But  David-Weill  has  a  problem:  There 
is  no  one  to  carry  on  for 
him.  His  four  daughters 
have  shown  no  interest 
in  the  business.  His  son- 
in-law,  Edouard  M.  Stern, 
once  a  potential  heir  ap- 
parent, left  the  firm  in 
April  to  pursue  his  own 
business.  And  68-year-old 
Felix  G.  Rohatyn,  who 
was  the  firm's  most  fa- 
mous rainmaker,  retired 
on  Apr.  30  after  he  was 
nominated  as  the  U.  S. 
Ambassador  to  France. 

Finally,  on  May  22, 
David-Weill  anointed  his 
successor  at  Lazard 
Freres  &  Co.,  the  New 
York  firm.  Well,  sort  of. 
Journalist-turned-invest- 
ment banker  Steven  Rat- 
tner, 44,  was  promoted 
to  the  ambiguously  titled 
position  of  deputy  chief 
executive.  Is  Rattner  the 
firm's  heir  apparent? 
"Until  things  exist,  they 
don't  exist,"  David-Weill 
says  obliquely.  "He  cer- 
tainly is  in  line  for  that 
responsibility  [of  chief  executive]." 
MORE  DEMOCRACY.  Nevertheless,  La- 
zard partners  in  New  York  believe  that 
Rattneris  elevation  marks  the  passing  of 
the  baton  to  the  next  generation  and  a 
new  era  not  entirely  dominated  by 
David-Weill.  Along  with  Rattner,  four 
Lazard  partners  were  promoted  to  vice- 
chairmen,  all  to  serve  on  a  newly 
formed  management  committee.  The 
purpose:  more  democracy.  Says  Rattner: 
"Michel  will  be  a  little  less  the  emperor 
and  a  little  more  the  president." 

Founded  in  New  Orleans  in  1848  by 


three  French  brothers,  Lazard  has  been 
slow  to  change.  Two  seismic  events  trig- 
gered recent  changes.  First  was  the  de- 
parture of  Rohatyn.  He  had  a  powerful 
hold  on  the  firm  due  to  his  ability  to 
generate  a  big  portion  of  its  profits. 
Other  bankers  had  to  live  in  his  shadow. 

Concerned  about  replacing  Rohatyn's 
rainmaking  abilities,  David-Weill  talked 


it  Michel  will  be  a  little  less  the 
emperor  and  a  little  more  the 
president.  J  J 

—  STEVE  RATTNER  on  his  boss,  Michel  David-Weill 


to  investment  banker  Bruce  Wasser- 
stein  about  joining  Lazard  earlier  this 
year.  Stigmatized  in  the  1980s  for  being 
too  aggressive,  Wasserstein  still  attracts 
high-profile  clients.  The  deal  died,  part- 
ly because  Lazard  partners  were  furious 
that  Wasserstein  might  eclipse  their 
chance  for  a  place  in  the  sun.  "They 
went  crazy.  There  was  enormous  re- 
sentment," says  a  former  partner. 

David-Weill's  solution  was  to  promote 
Rattner.  The  son  of  the  head  of  a  paint- 
manufacturing  company,  Rattner  was 
raised  in  Great  Neck,  N.  Y.  After  grad- 


uating from  Brown  Universi 
worked  as  a  New  York  Times  n 
for  eight  years.  Deciding  he  \ 
smart  as  the  people  he  was  cover 
joined  Lehman  Brothers  Inc. 
quickly  moved  to  Morgan  Stai 
Co.,  where  he  began  the  firm's  mi 
vestment-banking  practice. 

In  1989,  Rattner  jumped  to 
and  worked  on  major  deals,  such 
sale  of  Paramount  Communicatio 
to  Viacom  Inc.  in  1994.  "He's  ext 
creative,  he's  smart,  and  he's  d 
earth.  He  doesn't  fit  the  mold  of 
investment  banker,"  says  Martin 
who  worked  with  Rattner  as  the 
head  of  Paramount.  Rattner  also 
on  the  $11  billion  sale  of  Continen 
blevision  to  U  S  West  in  1996 
the  sale  of  Ziff-Davis  to  Forsti 
&  Co.  and  its  resale  to  SoftBank 
mi      Rattner  say 
biggest    job  w 
changing  the 
from  every  man  f 
self  to  a  team  ap 
He  wants  to  g 
firm's  capital-mark 
vestment-bankin 
asset-managemen 
nesses   in  New 
working  together, 
partners  are  kn 
fight   for  busin 
much   with  thei 
leagues  down  the 
with  competitors.  1 
must  mesh  the 
York,  London,  anc 
Lazard  houses,  whi 
separate  entities, 
have  been  a  lot 
sions  within  the  fii 
like  to  think  now 
over,"  says  one 
four  new  vice-cha 
Damon  Mezzacapj 
Rattner  also 
modernize  Lazard 
chronistic  manag< 
Many  decisions 
made  based  on 
conversations  between  David- We 
Rohatyn.  The  solution  will  be  a 
management  committee  to  run  th 
"Under  this  new  structure,  wl 
make  some  meaningful  improveni 
says  Kendrick  R.  Wilson  III,  ,% 
vice-chairman. 

Some  former  Lazard  insiders,  tff 
think  that  David-Weill  is  simphte 
ing  Rattner.  "Michel  owns  this  fin. 
runs  the  firm  any  way  he  wants!! 
one  naysayer.  But  even  DavidM 
can't  rule  forever. 

By  Leah  Natfians  Spiro  in  Nevft- 
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BANKING 


ARE  ATMs  STILL 
MONEY  IN  THE  BANK? 

Kingpins  NCR  and  Diebold  scramble  as  rivals  mushroom 

At  the  massive  Chelyabinsk  Metal- 
lurgical Works  in  the  Russian 
Urals,  workers  marvel  as  they  pick 
up  their  ruble  salaries  at  automated 
teller  machines  just  installed  by 
Moscow's  SBS-Agro  Bank.  In  Columbus, 
Ohio,  meanwhile,  Banc  One  Corp.  plans 
to  boost  its  12-state  ATM  network  over 
the  next  three  years  from  2,000  to 
20,000  machines.  Hong  Kong,  however, 
has  the  world's  biggest  concentration  of 
ATMs  and  what  may  be  the  single 
busiest:  A  machine  at  the  Lam  Tin  sub- 
way station  in  eastern  Kowloon  handles 
500  transactions  daily,  nearly  double 
that  of  the  typical  U.  S.  ATM. 

Twenty  years  after  its  introduction, 
the  atm  has  become  ubiquitous — only 
tv  sets  and  computers  boast  more 
screens.  Sales  are  booming:  Last  year, 
ATMs  grew  41%  in  a  market  now  esti- 
mated at  $25  billion  in  software,  tele- 
coms,  and  ATMs  themselves. 

Riding  the  crest  of  this  swelling  glob- 
al wave  are  two  venerable  companies 
in  Ohio:  Diebold  Inc.  and  ncr  Corp.  NCR 
is  the  No.  1  ATM  maker  in  the  world, 
followed  by  Diebold,  which  is  first  in 
the  U.  S.,  with  NCR  not  far  behind. 
Diebold  concentrates  on  low-end  ma- 
chines, while  ncr  focuses  on  more  so- 
phisticated ATMs.  The  nearest  competitor 
of  any  size,  Japan's  Fujitsu  ici  Ltd., 
sells  only  half  as  many  machines  as 
ncr — 31,000  in  1996— and  about  60%  of 
what  Diebold  does. 

UPSTARTS.  Yet  as  atm  use  expands,  the 
two  leaders  are  having  a  tougher  time 
hanging  on  to  their  leads.  New,  smaller 
ATMs  invented  by  upstarts 
are  eating  into  the  mar- 
ket's lower  end  with  cheap, 
simple   cash  dispensers. 
Diebold  and  NCR  also  must 
anticipate  new  generations 
of  atms  that  may  further 
revolutionize  banking.  One 
new  ATM  that  can  recharge 
electronic  debit  cards,  for 
example,  is  so  small  it  can 
fit  into  a  shirt  pocket. 

Not  only  must  NCR  and 
Diebold  watch  out  for  new 
competition,  they  also  must 


continue  to  duke  it  out  one  on  one.  "Not 
long  ago,"  says  Andrew  M.  Orent,  NCR 
vice-president  for  self  service  in  the 
U.  S.,  "we  were  giving  a  daylong  pre- 
sentation at  a  large  New  Jersey  bank 
that  wanted  to  buy  ATMs.  When  we 
walked  out,  there  was  Diebold  sitting 
and  waiting  to  go  in.  We  smiled.  They 
smiled.  We're  like  Coke  and  Pepsi." 


The  fiercest  battlegrounds,  ho 
are  in  less  developed  parts  of  the 
especially  China,  Russia,  and 
America,  where  demand  for  ATM: 
tense.  That's  largely  because  th<| 
gions  are  woefully  short  of  banM, 
most  ordinary  transactions  are  hW 
in  cash. 

HOMESPUN.  Take  India,  populatilL 
million.  Some  250  million  IndianKi 
incomes  easily  high  enough  to  usJji 
Yet  there  are  only  about  1,300  mA 
in  the  entire  coBr 
says  Per-Olof  Locjl 
senior  vice  -preside 
financial  systems  ift 
don.  So  far,  Diebdf 
dominated  India  ajffi 
a  joint  venture  ton 
atms  with  Dieboljli 
Private  in  Madsjj/ 
avoid  duties  and  fl 
taxes,  ncr  has  bedjw 
disadvantage  bA 
most  of  its  machi™ 
made  in  ScotlanBi 
Canada.  Sill,  ncB; 
come  on  strong  inn 
Since  entering  thm 
ket  last  year,  Ms 
stolen  HongkongH 
from  Diebold  arjpj 
Diebold's  monopoll 
60%  market  shanffll 
expects  to  make  tw\ 
India  soon. 

Despite  their  1. 
clout,  the  two  psi' 
have  homespun,jfl 
western  backgr(!§ 
Diebold,  based  inl , 
ton,  for  years  sm 
ized  in  bank  vaults.  Its  board  1 
man  once  was  The  Untoucha 
crimebuster  Eliot  Ness.  Thanks  n$ 
to  atms,  Diebold  has  seen  its  rem 
rocket  to  more  than  $1  billion  lasj/l 
while  its  net  income  rose  27%  tol 
million.  Chief  Executive  Officer  ibi 
E.  Mahoney  expects  revenue  toft 
12%  to  15%  in  each  of  the  next  fit 


ATMs  ARE 
MULTIPLYING. 


...WHILE  NCR  AND 
DIEBOLD  DUKE  IT  OUT 


▲  THOUSANDS  OF  NtW  ATM  MACHINES 
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VED-WHY  JUST 
COMPETITORS? 
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spreadsheet,  you  can  grab  the  most  current  market  data  for  your  sales  forecast  -  red-hot  off  the 
Web.  Then  publish  the  forecast  directly  to  a  Lotus  Notes'  database  and  onto  your  company  intranet. 
So,  in  this  ruthlessly  competitive  world,  you  and  your  coworkers  can  be  armed  with  up-to-the-second 
information  that  can  help  you  do  your  jobs  more  effectively. 

THE  FIRST  OFFICE  SUITE  SPECIFICALLY  DESIGNED  TO  WORK  THE  WEB.  SmartSuite  97 
is  web-conscious  through  and  through.  Each  application  lets  you  connect  immediately  to  whatever 
information  is  vital  to  the  task  at  hand.  And  each  application  makes  it  easy  to  publish  your  work 
onto  the  Net,  empowering  others  to  make  the  best  decisions. 

SmartSuite  97  also  makes  it  easy  to  stay  organized  as  you  stay  up-to-date.  The  Lotus  SmartCenter™  lets 
you  create  a  set  of  personalized  drawers  for  applications,  files  and  every  source  of  information.  (The 
SmartCenter  Internet  drawer  provides  live  Web  access  to  news  and  more.)  It's  all  about  getting  more  stuff 
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years.  Dayton-based  NCR  is  struggling 
to  get  back  on  its  feet  after  a  disas- 
trous five-year  ownership  by  at&t. 
Chairman  Lars  Nyberg  is  pushing  ATMs 
as  a  way  to  sustain  a  financial  turn- 
around. First-quarter  1997  losses  were 
only  $16  million,  compared  with  $65 
million  for  first-quarter  1996. 

The  two  kingpins  are  now  encoun- 
tering growing  threats  to  their  hege- 
mony. The  most  important  U.  S.  chal- 
lenger is  Triton  Systems  Corp.,  a  small 
Long  Beach  (Miss.)  company.  Using 
cheaper  phone  service  and  machinery,  it 
began  production  in  1992 — a  time  when, 
says  Executive  Vice-President  Frank  J. 


The  fiercest  ATM  wars 
are  in  less  developed 
countries,  where 
demand  is  intense 


Wilem  Jr.,  "the  pundits  thought  that 
the  market  was  just  too  saturated."  Tri- 
ton has  trimmed  5%  off  Diebold's  mar- 
ket share. 

NONBANK.  ncr  and  Diebold  also  face  a 
small  but  growing  band  of  nonbank 
ATMs,  mainly  cheaper,  smaller  machines 
owned  by  groups  of  private  investor's 
who  make  profits  from  surcharges  on 
vr.\i  transactions.  "The  banks  don't  know 
how  to  react  to  us  yet,"  says  Frank  A. 
Capan,  president  of  Access  Cash  in  St. 
Paul,  Minn.  Indignant  consumer-  groups 
and  regulators,  however,  are  pushing 
for  bans  on  these  fees,  which  are  some- 
times as  high  as  $2.50. 

Although  Diebold  and  NCR  are  build- 
ing fancier  machines,  they  will  be  seri- 
ously hurt  if  they  give  away  the  lower- 
end  of  the  market.  And  technological 
advances  are  taking  the  atm  concept 
into  new  areas.  Some  machines,  for  ex- 
ample, can  take  applications  for  un- 
secured loans  and  mortgages. 

Technology  is  opening  up  other-  op- 
portunities, too.  A  Perth  (Australia)  firim 
named  Intellect  Electronic  Inc.  is  mar- 
keting a  pocket-size  household  ATM  that 
costs  about  $100  and  can  put  credits  on 
electronic  cash  cards  that  later  can  be 
used  to  get  cash  or  pay  bills. 

While  Diebold  and  NCR  are  still  on 
top,  they'll  only  keep  their  leads  pro- 
vided they  watch  out  for  new  competi- 
tors and  technologies — and,  of  course, 
each  other. 

By  Peter  Galuszka  in  Cleveland, 
with  David  Lindorff  in  Hong  Kong  and 
Carol  Marlack  in  Moscow 


COMMENTARY 


By  Jeffrey  M.  Laderman 

MUTUAL  FUNDS:  WHEN  PAST 
ISN'T  PROLOGUE 


Past  performance  may  be  no 
guarantee  of  future  returns,  but 
it  sure  does  sell  mutual  funds. 
That's  why  new  funds  are  often  at  a 
disadvantage  until  they've  built  a 
track  record.  Now,  the  Securities  & 
Exchange  Commission  has  given 
funds  an  opportunity  to  create  a  his- 
tory they  never  had. 

In  letters  to  several  mutual-fund 
companies  in  1996  and  early  1997, 
the  agency's  Investment  Manage- 
ment Div.  outlines  the  conditions  un- 
der which  a  fund  prospectus  may  in- 
corporate info  on  how  managers 
performed  at  other  funds  or  how 
similar  investment  formats 
fared.  For  example, 
with  the  approval  of  the 
sec,  the  Bramwell 
Growth  Fund's 
prospectus  includes 
the  track  record  of 
the  Gabelli  Growth 
Fund  when  Eliza- 
beth R.  Bramwell 
ran  it.  Likewise,  the 
prospectus  of  two 
Nicholas-Applegate 
funds  include  the 
records  of  institution- 
al accounts  managed 
in  the  same  style. 

The  agency's  intent  is 
to  better  inform  investors 
about  a  portfolio  manager 
or  particular  style  of 
stock  selection.  But  it's  an 
ill-conceived  idea  that 
does  more  harm  than  good. 

Plenty  of  funds  are  trying  to  take 
advantage  of  the  now-portable  per- 
formance records.  In  a  recent  speech 
before  a  fund  industry  conference, 
Barry  P.  Barbash,  director  of  the 
SEC's  Investment  Management  Div., 
complained  that  too  many  funds  are 
stretching  far  beyond  where  the 
agency  intended  them  to  go. 
"BIG  LOSS."  Fund  companies  don't 
have  to  seek  prior  approval  before 
pasting  an  old  record  into  a  new 
fund  prospectus.  But  Heidi  Stam,  the 
division's  associate  director,  says  the 
staff  reviews  how  such  data  is  pre- 
sented "to  be  sure  it's  accurate,  com- 


plete, and  not  misleading.''  Still,  J 
like  taking  a  tax  deduction.  If  yd 
think  you're  entitled  to  it,  do  it— 8 
be  ready  to  support  your-  claim.  | 
But  the  issue  is  not  the  accum 
of  the  numbers.  The  problem?  It 
not  easy  to  say  who  can  take  cni 
for  a  fund's  results.  For  instance* 
star  small-cap  stock  manager  coil 
leave  a  giant  like  Fidelity  Invest  ' 
ments  and  attach  his  record  to  ai 
fund.  But  what  if  much  of  his  pa 
results  had  come  from  hot  initial 
public  offerings  the  fund  got  due) 
Fidelity's  clout?  Would  that  same 
star  have  as  hot  a  hand  elsewher.'. 

Portable  performan| 
also  troubling  becaus$ 
departs  from  the  strf 
rules  under  which  fug 
have  reported  results} 
Those  rules  make  fun 
records  more  reliable  ;d 
comparable  than  those  I 
privately  managed  ac-  I 
counts.  Indeed,  both  1$ 
ingstar  Inc.  and  Lippel 
Analytical  Services  Inc.,  wh| 
track  funds,  say  they  will  no| 

3  It's  not  easy  to  1 
7  pinpoint  credit  foi 
fund's  results.  A  firm's  cloi 
could  buoy  a  hot  manager^ 

use  prior  performance  in  determi 
much-prized  ratings  and  ranking;  J 
"We're  getting  calls  from  invesM 
who  fear  they  won't  be  able  to  tern 
the  fund  numbers,"  says  Don  Phil* 
Morningstar's  president.  "It  will  Yi 
big  loss  if  investors  lose  faith."  '\Y.: 
would  be  a  high  price  to  pay  for  I 
something  that's  unnecessary  in  t 
first  place.  With  the  media  attentijp 
afforded  star  managers,  top  perfo* 
ers  are  able  to  attract  a  lot  of  mo;J 
to  new  funds  without  having  to  slw 
together  a  record  from  the  past.  I 

Senior  writer  Laderman  covert 
mutual  funds. 
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The  Merrill  Lvnch  Performance  Difference 


lerrill  Lynch  offers  an  alternative  to  commissions. 
Introducing  a  unique  way  to  manage 
all  your  finances  for  one  annual  fee. 


No  Commissions 
on  Transactions 

For  a  wide  variety  of 
investments  including  Stocks, 
Bonds  and  Mutual  Funds. 


No  Fees  for 
Account  Services 

Accounts  for 
everything  from  trading 
to  college  to  retirement. 


More  Assets  =  More  Benefits 
&  More  Transactions 


Cost  Savings 

Margin  Loans, 
Mortgages  and 
Trust  Services. 


Platinum 

'SI. 000.000  + 

ft;:    a,m,  ,\ 

Gold 


Silver 

$250.<HXI- $500,006  Ass 

Bronze 

S 100.000  $250,000  Ass 


Advice  and 
Guidance 


Financial  Planning 

Highest  scoring  plan 
in  recent  comparative  study. 


And  your  fee  rate  decreases. 


of  a  Merrill  Ly>ich 
Financial  Consultant. 


Research 


Rated  Top  Equity  and 
Fixed-Income  Research  Team 
by  Institutional  Investor. 


Merrill  Lynch  Financial  Advantage M  Service 

One  Comprehensive  Approach.  One  Annual  Fee. 


he  Merrill  Lynch  Financial  Advantage  Service 
you  a  wide  range  of  choices  to  help  you  manage 
inances.  It's  an  approach  with  a  broad  spectrum 
iducts  and  services  to  meet  your  individual  needs 
ortfolio  size. 

nd  with  the  introduction  of  this  innovative  ser- 
Merrill  Lynch  is  the  first  firm  to  offer  such  a 
;  of  either  traditional  fees  and  commissions  or  a 


relationship-based  fee — one  annual  price  based  on 
your  eligible  assets. 

You  finally  have  a  choice  in  how  you  compensate 
your  financial  professional  for  the  specific  products  and 
services  you  want  and  need. 

To  find  out  more,  call  your  local  Merrill  Lynch 
Financial  Consultant  or  the  number  below. 

The  difference  is  choice. 


Call  1-800-MERRILL,  ext.  FAS36 
The  difference  is  Merrill  Lynch. 


Merrill  Lynch 


A  tradition  of  trust. 


ns  apply  to  the  types  of  securities  to  be  purchased  and  the  services  provided,  some  ot  which  are  not  available  in  all  locations.  See  the  client  brochure  and  client  agreement  for  further  details.  Certain  services,  such 
research  anH  your  Financial  Consultants  advice  and  guidance,  are  customarily  available  to  all  Merrill  Lynch  clients.  *This  1906  HayGroup  comparative  study  was  commissioned  by  Merrill  Lynch  to  compare 
nancia!  planning  reports  based  upon  objective  criteria  and  was  not  a  customer  survey  The  above  summary  of  these  findings  was  prepared  by  Merrill  Lynch, 
ynch.  Pierce.  Fenner  &  Smith  Incorporated  Member  S1PC  Merrill  Lynch  Financial  Advantage  is  a  service  mark  of  Merrill  Lynch  &  Co.,  Inc. 


To  the  young  they  say  wait. 

Be  patient. 

Your 
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Introducing  the  AMD-K6 
MMX  processor 


In  today's  hyper-linked,  hyper-speed  world, 
dreams  have  expiration  dates.  So  don't  wait. 
Act.  Fast.  Introducing  the  AMD-K6™  MMX 
processor.  It  is  the  most  awesome  engine 
ever  built  for  running  Microsoft  Windows® 
It's  faster  than  a  Pentium  Pro.  And  with  MMX 
(multimedia  extensions)  instructions,  a  new 
generation  of  multimedia  sound,  video,  color 
and  graphics  will  fly  across  your  PC  screen. 
But  then,  that's  the  kind  of  performance 
you'd  expect  from  a  company  that's  shipped 
over  50  million  processors  in  just  the  last 
five  years.  So  what  are  you  waiting  for?  Visit 
our  website  or  call  1-800-222-9323. 

AM  DiTt 

www.amd.com 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

SMALL-CAPS 
TO  WATCH 


Forget  the  blue  chips,  advises  Marc 
Robins.  Go  for  the  small-caps.  "In- 
vestors shouldn't  shun  the  50%  mark- 
downs  in  the  market's  bargain  base- 
ment," says  the  editor-in-chief  of  The 
Red  Chip  Review,  where  "tomorrow's 
leading  stocks"  are  to  be  found.  In- 
deed, in  the  past  few  weeks,  Nasdaq's 
small-cap  stocks  have  been  rallying. 

The  Red  Chip  Review  tracks  and 
rates  more  than  300  stocks  with  market 
caps  of  $40  million  to  $750  million — 


READY  TO  RISE? 


STOCK 

MAY  28  PRICE 

52-WEEK  RANGE 

IN  FOCUS  SYSTEMS 

23% 

12K-34 

MONACO  COACH 

22 

10^-30 

SIMULA 

16X 

12^-26 

TARRANT  APPAREL 

15M 

7K-25 

DATA:  THE  RED  CHIP  REVIEW 

most  of  them  unknown  to  Wall  Street. 
(These  red  chips  are  not  to  be  confused 
with  Hong  Kong-based  companies 
owned  by  the  Chinese.)  The  publica- 
tion started  in  August,  1993,  and  so 
far  has  11  analysts,  including  Robins. 
Some  of  his  big  winners  include: 
Medicis  Pharmaceutical  (mdrx),  which 
Robins  rated  a  buy  on  Jan.  17,  1996,  at 
12&  It  hit  a  high  of  47  on  Jan.  23,  1997. 
This  year,  one  of  his  biggies  is  Innovex 
(invx):  He  recommended  it  in  late  Au- 
gust when  it  was  at  8;  it  jumped  to  a 
high  of  A2~A  on  May  7. 

Topping  his  new  list:  In  Focus  Sys- 
tems (infs),  a  supplier  of  portable 
liquid-crystal  display  data  and  video 
projectors;  Monaco  Coach  (mcco),  pro- 
ducer of  a  wide  range  of  motor  homes; 
Simula  (SMU),  a  maker  of  auto  air  bags 
and  "crashworthy"  airline  seats;  and 
Tarrant  Apparel  Group  (TAGS),  de- 
signer and  maker  of  women's  apparel 
for  large  retailers,  such  as  The 
Limited,  Sears,  and  Target  Stores. 

When  Robins  tagged  In  Focus  a  buy 
in  late  April,  it  was  trading  at  17.  It 
has  since  gone  to  23,  and  he  thinks  it's 
headed  to  34.  The  reason:  Robins  sees 
ballooning  demand  for  In  Focus  prod- 
ucts, which  allow  group  viewing  of  mul- 
timedia data  and  information.  And 
through  a  joint  venture  with  Motorola, 
In  Focus  is  designing  newT  lcd  tech- 


nologies. In  Focus  should  earn  $1.86  a 
share  this  year  and  $2.40  in  1998,  up 
from  1996's  $1.16,  figures  Robins. 

Sales  at  Monaco  Coach  rose  158%,  to 
$365  million  in  1996.  They're  expected 
to  hit  up  to  $430  million  in  1997  and  up 
to  $494  million  in  1998.  Robins  sees 
earnings  going  to  $1.92  in  1997  and 
$2.60  in  1998,  from  1996's  $1.23. 

He  expects  a  sharp  turnaround  in 
sales  and  earnings  at  Simula,  with  rev- 
enues hitting  $104.4  million  this  year 
and  $150  million  in  1998,  up  from  $66.7 
million  last  year.  Ditto  for  earnings: 
41(2  this  year  and  $1.12  in  1998,  versus 
a  760-a-share  loss  last  year. 

Robins  figures  Tarrant  will  make 
$1.75  this  vear  and  $2  in  1998,  up  from 
1996's  $1.53. 

A  HUNGER  FOR 
OPTA  FOOD? 

Little-known  Opta  Food  Ingredients 
(opts)  is  getting  to  be  quite  visible 
to  major  packaged-food  companies  and 
even  McDonald's.  A  maker  of  food  in- 
gredients that  cut  fat  and  enhance 
taste  and  nutritional  content,  Opta  has 
a  "huge  potential  in  its  niche  markets," 
says  one  New  York  money  manager 
who  has  been  buying  shares. 

True,  the  company  has  been  in  the 
red  in  the  past  four  years,  and  sales 
are  just  nearing  $10  million — up  from 
$4.8  million  in  1994.  But  it's  in  the 
throes  of  breaking  even  this  year — if 
not  jumping  into  the  black,  says  the 
hedge  fund  manager.  He  notes  that 
French  giant  conglomerate,  Compag- 
nie  Financiere  de 
FATTER  CITY  FOR     Paribas,  has  tak 
A  FAT  REDUCER      en  a  12.7%  stake 
in  Opta. 

Paribas  first 
purchased  531,900 
shares  in  October 
at  7%  a  share  on 
the  open  market. 
In  December,  it 
bought  854,771 
shares  from  Pfizer 
at  8'A. 

"That  reassures 
me    that  when 
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money,  it  will  produce  explosive  earn- 
ings," says  the  pro.  And  if  it  fails  to 
make  it  on  its  own,  "I  expect  it  will  be 
bought  out — if  not  by  Paribas,  then  by 
one  of  the  food  companies,"  he  adds. 


OPTA  FOOD 
INGREDIENTS 

WEEKLY  CLOSE 


01 


1 


GETTING 
SOAKED 


He  thinks  the  stock,  now  tradi 
5X  a  share,  is  "an  easy  double 
year's  time — with  or  without  a 
out."  The  downside  risk,  the  mai 
adds,  is  minimal,  since  the  con 
has  net  cash  of  $3.50  a  share  and 
share  in  tax-loss  carryforwards. 

BEYOND  THE  STAll 
ON  AS0APMAKER 

low's  this  for  a  monster  sea 
I  barely  five  mont  hs,  shares  oi 
Detergents  (usad)  have  collapsed 
45M  a  share  to  8%  on  May 
edging  up  to  12%  on  May  28 

No  wonder  some  shareholders 
filed  a  class  action  suit,  arguin 
management  made  false  and  mat 
misleading  public  statements.  It  f: 
disclose,  they  allege,  that  pro 
facing  the  company  last  year  woi 
be  resolved  in  the  foreseeable 
and  would  hurt  1997's  first-quarter 
ings.  usa  Detergents  says  it  will 
orously  defend  itself'  against  thej 
suit.  The  company  posted  a  first- 
loss  of  $4.19  mil- 
lion, or  30(Z  a 
share,  vs.  expec- 
tations of  a  profit 
of  9c  a  share. 

So  why  are 
some  investors 
now  buying  shares 
of  usa  Deter- 
gents? Aren't  they 
fazed  by  the 
downgrading  of 
the  stock  by  ana- 
lysts, who  have 
cut  earnings  esti- 
mates for  the 
maker  of  laundry 
detergent  Xtra 
and  fabric  softener  Nice  'n  Fluffy? 

The  reason:  They  suspect  thatJ 
company  is  vulnerable  to  a  take  < 
"We  have  been  told  by  indi3 
sources  that  giant  soap  and  deteil 
maker  Clorox  is  interested  in  acquJ 
the  company,"  says  one  New  Yori 
vestment  manager,  who  has  been  i 
ing  into  usa  Detergents. 

Clorox,  with  sales  last  year  of  5 
billion  and  a  market  cap  of  $6.3-' 
lion,  could  buy  usa  Detergents  i 
pocket  change,  says  one  analyst-s 
pecially  after  the  stock's  plunge.  1 
company  has  an  array  of  brand  p 
ucts  that  will  go  a  long  way,  he  i) 
under  Clorox'  global  marketing  | 
cle.  Clorox  declined  to  comment. 
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5  road  and  still  sit  at  your  desk. The  latest  information 
livered  right  to  your  laptop.  With  virtual  office  solutions  from  AT&T, 
you  go  is  a  place  you  can  get  something  done. 

It's     all      within      your  re 


AT&T 


800  756-6700  or  visit  us  at  www.att.com/growth  for  more  information  about  virtual  office  solutions  from  AT&T 


IF  ALL  YOUR  DOCUMENTS  LOOKED  LIKE  THIS, 
WOULD  YOU  MANAGE  THEM  DIFFERENTLY? 


Corporate  information  isn't  merely  a  valuable  asset.  It's  the  very  foundation  of  your  busi- 
ness. And  managing  it  properly  is  nothing  less  than  a  mission-critical  application. 

No  matter  what  business  you're  in,  PC  DOCS  can  transform  your  organization  by  giving 
you  total  control  over  all  corporate  information  -  whether  it's  saved  electronically  or  on  paper. 
Everything  from  budgets  to  proposals;  credit  files  to  regulatory  submissions;  engineering  draw- 
ings to  faxes;  E-mails  to  Web  content.  Plus  so  much  more. 

The  result?  Instant  access  to  documents.  Closer  internal  collaboration.  More  efficient  external 
communication  with  vendors  and  customers.  Optimized  Internet,  intranet  and  extranet  applications 
worldwide.  And  that's  just  the  beginning. 

PC  DOCS's  open,  expandable  document  management  solutions  are  easy  to  implement 
and  use.  They're  also  proven.  An  independent  study  demonstrates  a  three-year  ROI  from  87% 


PC  DOCS.  Inc  .  25  Burlington  Mall  Ro.id  Burlington.  MA  01X03  617-273-3800. 
©1997  PC  DOC'S.  Inc   All  rights  reserved   PC  DOCS  is  a  registered  trademark  of  PC  DOCS.  Inc.  All  other  trademarks  arc  the  properly  of  their  respective  holders 
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:e  Instinct 


g  companies  that  have 
le  principles  of  Corporate 
found  striking  similarities, 
alient  characteristic  is  the 
ptability  of  their  people  and 
his  is  an  ability  that  goes 
mation  management.  Adapt- 
i  from  four  definitive  attrib- 
ng  blocks  that  determine 
:ss  and  longevity  of  any  orga- 
ey  are  the  factors  that  allow 
rganizations  to  mutate  suc- 
en  while  extinction  claims 
titors.  These  four  attributes 
i  the  diagram  as  intersecting 
an  organization's  instinct, 
r  intersecting  cells  represent 
ion's  ability  to  fully  develop 
and  external  awareness  and 
:ss.  In  any  organization  and 
:cess  is  ultimately  measured 
y  to  best  meet  the  require  - 
:11  #4,  External  Responsive- 


ness. In  each  cell,  however,  you  will  find 
specific  tools,  methods,  organizational 
structures  and  qualities  that  support  or 
impede  external  responsiveness.  PC 
DOC's  Bohn  believes  that  this  respon- 
siveness will  be  "the  rule  in  industries 
that  are  knowledge-based,  where  intellec- 
tual capital  is  the  real  currency  of  the 
business,  and  where  the  velocity  of  mfor- 


to  understand  itself.  It  is  not  only  hav- 
ing your  house  in  order,  but  also  know- 
ing what  order  your  bouse  is  in.  In  a 
simple  sense,  using  a  groupware,  docu- 
ment management,  workflow  or 
Intranet  technology  to  share  informa- 
tion facilitates  communication  of  how 
best  practices  are  being  applied  within  a 
large  organization.  This  awareness  is 


Larry  Bohn,  President,  PC  DOCS  Inc.  —  "The  real  question  is,  how  do  you  pro- 
vide a  level  of  certainty  and  belief  in  the  information  you  are  using  for  your 
decisions"  That  has  a  lot  to  do  with  how  your  organization  has  structured  itself 
so  that  it  can  both  capture  information  internally,  and  respond  to  customer  and 
market  input.  It  is  these  internal  and  external  response  mechanisms  that  really 
define  instinct  as  opposed  to  simple  information  management." 


mation  is  defying  the  ability  of  people  to 
garner  intelligence  from  it."  What's  need- 
ed are  tools  that  not  only  digitize  and 
store  information  but  which  also  facili- 
tate the  connections  between  the  infor- 
mation, people,  and  practices  that  create 
reusable  knowledge. 

internal  awareness:  Corporate 
Instinct  is  foremost  about  organization- 
al awareness  —  an  organization's  ability 


INTERNAL 


EXTERNAL 


like  a  sensory  input  without  which 
quick  responses  are  of  little  value. 
Many  companies  over-react  to  their 
insensitivities  with  crisis  reengineering 
initiatives.  Instinctive  organizations,  on 
the  other  hand,  are  'wired'  with  sensi- 
tivity to  changes  across  the  organiza- 
tion. High  levels  of  awareness  and  per- 
ception permeate  all  levels  and  func- 
tional areas  of  the  organization, 
enabling  it  to  draw  much  closer  to  the 
market  and  to  other  parts  of  itself. 

EXTERNAL  AWARENESS:  External  aware- 
ness represents  an  organization's  ability 
to  understand  the  market's  perceived 
value  of  its  products  and  services  as  well 
as  the  changing  directions  and  require- 
ments of  its  markets.  External  awareness, 
when  coupled  with  internal  awareness, 
can  lead  to  the  discovery  of  successful 
new  markets. 

internal  responsiveness:  Awareness 
of  an  organization's  competencies  does 
not  provide  a  clear  path  to  successful 
products  or  services.  Many  organizations 
are  well  aware  of  their  strengths  and 
market  demand  yet  have  not  be  able  to 
adequately  effect  internal  change  quick- 
ly enough  to  meet  market  requirements. 
In  our  Corporate  IQ  Survey,  50%  of  all 
respondents  stated  that  a  good  idea  had 
more  chance  of  resulting  in  a  new  start- 
up or  ending  up  at  a  competitor  before 
their  own  organization  took  action  on  it. 
The  streets  are  littered  with  good  ideas 
that  have  sprouted  wings  and  left  the 
nest  —  lest  they  starve  in  the  corporate 
bureaucracy! 


CELL  #1 
THE  TEAM 

INTERNAL  AWARENESS 

Always  collectively 
aware  of  its  strengths 
and  weaknesses  across 
structural  silos  and 
functional  boundaries. 


CELL  #2 

THE  PARTNERS 

EXTERNAL  AWARENESS 

Constantly  removing  filters 
between  the  market  and  its 
innovative  capacity  to  form 
true  partnerships  with 
prospects  and  customers. 


CELL  #3 
THE  PLAY 

INTERNAL  RESPONSIVENESS 

Able  to  instantly  organize 
skills  based  on  an  unfiltered 
assessment  of  its  resources 
and  External  Market 
demands/opportunities. 


CELL  #4 

THE  GOAL  POSTS 

EXTERNAL  RESPONSIVENESS 

The  final  measure  of  Instinct 
as  a  perpetual  ability  to  meet 
the  market  on  its  own  terms — 
even  when  the  market  cannot 
articulate  these. 


Business  Week/June  9,  1997 


SPECIAL   ADVERTISING  SECTION 


INTERNAL 


ill 

ae 
g 


SI 
a 

w 


1  Repositories 


anagement 
ent  Management 
Assets 


I  »  ERNAL 


Inter/Extranets 
Disintermediation 
High  Velocity 
Telecommunications 
360°  Call  Centers 


'  RESULT^ 

EXTERNAL 
RESPONSIVENESS 

-  HAHT    THE  IH  L 


EXTERNAL  RESPONSIVENESS:  When  all 
is  said  and  done,  it  is  the  ability  of  an 
organization  to  outplay  its  competitors  in 
external  responsiveness  that  determines 
success.  Corporate  Instinct  is  ultimately 
about  the  ability  to  not  simply  weather 
but  fly  through  the  turbulence  outside  of 
the  organization.  This  often  requires 
making  decisions  without  being  able  to 
coordinate  all  the  factors  ordinarily  con- 
sidered in  a  complex  business  and  market 
environment.  To  succeed,  organizations 


that  is  significantly  faster,  based  on  bet- 
ter connections  between  their  resources 
and  markets. 

In  each  of  these  cells  are  specific 
attributes,  tools  and  technologies,  skills 
and  methods  that  enhance  Corporate 
Instinct. 

This  Corporate  Instinct  matrix  can 
be  used  to  describe  why  an  organization 
may  have  weak  instincts.  The  organiza- 
tion chart,  for  example,  is  a  poor  method 
of  creating  internal  awareness.  Hicrar- 


Jay  Tanna,  President  &  CEO,  Alms  Software  —  "You  have  to  start  from  a  base  skill 
set,  but  you  must  also  be  able  to  change  it  constantly.  One  way  is  to  create 
an  interactive  dialog  between  workers  and  the  skill  libraries.  As  a  result,  you 
create  an  environment  in  which  each  worker  knows  that  as  he  or  she  learns 
more,  the  profile  will  change  as  well." 


must  set  their  strategy  in  terms  of  broad 
goals  and  guidelines  and  rely  on  their 
ability  to  'turn  on  a  dime'  when  the 
crosshairs  of  the  organizational  environ- 
ment come  into  focus  with  the  require- 
ments of  the  market.  The  faster  market 
conditions  are  translated  into  actions,  the 
more  likely  the  organization  will  respond 
as  a  market  leader.  This  is  the  essence  of 
Corporate  Instinct  —  a  level  of  respon- 
siveness to  environmental  conditions 


chies  no  longer  serve  their  intended  com- 
mand and  control  purpose.  They  are 
rarely  indicative  of  much  more  than  pre- 
scribed relationships  for  the  purpose  of 
measuring  pay  for  performance  and  are 
poorly  adapted  to  the  volatility  of  fast 
changing  job  responsibilities  and  teams. 
Technology  now  plays  the  role  previous- 
ly filled  by  people  on  lower  levels  of  the 
information  organization —  sensing, 
communicating  and  filtering  information 


about  the  environment,  freeing-l 
people  who  previously  played  this 
become  decision-makers. 

It  strikes  many  as  odd  when  { 
gest  that  the  formal  organizational 
ture  itself  may  be  disappearing.  If 
formally  on  paper,  in  practice  it  i 
sider  how  well  your  e-mail  traffii  n 
to  your  organization  chart.  Over  t 
20  years,  information  technolo; 
become  the  de  facto  method  of  ei  i! 


Corporate  Instinct 
presents  a  set 
of  management  and 
technology  tools 
that  enahle  organiEatii 
to  reevaluate  their 
organisation's  cultm 
and  core  competencic 
in  keeping  with 
the  accelerating  paci 
of  change. 


cross-organizational  communicatif 
synchronization  of  effort  in  most  < 
nies,  even  those  which  official^ 
cling  to  more  static  communi] 
methods  and  organizational  protod 
How  does  this  impact  the  effj 
ness  of  an  organization?  Altris' 
recalls  the  experience  of  the  I| 
Underground,  an  Altris  client, 
access  to  organizational  intclligef 
this  sort  empowered  a  nimble 
manager  to  make  a  quick  decisjB 
move  one  railway  crossing  60  feetl 
single  decision  saved  some  $4  rU 
dollars  and  eight  months  labor.  Ck 
the  Atlantic  at  Entergy,  a  nuclear  its ' 
with  three  plants,  Altris'  workflow! 
nology  is  behind  the  ongoing  deni 
and  redefinition  of  skill  set  li« 
describing  how  tasks  are  to  be  perfw' 
This  process  information  is  being  itl 
day-to-day  managers  to  facilitator 
second  key  decision-making  und« 
normal   and   unusual  circumstw 
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At  NEC,  we  realize  multimedia  is  some- 

fi 

(J  thing  far  more  powerful  than  just  a  CD-ROM 
reader  hooked  up  to  your  computer.  It's  a 
global  network  where  people  from  every 

■  corner  of  the  world  can  communicate  and 

■  work  together  face-to-face. 

I  And  NEC  is  positioned  to  be  the  one  true 
I  leader  in  multimedia.  After  all,  we're  the  only 
I     high-tech  company  that  ranks  among  the  top 

I        THE  UNIVERSE 
MAY  BE  EXPANDING, 
BUT  THANKS  TO 
NEC  MULTIMEDIA, 
OUR  PLANET 
IS  DEFINITELY 
SHRINKING. 

five  in  all  three  key  multimedia  technologies: 
semiconductors,  computers,  and  communi- 
cations. In  fact,  we  hold  over  29,000  patents 
on  everything  from  video  conferencing  to 
global  satellite  systems. 

For  more  information,  call  1-800-338- 
9549  or  reach  us  on  the  Internet  at 
http://www.nec.com.  I^USM*!? 


'NEC  USA,  ha  1996 


Proud  sponsor  of:  NEC  World  Series  of  Golf 
August  21-24;  Davis  Cup  by  NEC,  September  19-21 


Already,  this  corporate  knowledge  has 
enabled  the  facility  to  delegate  decision- 
making to  appropriate  surrogates  when  a 
supervisor  is  away,  significantly  mini- 
mizing risk  in  crisis  situations. 

Within  the  instinctive  organization, 
rules  do  not  stand  still.  Defining  static 
workflows  has  value  for  strict  regulatory 
or  production  applications  where  little 
changes  on  an  ongoing  basis.  But  in 
volatile  processes  and  industries,  a  static 
workflow  is  unnatural  because  by  the 
time  you  engineer  or  re-engineer  a 
process,  it  is  probably  obsolete.  Instinc- 
tive organizations  tend  to  engineer 
knowledge  processes  as  they  go  along, 
trusting  in  the  people  and  their  skills  to 
do  that.  Today,  the  satisfaction  that  one 
garners  from  being  a  knowledge  worker  is 
that  processes  are  not  completely  pre- 
defined, allowing  individuals  to  create  as 
they  move  along. 

The  mythical  %am 

The  team  is  one  of  the 
most  prevalent  notions 
of  self-organizing  com- 
panies. The  fundamen- 
tal obstacle  to  team  cre- 
ation and  cohesion  is 
team  permanency.  In  a 
job-for-life  work  world, 
teams  bonded  and  ere 
ated  an  intense  under- 
standing of  each  other's 
skills  and  competencies  —  to  the  point 
that  job  definitions  were  irrelevant.  Most 
team  management  practice  has  come 
from  this  notion  of  the  team.  Today,  how- 
ever, teams  are  more  like  the  cells  of  a 
human  organ  —  replacing  themselves  con- 
tinuously while  the  organ  as  a  whole 
remains  functional  and  intact.  Achieving 
alignment  and  cohesion  in  this  new  work 
environment  requires  the  equivalent  of  a 
corporate  DNA  which  can  he  shared  with 
each  new  member  of  the  team. 

Corporate  Instinct  makes  it  possible 
to  structure  organizations  to  change  at 
the  rapid  rate  demanded  by  today's  mar- 
kets. To  a  great  extent,  the  key  is  found 
in  cultivating  and  capturing  the  valuable 
intellectual  capital  of  an  enterprise. 
Where  knowledge  management  was  once 
only  a  function  of  managing  people, 


Jeffrey  Miller,  President,  Documentum,  Inc.  —  "The  problem  has  become  mi 
aging  the  process  of  innovation  and  production  in  the  light  of  constant 
change — while  providing  quality.  Bound  policies  and  procedures  are  close  tc 
useless  and  the  risk  of  losing  the  knowledge  embodied  in  people  is  a  constar 
threat  to  the  intellectual  capital  of  the  organization." 


today  it  involves  the  challenge  of  manag- 
ing the  intellectual  property  of  people 
who  are  continuously  moving  inside  and 
outside  of  the  enterprise.  Simply  manag- 
ing information  cannot  achieve  this 
objective.  Documentum's  Miller  has 
heard  many  companies  say:  'We  already 
have  all  this  information.  It's  in  all  these 
file  cabinets.  Hell,  we  know  where  it  is! 
So  what's  the  problem?"  His  answer  is, 
"No,  you — the  collective  you — don't 
know  where  it  is.  Capturing  information 
in  a  way  that  makes  it  possible  to  access, 
manage  and  control  it  in  an  enterprise 
manner,  is  not  trivial.  Coupling  that 
information  with  the  skills  and  the 
processes  that  it  is  a  part  of  is  even  more 
challenging." 


40%  OF  RESPONDENTS  TO  THE  CORPORATE 
INSTINCT  SURVEY  SAID  THE  PRIMARY 
REPOSITORY  FOR  CORPORATE  KNOWLEDGE 
IS  THEIR  WORKER'S  HEADS. 

SOURCE  THE  DELPHI  GROUP 

Consulting  firms  provide  rich  exam- 
ples of  the  need  for  managing  intellectual 
assets.  John  Chppinger,  past  director  of 
Intellectual  Capital  at  Coopers  & 
Lybrand  and  CEO  of  Boston-based  Con- 
text Media,  has  developed  one  of  the 
industry's  leading  knowledge  reposito- 
ries. Called  CLIC  (Coopers  &.  Lybrand 
Intellectual  Capital),  the  system  will  pro- 
vide 10,000  worldwide  Coopers  & 
Lybrand  employees  with  access  to  not 
only  information,  but  more  importantly, 
the  connections  among  the  information 
items  that  represent  the  knowledge  of 
the  organization.  Chppinger  calls  this  a 


Knowledge  Refinery — a  sophisticate! 
of  software  agents  that  know  how  tJ 
through  the  morass  of  information  i 
able  to  the  collective  organization. 

When  you  were  holding  your 
over  the  imaginary  grill  at  the  outs 
this  article,  the  real  question  you  sh 
have  been  asking  was,  "What  tools 
using  to  sense  the  heat?"  Jeff  IV 
advises  organizations  first  take  a  ' 
thyself"  attitude.  "Before  you  go  ofi 
conquer  the  world;  before  you  go  ofi 
become  more  responsive  to  your 
tomers,"  says  Miller,  "you  neei 
become  more  responsive  to  your 
organization."  That  only  happens  i 
tools  are  in  place  to  create  the  ins 
and  awareness  needed  to  respond — t 
and-again.  Many  1 
nologies  and  met 
can  be  used  to  c 
and  preserve  Corp< 
Instinct.  Here  are  s 
of  the  most  import; 

INTELLECTUAL  A 
ACCOUNTING:  The  al 

to  fully  appreciate 
many  dimensions  w 
make  a  manufacti 
or  white  collar  pr( 
successful,  leads  to  the  creation  of  v 
intellectual  assets  which  populate! 
repositories  of  knowledge  about  howl 
why  a  business  is  successful.  Til 
process  assets  are  dynamic,  adaptable 
new  industries  or  new  situations, 
can  be  modified  to  meet  the  changing 
unrelenting  demands  of  customers 
markets.  Finally,  they  become  procj 
themselves  that  can  be  sold  off  or  licefl 
to  other  organizations  with  sin 
requirements.  Process  assets  will 
entirely  new  meaning  to  core  compet 
and  competition. 

VELOCITY    AND  RETURN-ON-Tki 

Within  the  instinctive  enterprise,  rel 
on-time  (ROT),  instead  of  assets  or  si 
becomes  the  unit  by  which  retunj 
investment  is  measured.  Given  the 
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SPECIAL   ADVERTISING  SECTION 


Corporate  Instinct  at  Work 

John  Brown  Engineering,  a  major  engineering  and  construetion  client  of 
Documentum,  is  about  to  put  out  a  billion-dollar  bid  to  manufacture  and 
build  an  offshore  oil  rig  for  Shell  off  of  the  Coast  of  Borneo.  The  challenge  is 
not  so  much  building  the  plant  as  it  is  winning  the  bid.  First,  John  Brown 
needs  to  re-use  as  much  information  on  past  projects  as  possible  by  going  to 
other  engineering  sites  around  the  globe  where  it  has  worked  on  projects  of 
this  type.  This  involves  coordination  with  John  Brown's  global  engineering 
groups — the  one  in  India  who  designed  a  pump,  the  UK  group  who  has  rig- 
ging diagrams,  and  the  U.S.  group  coordinating  the  bid.  Some  components 
will  be  close  to  what  is  specified  in  Borneo;  others  may  be  exactly  what  is 
needed.  Access  to  this  information  enables  the  builder  to  limit  custom  work 
to  just  20%  of  the  overall  project  design,  and  saves  having  to  recreate  the 
whole  project  as  they  would  have  done  in  the  past. 

The  John  Brown  Company  will  also  want  to  determine  the  extent  of 
past  relationships  with  Shell.  Have  they  bid  a  plant  for  them  previously?  If 
so,  they  already  have  established  specifications  and  regulations  to  follow. 
They  may  also  be  able  to  show  that  they  have  previously  bid  on  plants  in 
the  same  geographic  location,  and  are  therefore  familiar  with  anticipated 
regulatory  issues,  EPA  permits,  and  so  on. 

Once  the  project  is  procured,  this  knowledge  becomes  part  of  the  project 
plan.  As  new  experience  and  knowledge  are  added  to  it,  the  knowledge  chain 
is  perpetuated  as  a  repository  for  future  bids.  The  value  chain  has  been 
extended  too.  The  structured  nature  of  the  knowledge  base  now  becomes  the 
information  to  run  the  plant,  or  perhaps  the  knowledge-base  that  the  cus- 
tomer provides  to  EDS  for  facilities  management.  Knowledge  shared  in  this 
way,  through  technology,  becomes  a  quantum  enabler  for  all  participants  of 
the  knowledge  chain,  and  a  cornerstone  of  an  instinctive  organization. 


of  change  in  a  globally  competitive  econ- 
omy and  the  rapid  obsolescence  of  new 
technologies,  ROT  may  well  be  the  key 
to  long-term  success  and  enduring  com- 
petitive advantage  in  the  future. 

aaetaskillS:  Corporate  Instinct  refo- 
cuses  companies  on  the  development  of 
'metaskills'  —  skills  which  enable  it  to 
continuously  evaluate,  modify  and  build 
its  own  key  skills.  Crucial  to  this  is  a  cul- 
ture that  fosters  continuous  questioning 
of  implicit  assumptions  and  a  prepared- 
ness to  make  changes  to  even  the  most 
basic  tenets  of  the  organization  should 
conditions  demand  it. 

process  visualization:  Decades  of 
industrial  era  mechanization  and  over- 
emphasis on  Adam  Smith's  ideas  on  the 
division  of  labor  have  led  to  an  over-spe- 
cialized workforce  that  often  cannot  see 
the  forest  through  the  trees.  Instinctive 
organizations  rely  on  visualization  meth- 
ods to  ensure  that  everyone  in  the  enter- 
prise understands  its  processes.  Visualiza- 


tion methods  help  by  not  only  conveying 
the  role  of  the  individual  in  the  process 
but  also  by  delineating  the  interrelation- 
ships of  process  tasks  and  the  connection 
between  a  process  and  the  rest  of  the  orga- 
nization. 

information  SENSORS:  Instinctive 
organizations  recognize  that  success  and 
timeliness  can  only  be  achieved  if  the 
right  information  gets  to  the  right  people. 
Personalized  patterns  of  work  and  infor- 
mation access  will  be  an  essential  part  of 
Corporate  Instinct.  Most  corporations 
today  still  widely  distribute  information 
to  all  workers  whether  they  need  or  want 
it,  exacerbating  information  overload.  In 
stark  contrast,  information  sensors 
reverse  the  flow  so  only  the  information 
necessary  for  a  task  is  'pulled'  to  the 
worker.  Information  sensors  free  workers 
to  receive  only  the  information  they 
know  they  need  and  eliminates  the  extra- 
neous information  that  interferes  with 
responsiveness. 


Awakening  Corpora; 
Instinct  In 
Your  Organization 

Unlike  physical  resources,  kno\^ 
an  effectively  inexhaustible  i\ 
Knowledge-based  innovation  is 
to  be  the  engine  of  continue 
growth  of  economies  and  comp 
the  21st  century.  The  universe  c 
opportunities  open  to  a  company 
ed  only  by  the  bounds  of  its  intf 
assets  and  its  ability  to  transla 
into  business  advantage.  Honing 
rate  Instinct  will  be  the  most 
challenge  for  tomorrow's  organiz 

An  organization's  inform; 
useless  if  it  cannot  be  transformec 
awareness  of  itself  and  its  marke  ra 
the  heat  of  the  stove  became  inte: 
instinctively  pulled  back.  Muse 
mind  were  coordinated  as  one.  T 
that  have  blocked  the  nervous  s) 
organizations  from  truly  connecti  ik 
themselves  and  their  markets  ai 
replaced  by  open  technologies  tl 
build  this  awareness,  connectiv 
Corporate  Instinct. 

Corporate  Instinct  is  capture  !(| 
the  command  center  of  the  organ 
but  in  each  employee,  in  his 
knowledge,  experience  and  inher< 
lty  to  take  action.  Liberating  this 
edge  and  sharing  it  will  provide 
sharper  corporate  nervous  systen 
empowered,  committed  and  int 
workforce.  This  is  where  the  rea 
center  for  change  lies,  and  wh 
work  is  really  done  in  the  ins 
organization. 


About  the  author:  Thomas  M.  Kou 
president  of  The  Delphi  Group,  is  C(| 
one  of  the  leading  voices  in  the  indus 
work  involving  document-based  infi 
strategies  over  the  past  decade.  As  p; 
research  for  this  special  section  and 
Corporate  Instinct:  Building  a  Knowing  I 
for  the  21st  Century  (Van  Nostrand  I 
1997)  ,  Koulopoulos  surveyed  more  ll 
corporations  and  interviewed  senior  e;j 
for  their  perceptions  of  Corporate  Instill 
You  can  take  the  Corporate  Lnstino 
at  Delphi's  website:  http://www.deiphigr<] 
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COMMENTARY 


By  Robert  Barker 


CONFESSIONS  OF  A  LOGO  ADDICT 


iy  fault.  I  admit  it.  For 
['ve  allowed  it  to  creep 
r  home,  a  little  at  a  time,  so 
it  I  never  even  saw  what 
ening.  It  walked  in  on  a 
ally  cool  running  shoes  and 
s  way  upstairs  to  the  bed- 
into  my  walk-in,  cedar- 
et.  Before  I  knew  it,  it  was 
y  chest  of  drawers. 
s-Walking-Billboard  dis- 
gotten  me. 

bel-itis  plague  has  been 

for  a  while  now,  but  it 
til  a  year  or  so  ago  that 
3  notice  how  far  it  had 
t's  when  I  saw  some 
ing  one  of  those  goofy 
aps,  the  ones  that  say 
c  Hat.  I  stared  at  it, 
loving  my  lips,  read- 
ords  over  and  over 
derstood.  Oh.  Duh — 
:ising!  A  stupid  ad  for 

cigarette  Philip  Mor- 
alls  Basic.  And  this 
aring  it  on  his  head, 
cally  lame  can  you  get? 
iiately,  I  felt  better. 
1  with  guys  who  choose 
Igear  while  buying  a 
nokes  at  the  filling  sta- 

wouldn't  feel  superior? 
joyed  that  snobbery,  I 
i  while,  anyway, 
ut  my  smug  satisfaction 
aw — gone  because  of 
;ard  the  other  day  at  that 
intersection  where  Seventh 
son  Avenues  meet  Wall 
aybe  you  heard  it,  too:  Polo 
uren  Corp.  is  going  public. 

right.  Fashion  Avenue's 
Lhan-thou  Ralph  Lauren, 
us  start  hawking  neckties  at 
dale's  while  on  a  day  pass 
native  Bronx.  Yes,  Polo,  the 
label  Lauren  burnished  into 
scepter  governing  a  $2.5  bil- 
il  empire.  He  slaps  the  Polo 
in  most  anything  and,  ka- 
s  raking  in  zillions.  He  even 
An  line  of  designer  house 
h  such  colors  as  Polo  Mallet 
d  Estate  Limestone. 
re're  taking  logo  mania  to 
1  extreme  with  Polo-brand 
stock.  And  guess  what? 


We're  going  to  pay  about  $700  mil- 
lion for  the  privilege.  That's  a  lot  of 
latex,  even  on  Wall  Street,  and  at 
first,  I  got  itchy.  Why  not  join  up 
with  Ralph,  you  know,  get  a  piece  of 
that  Polo  action  for  myself? 

Thankfully,  right  about  then,  I  am 
so,  so  happy  to  tell  you,  I  walked  into 
my  closet,  turned  on  the  light  and 
saw  what  I've  been  missing  all  these 
years:  neckties.  Well,  no,  not  the  ties, 


but  the  labels  on  the  back  of  the  ties. 
Polo.  Barneys.  Giorgio  Armani.  And, 
yeah,  0.  K.,  there  are  more  than  a 
few  Lands'  End  numbers  in  there. 

Staring  into  my  closet,  I  realized 
that  for  ever  so  long  I  had  been 
knotting  those  ties  with  a  perverse 
intent:  The  better  the  label,  the 
worse  job  I'd  do  on  the  knot — all  in 
some  semiconscious  hope  that  the  tie 
would  serendipitously  flop  wrong- 
side-up  on  my  shirt,  putting  the  la- 
bel— and  my  expensive  taste — on  dis- 
play for  everyone. 

I  might  as  well  have  been  wear- 
ing Your  Basic  Polo  Cap. 


Sick,  sick,  pathetically  sick,  I 
know,  and  I  prefer  not  to  dwell  on  it. 
The  real  point  is  that  before  I  lay 
out  cash  for  a  stake  in  Polo's  stock 
offering,  I  have  resolved  first  to  yank 
out  Polo's  stake  in  me.  As  a  clueless 
billboard  for  someone  else's  name  or 
logo,  I'm  through,  finished,  kaput. 
BRIEF  ENCOUNTER.  So  I'm  clipping  off 
all  those  designer-necktie  labels.  And 
while  I'm  at  it,  the  T-shirts  are  go- 
ing, too:  those  big,  beefy  ones  adver- 
tising surfboards,  those  sentimental 
ones  promoting  my  son's 
preschool — even  my  favorite,  a 
stylish  black  number  inscribed 
with  the  single  word,  egoiste. 
Out  go  my  Calvin  Klein  boxer 
shorts;  from  now  on,  I'm  set- 
tling for  the  discretion  that  is 
the  very  soul  of  bvd. 

If  all  this  sounds  more  than 
a  bit  nutty,  let  me  tell  you,  it 
could've  been  worse.  I  never 
paid  more  than  50  bucks  for 
sneakers,  regardless  of  whose 
swoosh  adorned  them.  So  I  won't 
)e  tossing  out  any  $150  feather- 
weight air-pump  cross-trainers. 
And  just  think  of  the  heartbreak 
had  my  wife  ever  sprung  for  one  of 
!  those  briefcases  with  the  dangling 
Coach  tag.  It's  a  damn  good  thing, 
too,  that  when  I  went  minivan  shop- 
ping, I  didn't  fall  for  the  Mercury 
Villager  Nautica  Edition.  Nor,  thank 
God,  is  my  daughter  named,  as  is 
one  of  her  schoolmates,  Chanel. 

One  day  I  may  regret  having 
thrown  away  all  the  items  that 
silently  hype  someone  or  something. 
But  I  doubt  it.  In  fact,  I've  got  a 
great  idea  for  how  Polo  can  use  all 
that  new  cash.  How  about  they  start 
paying  us  back  for  all  those  years  of 
servitude?  From  now  on,  no  more  lo- 
gos unless  someone  wants  to  pay  us 
to  wear  them.  To  get  the  ball  rolling, 
I'm  hanging  on  to  my  Chaps  by 
Ralph  Lauren  trench  coat.  Size  40, 
tan,  it's  a  pretty  good  knockoff  of  a 
classic  Burberry's.  And  for  the  right 
price,  I'll  take  it  out  of  my  cedar- 
lined  closet. 

Senior  Writer  Barker  is  awaiting 
good  offers  for  the  coat  at  his  home 
in  Melbourne  Beach,  Fla. 
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APNEA:  THE  SLEEPER'S 
WORST  NIGHTMARE 


Not  so  long  ago,  irrita- 
ble, unproductive,  and 
anxious  sorts  were 
simply  regarded  as  grouches, 
laggards,  and  jerks.  Now, 
growing  numbers  of  us  bran- 
dish medical  diagnoses  and 
pop  record  quantities  of  new 
drugs  to  battle  depression, 
attention  deficit  disorder 
(add),  and  anxiety. 

There's  a  chance,  though, 
that  some  of  us  simply  need 
more  sleep.  Increasingly, 
sleep  specialists  are  discov- 
ering simple  cases  of  sleep 
apnea — a  blockage  of  the  air 
pipe  that  disrupts  sleep — 
among  patients  who  are  on 
medication  for  depression  and 
add.  This  means  that  some 
people,  adults  as  well  as  chil- 
dren, are  taking  chugs  for  the 
brain  when  what  they  really 
need  is  air  in  the  lungs. 

An  estimated  5%  of  Amer- 
ican adults,  and  3%  of  chil- 
dren, suffer  from  sleep  ap- 


nea. With  each  apnea  episode, 
sleepers  literally  stop  breath- 
ing, sometimes  for  as  long  as 
three  minutes,  until  the  body 
wakes  them  up  for  ah-.  In  se- 
vere cases,  people  are  awak- 
ened hundreds  of  times  dur- 
ing the  night.  Often,  they 
don't  remember  these  sleep 
interruptions.  Doctors  suspect 
that  sleep  apnea  episodes 
trigger  thousands  of  night- 
time deaths,  including  heart 


Spotting 
the  Symptoms 

►  Loud  snoring 

►  Morning  headaches 

►  Daytime  sleepiness 

►  Irritability  and  anxiety 

►  Frequent  accidents 

DATA  BUSINESS  WEEK 


attacks.  And  sleep  apnea, 
along  with  other  sleep  disor- 
ders, certainly  contributes  to 
accidents,  both  in  the  work- 
place and  on  the  road.  Ac- 
cording to   

the  Journal 
of  the  Ameri- 
can Medical  Assn.,  13%  of 
automobile  deaths  are  caused 
by  people  who  fall  asleep  at 
the  wheel. 

GOES  UNDIAGNOSED.  Unfor- 
tunately, the  symptoms — de- 
pression, sleepiness,  grouch- 
iness — hardly  distinguish 
victims  of  sleep  apnea  from 
the  rest  of  humanity.  That's 
why  an  estimated  90%  of 
sleep  apnea  cases  go  undiag- 
nosed. It's  a  "nighttime  phan- 
tom." according  to  Jerry  Hal- 
berstadt,  who  wrote  a  book 
by  that  name  on  the  subject. 
Only  now,  according  to  Hal- 
herstadt,  is  the  disorder  mak- 
ing its  way  into  standard 
medical  curricula.  Symptoms 


if 
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nea  does  sound 
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the  wind  at  night. 

Determining  whetlr 
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difficult.  If  you  suspecbf 
visit  your  primary-car' ) 
cian  and  push  for  a  sli  i 
referral.  Keep  in  mi; 
many  doctors  are  e  k: 
diagnose  the  condi' 
sleep  | 
becau 
receiver 
rnal  training  in  sleep! 
ders  in  medical  school. p 
require  some  persists 
persuade  your  doctoi  ( 
thorize  such  a  test,  "p-' 
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get  a  referral,"  says 
Lavallee,  a  sleep  api 
tient  and  chairman  f 
Manchester  (N.  H.)  ch;t 
Awake,  a  sleep-apnea  ! 
group. 

If  the  doctor  agrees 
proceed  to  one  of  tlwfl 
try's  340  accredited  la 
sleep  centers  for  a  fu  I 
of  monitoring,  whicllc 
around  $1,200.  This  u 
sleeping  while  attached 
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  < 


118  BUSINESS  WEEK  /  JUNE  9,  1997 


frequency  of  ap- 
.  Insurance  com- 
imos  will  usually 
tab,  but  they're 
lplain  if  they  be- 
ir  is  overtesting. 
;  two  treatment 
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j,  as  in  a  tonsil- 
>atients  can  sleep 
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m  immediately. 
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however,  the  ob- 
not  as  simple  and 
>re  sophisticated 

For  nonsurgical 
ors  usually  will 
5  Continuous  Pos- 
,y  Pressure  unit 
e  insurance  com- 
11.  These  are  ex- 
pound apparatus- 

to  hoses,  which 
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light  long,  creat- 
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to  say,  it's  not  a 
f  fun.  Some  sleep- 
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some  people  have 
aling  against  the 
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in  their  nose  and 

their  throat.  Not 
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x  appeal.  Despite 
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ts  start  feeling  a 
better  once  they 
gh  the  night  with 
iw  of  oxygen. 


The  turnarounds  are  espe- 
cially dramatic  with  children. 
But  unfortunately,  kids  are 
terribly  hard  to  diagnose  with 
this  ailment.  Dr.  Lewis  R. 
Kline,  a  sleep  specialist  at 
Western  Pennsylvania  Hospi- 
tal in  Pittsburgh,  says  that 
children  with  sleep  apnea 
sometimes  appear  hyperac- 
tive or  easily  bored — which 
hardly  makes  them  stand  out 
from  the  crowd.  After  school, 
they  might  act  listless  and 
sleepy.  Parents  who  suspect 
a  disorder  should 
monitor  their  chil- 
drens'  sleep  for 
snoring. 

Kline  is  among 
a  handful  of  doctors 
who  have  had  great 
success  treating 
children  already  un- 
der medication  for 
add  using  both 
the  machine  and 
surgery.  He  says 
the  improvement  in 
the  children's  spir- 
it, behavior,  and  grades  is 
dramatic.  Kline  also  notes 
that  sleep  apnea  is  common 
among  people  with  Down's 
syndrome.  "Once  they're 
sleeping  well,  their  learning- 
potential  goes  way  up,"  he 
says. 

People  can  also  suffer 
from  occasional  sleep  apnea, 
or  partial  blockage  of  the  air- 
ways. Many,  for  example, 
snore  loudly  and  fitfully  after 
a  night  of  drinking.  The  al- 
cohol, in  these  cases,  relaxes 
the  throat  muscles,  causing 
them  to  flop  onto  the  wind- 
pipe. Smokers  can  run  into 
the  same  problem,  because 
of  inflammation  of  these  tis- 
sues. Some  people  get  relief 
by  sleeping  on  their  sides  or 
stomachs. 

It  probably  doesn't  help 
much  to  recommend  that  peo- 
ple should  stop  smoking,  cut 
down  on  alcohol,  and  lose 
weight.  We've  heard  it  all  be- 
fore. But  if  you  do  suffer 
from  some  of  the  symptoms, 
you  might  ask  your  loved 
ones  to  take  the  pillow  off 
their  heads  and  listen  to  your 
snoring.  If  they  note  a  pause 
in  your  breathing,  call  your 
doctor.  Stephen  Baker 


WHEN  THE  SANDMAN 
STAYS  AWAY 


Ever  space  out  dur- 
ing a  meeting  or 
jerk  awake  at  the 
PC?  You're  not 

alone.  Dr.  William  C. 
Dement,  director  of  the 
Sleep  Disorders  Clinic  at 
Stanford  University  Med- 
ical Center,  says  sleep 
deprivation  is  a  problem  of 
"epidemic  proportions." 
Experts  say  even  without 
a  serious  sleep  disorder 
such  as  apnea,  most  adults 
do  not  get  enough  sleep. 

While  a  minimum  of 
eight  hours  of  sleep  is  rec- 
ommended, many 
people  require 
more.  Research 
indicates  that 
losing  just  one 
hour  of  need- 
ed sleep  leads 
to  significant 
declines  in  men- 
tal performance 
and  reaction  time.  For 
example,  every  year  there 
is  a  7%  spike  in  the  number 
of  automobile  accidents  the 
day  after  clocks  are  turned 
ahead  for  daylight  savings 
time.  Lost  sleep  impairs 
cognitive  ability  and  can 
increase  your  susceptibility 
to  infections. 

INTERNAL  CLOCK.  You  can 

repay  your  sleep  debt  by 
sleeping  an  extra  15  minutes 
a  night  until  you  feel  alert 
during  the  day,  says  Dr. 
Michael  Thorpy,  director  of 
the  Sleep-Wake  Disorders 
Center  at  Montefiore  Med- 
ical Center  in  New  York. 

If  you  have  difficulty 
falling  asleep,  try  adhering 
to  a  regular  sleep  schedule 
so  as  not  to  confuse  the 
body's  internal  clock,  says 
Dr.  Peter  Hauri,  director  of 
the  Mayo  Clinic  Insomnia 
Program  in  Rochester, 
Minn.,  and  author  of  No 
More  Sleepless  Nights 


($14.95,  John  Wiley  & 
Sons).  It  is  a  good  idea  to 
avoid  alcohol,  nicotine,  and 
caffeine.  Hidden  sources  of 
caffeine  include  some  over- 
the-counter  pain  and  cold 
remedies. 

SLEEPING  PILLS.  Exercising 
within  four  hours  of  bed- 
time also  can  interfere  with 
sound  slumber.  Unwind  in- 
stead with  relaxing  nightly 
rituals  such  as  taking  a 
warm  bath.  If  sleep  still 
doesn't  come  within  20  min- 
utes of  retiring,  get  out  of 
bed.  Read  or  watch  televi- 
sion elsewhere  until  sleep 
sets  in.  "The  idea  is  to  con- 
dition yourself  to 
associate  bed 
only  with 
sleep,"  says 
Montefiore's 
Dr.  Thorpy. 
Certain 
herbal  teas, 
such  as 
chamomile,  lemon 
balm,  rosemary,  skull- 
cap, and  valerian  may  help. 

However,  sleeping 
pills — prescription  or 
over-the-counter — should 
be  a  last  resort  and  used 
only  briefly,  say  experts. 
It's  easy  to  build  up  resis- 
tance to  sleeping  pills, 
requiring  you  to  take 
more  of  them  over  time  to 
produce  the  intended 
effect.  Such  medications 
also  can  have  unpleasant 
side  effects  such  as  drows- 
iness and  poor  concentra- 
tion. If  trouble  sleeping  or 
daytime  drowsiness  per- 
sists, you'd  be  wise  to 
consult  your  physician. 
Thyroid  and  kidney  disor- 
ders are  among  the  possi- 
ble culprits.  Regardless  of 
the  cause,  experts  warn 
that  lack  of  sleep  should 
not  be  ignored.  Physically 
and  mentally,  you  lose 
when  you  don't  snooze. 

Kate  Murphy 
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AN  OPTIONS 

YOUR  HEIRS  WILL  VALUE 


When  Eugene  Isen- 
berg,  chief  executive 
at  Houston  oil  compa- 
ny Nabors  Indus- 
tries, was  awarded  2.25  mil- 
lion stock  options,  he  wanted 
keep 


to  keep  as 
much  of  the 
wealth  in  the  family — and 
away  from  the  Internal  Rev- 
enue Service — as  possible.  If 
his  heirs  inherited  the  options 
upon  his  death,  a  55%  estate 
tax  would  gobble  much  of 
their  potential  value.  So  he 
transferred  the  options,  im- 
mediately after  receiving 
them,  to  a  trust  created  for 
his  kids.  By  sweeping  the  op- 
tions out  of  his  estate  while 
the  share  price  was  still  low, 
Isenberg,  67,  headed  off  the 
millions  of  dollars  in  estate 
taxes  his  heirs  would  have 
owed  on  the  options'  future 
appreciation. 

RUSH.  Thanks  to  recent  irs 
and  Securities  &  Exchange 
Commission  rulings  permit- 
ting the  transfer  of  unexer- 
cised, nonqualified  options, 
more  executives  like  Isenberg 
will  rush  to  take  advantage 
of  this  new  estate  planning 
strategy.  With  nonqualified 
options,  any  appreciation 
above  the  grant  price  is 
taxed  as  ordinary  income, 
payable  at  the  time  of  exer- 


SMART  MONEY 


cise.  Using  this  tool,  the  ex- 
ecutive may  pay  gift  tax  on 
the  value  of  the  options  when 
the  gift  is  made.  And  when- 
ever the  heirs  exercise  the 
options,  the  executive  will 
also  owe  income  tax  on  the 
spread — the  gain  in  share 
price  from  the 
time  of  grant 
to  the  time  of  exercise.  But 
these  options  could  be  a  tax 
time  bomb,  since  the  tax  bur- 
den stays  with  the  executive, 
who  could  be  socked  should 
the  shares  soar.  The  result: 
The  kids  keep  more  money 
than  if  they  received  the  op- 
tions through  the  estate  after 
the  executive  died.  If  the  ex- 
ecutive dies  before  the  op- 
tions are  exercised,  his  estate 


is  responsible  for  the  income 
tax,  says  Robert  Salwen, 
president  of  New  York-based 
consulting  firm  Executive 
Compensation  Corp. 

Until  last  year,  most 
companies  strictly  for- 
bid the  transfer  of 
stock  options.  But  fol- 
lowing a  1996  sec 
inling  that  liberalized 
restrictions,  a  grow- 
ing number  of  compa- 
nies, including  McDon- 
ald's, Time  Warner,  and 
H.J.  Heinz,  have  revised 
their  executive  compensation 
plans  to  allow  options  trans- 
fers. And  more  are  expected 
to  follow,  Salwen  says.  So  if 
you  have  accumulated  a  sig- 
nificant amount  of  nonquali- 
fied options  as  part  of  your 
compensation,  consider  using 
this  time-sensitive  strategy  be- 
fore the  options'  value  grows. 

To  employ  this  technique, 
you  must  work  for  a  publicly 
traded  company  with  an  op- 
tion plan  that  specifically  per- 
mits the  transfer  of  nonquali- 
fied stock  options.  Tax-favored 
incentive  stock  options— where 
any  gain  realized  from  the 
time  of  grant  to  the  time  of 
sale  is  taxed  as  capital  gains — 
can  never  be  transferred.  The 
best  candidates  to  consider 
transfers  are  individuals  with 
estates  worth  more  than 
$600,000,  the  level  at  which 
estate  taxes  take  effect. 

If  you  believe  the  share 
price  will  increase,  transfer 
the  unexercised  options  as 
soon  as  they  are  granted,  ei- 
ther to  a  trust  or  directly  to 


Passing  Options  Along 

It  makes  sense  to  transfer  nonqualified  stock  options  if: 

►Your  other  assets  and  income  will  be  sufficient  for 
your  needs 

►You  are  confident  that  the  options  will  increase  sub- 
stantially in  value 

►You  will  realize  significant  estate  tax  savings  for  your 
heirs  by  transferring  the  options  during  your  lifetime 

►You  have  the  money  to  pay  the  income  tax  due  on  the 
options  when  the  beneficiary  exercises  them 

►You  are  prepared  to  relinquish  the  power  to  change 
the  options'  beneficiary 

DATA:  ROBERT  SALWEN,  EXECUTIVE  COMPENSATION  CORP. 


n 


iX 


your  heir,  says  Jonath 
itzky,  a  partner  w 
Boston  law  firm  Sul 
Worcester.  "The  sod 
gift   is   made,  the 
the  wealth  can  build  u 
kids'  hands  free  of  gift 
tate  tax,"  he  says. 
GIFT  TAX.  While  this 
allows  you  to  avoid  so 
es,  you  can't  escape  I 
You  can  make  annual 
gifts  of  up  to  $10,000 
of  options  per  heir.  A 
above  that  is  subject 
tax  of  up  to  55%,  de 
upon  the  size  of  you#;- 
and  the  value  of  the  or.  - 
the  time  of  transfer.  A< 
to  the  irs,  gift  tax  oi  P 
ferred  options  is  ba 
their  value  the  day  thfl? 
transferred.  While  the 
not  stated  its  position 
taxation  of  unvested 
experts  suggest  valuiii 
the  same  way. 

Like  any  other  fi 
planning  strategy,  tr  ti- 
ring stock  options  ii  ai- 
risk.  If  the  stock  tar 
the  options  become  wc 
you  cannot  go  back  to 
and  reclaim  the  gift  t 
Dubitzky  says:  "Ever,  fr; 
stock  only  grows  nw  i{ 
the  increase  in  th< 
wealth  will  be  much 
for  every  dollar  of  g 
you  paid  than  if  yolltiaj 
them  cash  or  stock."  I  1; 

Once  the  options  ante 
ferred,  your  heirs  havw.  P 
where  between  five  a  e-Pi't 
years — depending  up  ic  i 
terms  of  the  grant — t< 
cise  them.  At  that  tin  a  . 
cause  the  options  oripla 
were  granted  as  part  i  i 
compensation — you  w 
income  tax  on  the  £ 
Should  your  stock  turn 
be  the  next  Microsoft, 
ture  tax  hit  could  be  o 
"As  ironic  as  it  may 
it's  much  better  for  th 
utive  to  pay  the  incoi 
than  the  kids  because  Is 
serves  wealth  for  th 
generation,"  Dubitzky  s 
if  you  have  the  means 
the  income  tax  and  i 
without  the  related  i 
this  could  be  one  of  thi 
valuable   gifts  you'll 
give.     Julie  Carrick 
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eritable  fountain 
estoring  energy, 
1  sex  drive,  while 
dght  and  improv- 
)HEA,  melatonin, 
ewest  hormone 
gnenolone,  are  ac- 


HEALTH 


tually  hormone  precursors. 
Produced  natiu-ally  by  human 
glands,  precursors  are  con- 
verted into  other  hormones 
such  as  estrogen  and  testos- 
terone and  decrease  with  age. 
By  restoring  them  to  youth- 
ful levels  through  supple- 
ments, manu- 
facturers claim, 
the  most  common  symptoms 
of  aging  can  be  avoided.  Yet 
medical  experts  contend  that 
tinkering  with  hormone  levels 
can  lead  to  conditions  ranging 
in  severity  from  acne  to  ac- 
celerated cancer  growth. 


tency  can  vary  greatly.  And 
the  act  requires  no  proof  that 
a  product  is  effective  or  even 
safe.  Manufacturers  have  lit- 
tle incentive  to  invest  in  test- 
ing before  putting  a  product 
on  the  market,  so  supplement 
research  is  limited  compared 
with  pharmaceuticals.  And 
since  testing  is  done  on  rats, 
which  do  not  produce  signifi- 
cant levels  of  these  hormones, 
what  does  exist  is  inconclu- 
sive, says  leading  dhea  re- 
searcher, Arthur  Schwartz, 
PhD,  a  professor  of  microbi- 
ology at  the  Fels  Institute 
for  Cancer  Research  &  Mole- 
cular Biology  at  Temple  Uni- 
versity School  of  Medicine  in 
Philadelphia. 

Often,  it  is  only  after  a  sup- 
plement becomes  widely  avail- 
able that  its  effects  on  people 


breasts  in  men  and  facial 
hair  and  heart  disease  in 
women.  Possible  side  effects 
of  melatonin  include  dizzi- 
ness, grogginess,  and  con- 
stricted blood  vessels,  which 
can  exacerbate  high  blood 
pressure  and  heart  disease. 
UNDETERRED.  The  greatest 
danger  of  hormones  lies  in 
their  unpredictability,  dhea, 
for  instance,  is  converted  into 
estrogen  and  testosterone. 
The  amount  varies  among  in- 
dividuals and  is  impossible 
to  anticipate.  Because  hor- 
mones feed  any  hormone- 
dependent  cancers,  the  result 
is  that  dhea  may  speed  up 
the  growth  of  prostate  can- 
cer in  men  and  breast  cancer 
in  women,  says  Richard 
Sprott,  PhD,  associate  direc- 
tor of  the  nia. 


Anti-Aging  Antidotes:  What  Price  Youth? 


HORMONE 

CLAIMS 

POSSIBLE  RISKS 

DHEA 

i  Mood  elevator;  extends  lite;  increases 
muscle  tone  and  sex  drive;  reduces 
weight  and  improves  memory. 

i  Short  term:  Acne,  unwanted  sex  traits, 
and  irritability.  Long  term:  Liver  damage. 
May  accelerate  cancer  growth. 

MELATONIN 

i  Sleep  aid;  prevents  cancer,-  extends  life. 

Short  term:  Confusion,  drowsiness,  and 
headaches.  Long  term:  Exacerbates  high- 
I  blood  pressure  and  cardiovascular  disease. 

DATA  NATIONAL  INSTITUTE  ON  AGING,  BUSINESS  WEEK 


There  is  scant  evidence 
from  controlled  scientific  tests 
to  support  the  industry's 
claims.  As  nutritional  supple- 
ments, hormones  are  loosely 
regulated  and  exempt  from 
the  intense  testing  faced  by 
pharmaceuticals.  While  the 
Dietary  Supplement  Health 
&  Education  Act  of  1994  pro- 
hibits manufacturers  from 
making  unsubstantiated 
claims  on  their  packaging,  po- 


are  fully  under- 
stood. But  "what 
we  are  experi- 
encing now 
[with  hormone 
supplements]  is 
a  mass,  uncon- 
trolled clinical  tri- 
al," says  Jane 
Shure,  spokesperson 
for  the  National  Insti- 
tute on  Aging,  part  of 
the  National  Institutes  of 
Health  in  Bethesda,  Md.  In 
April,  1997,  the  nia  launched 
its  first  public  education  cam- 
paign to  alert  consumers  to 
the  possible  risks  associated 
with  hormone  supplements. 
Consumers  can  call  the  nia 
(800  222-2225)  or  visit  their 
Web  site  (www.nih.gov/nia)  for 
more  infoimation. 

According  to  the  nia, 
dhea  can  cause  acne  and 
irreversible  liver  damage. 
The  supplement  may  also 
lead  to  the  development  of 


Dr.  Ronald  Klatz,  an  author 
on  anti-aging  and  president  of 
a  group  that  markets  life-ex- 
tending books  and  tapes,  dis- 
counts the  warnings.  "Lethal 
doses  are  so  high  as  to  be  un- 
obtainable," he  claims. 

Still  think  the  possible  ben- 
efits outweigh  the  risks?  First 
talk  to  your  doctor.  If  you 
are  pregnant,  nursing,  or 
have  a  medical  condition, 
these  supplements  are  not 
recommended.  Men  should 
have  a  prostatic-specific  anti- 
gen or  psa  test  to  screen  for 
prostate  cancer  and  women 
should  have  a  mammogram 
to  test  for  breast  cancer  be- 
fore starting  a  dhea  regimen. 

Novil,  who  is  undeterred 
by  the  risks,  has  noticed  but 
one  side  effect.  "Yeah,  I  think 
I'm  getting  younger,"  he  says. 
Real  or  imagined,  the  most 
certain  effect  of  hormones 
may  be  a  new  attitude. 

Karen  Ann  Coburn 
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Phil  Orion,  Director 
oj  Centralized  Operations 
Entergy  Corporation 


Consolidating  informatio 
business  results  is  nothing 
than  wishful  thinking  w 
EMC  Enterprise  Storage.1 
EMC  at  the  center  of  tt 
enterprise,  business  le 
now  have  the  tools  theyj' 
to  leverage  all  of  their  infi 
tion  into  a  powerful  compa 
advantage.  Finally,  vast  ai 
of  information  can  be  man|y 

isj 

stored,  protected,  and  ra 
shared  simultaneously 
all  platforms  -  mainframe,  j 
systems,  NT,  AS/400,  you 
it.  EMC  Enterprise  Storage  LMI 
companies  that  want  to 
as  quickly  as  their  inform* 
To  learn  more,  visit  our 
site  at  www.emc.com,  or 
1-800-424-EMC2,  ext.  384 


EMC2 

The  Enterprise  Storage  Compa 


EMC  is  a  registered  trademark,  and  EMC  Enterprise  Storage  and  The  Enterprise  Storage  Company  are  trademarks  of  EMC  Corporation  ©1997  EMC  Corporation  All  rights  reservec 


Not  Without 

EMC  Enterprise 
Storage 

They  Won't. 


ess  Week  Index 


DN  INDEX 


ast  week:  -0.7°/ 
ast  year:  3.2% 


PRODUCTION  INDICATORS 


DUCTION  INDEX 

lay  17=121.3 
1992=100   


Sept.  Jan.  May 

1996  1997  1997 

-week  moving  average 

ndex  declined  during  the  week  ended  May  17.  Before 
e  four-week  moving  average,  the  index  was  unchanged  at 
test  week,  seasonally  adjusted  output  levels  of  autos  and 
back  sharply  after  the  end  of  a  strike  at  Chrysler  Corp.  But 
offset  by  drops  in  steel,  electric  power,  crude-oil  refining, 
uction.  Rail-freight  traffic  was  little  changed  in  the  week. 

pyright  1997  by  The  McGraw-Hill  Companies 


NDICATORS  I 

LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%CHG 

(5/23)  S&P  500 

847.03 

829.75 

24.8 

ND  YIELD,  Aaa  (5/23) 

7.60% 

7.55% 

0.9 

ITERIALS  PRICES  (5/23) 

106.3 

106.4 

-2.7 

URES  (5/16) 

NA 

NA 

NA 

OANS  (5/14)  billions 

NA 

NA 

NA 

,  M2  (5/12)  billions 

$3,891.7  $3,894. Or 

4.4 

5,  UNEMPLOYMENT  (5/17)  thous 

322 

317 

-6.9 

rd  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100).  Dun 
jres  of  large  companies),  Federal  Reserve,  Labor  Dept. 


RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

S  (5/27) 

5.59% 

5.51% 

5  ii" 

'APER  (5/28)  3-month 

5.67 

5.69 

5.37 

OF  DEPOSIT  (5/28)  3-month 

5.69 

5  68 

5.34 

SE  (5/23)  30-year 

8.08 

8  08 

8.20 

IORTGAGE  (5/23)  one-year 

6.01 

6.08 

5.89 

8.50 

8.50 

8.25 

Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (5/24)  thous.  of  net  tons 

LATEST 
WEEK 

9  1 

WEEK 
AGO 

2  058# 

YEARLY 
%  CHG 

w,  ,  , 

AUTOS  (5/24)  units 

1  97 

-7  5 

TRUCKS  (5/24)  units 

1 31 ,604 

1 2  /  ,U3  /  rff 

8. 1 

ELECTRIC  POWER  (5/24)  millions  of  kilowatt-hrs. 

NA 

57,177# 

NA 

CRUDE-OIL  REFINING  (5/24)  thous.  of  bbl./day 

NA 

14,819# 

NA 

COAL  (5/17)  thous.  of  net  tons 

21,199# 

20,588 

4.2 

LUMBER  (5/17)  millions  of  ft. 

502. 0# 

502.9 

9.5 

RAIL  FREIGHT  (5/17)  billions  of  ton-miles 

26. 3# 

26.1 

-0.4 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2,  Association  of 
American  Railroads 


PRICES 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

GOLD  (5/28)  $/troy  oz. 

342.800 

342.700 

-12.3 

STEEL  SCRAP  (5/27)  #1  heavy,  $/ton 

1  B4  50 

138.50 

-5.6 

COPPER  (5/23)  e/ib. 

119.9 

116.7 

-1.1 

ALUMINUM  (5/23)  e/ib 

79.8 

79.8 

9.3 

COTTON  (5/24)  strict  low  middling  1-1/16  in 

,  J/lb.  69.46 

69.63 

-15  3 

OIL  (5/27)  $/bbl. 

20.46 

20.77 

-2.2 

CRB  FOODSTUFFS  (5/27)  1967=100 

237.50 

237.36 

-11.9 

CRB  RAW  INDUSTRIALS  (5/27)  1967=100 

337.98 

339.76 

0.3 

Sources:  London  Wednesday  final  setting,  Chica 

>o  market,   Metals  Week,  Memphis 

market,  NYMEX,  Commodity  Research  Bureau 

fFOREIGN  EXCHANGE 

LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

JAPANESE  YEN  (5/28) 

115.80 

113.72 

108.45 

GERMAN  MARK  (5/28) 

1.70 

1.69 

1.53 

BRITISH  POUND  (5/28) 

1.64 

1.65 

1.54 

FRENCH  FRANC  (5/28) 

5.76 

5.70 

5.19 

ITALIAN  LIRA  (5/28) 

1690.0 

1666.5 

1548.5 

CANADIAN  DOLLAR  (5/28) 

1.38 

1.37 

1.37 

MEXICAN  PESO  (5/28)' 

7.904 

7.861 

7.730 

TRADE-WEIGHTED  DOLLAR  INDEX  (5/28) 

103  1 

102.2 

98.4 

Sources:  Ma|or  New  York  banks  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J  P  Morgan 


e  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
stern  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


^EEK  AHEAD 


COME 

2,  8:30  a.m. edt  ►  Personal 
increased  just  0.1%  in  April 
;r  spending  was  flat,  accord- 
Jian  forecast  of  economists 
ms  International,  one  of  the 
:ompanies.  In  March,  income 

and  purchases  rose  0.5%. 

ON  SPENDING 

2,  10  a.m. edt  ►  Building 
rose  0.5%  in  April,  rebound- 
1%  drop  in  March. 


2,  10  a.m. edt  ►  The  mms 
ts  that  the  business  index  of 


the  National  Association  of  Purchasing 
Management  likely  stood  at  54%  in  May, 
little  changed  from  April's  54.2%. 

LEADING  INDICATORS 

Tuesday,  June  3,  10  a.m. edt  ►  The  Confer- 
ence Board's  index  of  leading  indicators 
probably  dipped  0.1%  in  April,  after  no 
declines  for  14  consecutive  months.  In 
March,  the  index  rose  0.1%. 

FACTORY  INVENTORIES 

Wednesday,  June  4,  10  a.m. edt  ►  Manu- 
facturers probably  drew  down  their  invento- 
ries by  a  small  0.1%  in  April  as  floods  and 
strikes  hampered  output.  Inventories  rose 
0.2%  in  March. 


EMPLOYMENT 

Friday,  June  6,  8:30  a.m. edt  ►  The  mms 
median  forecast  expects  a  strong  220,000 
gain  in  nonfarm  payrolls  for  May,  after  a 
more  modest  142,000  increase  in  April. 
The  April  number  will  most  likely  change, 
however,  because  the  May  report  will 
include  new  seasonal  factors  and  bench- 
mark revisions  to  the  job  data.  The  unem- 
ployment rate  is  expected  to  edge  up  to  5% 
in  May,  from  4.9%  in  April. 

INSTALLMENT  CREDIT 

Friday,  June  6,  3  p.m.EDT>-  Consumers 
likely  added  $5  billion  to  their  installment 
debt  totals  in  April,  says  the  mms  survey.  In 
March,  credit  rose  just  $2  billion. 
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This 
Week, 
Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online— your  opportunity  to 
ask  questions  about  fea- 
tures from  the  magazine. 

t5*l  Sunday  <- 

II  Hong  Kong  after  China  takes 
I  over-.  That's  the  topic  of  a  BW 

I^^S  sPec,al  Report  in  thls  lssue 

Ifefc^Pl  —and  of  a  conference  to 
answer  your  own  questions. 
I  The  guests  will  be  Joyce 

IBarnathan,  BW  Asian 
regional  editor  and  Hong 
Kong  bureau  manager,  and 
Pete  Engardio,  senior 
international  news  editor. 
June  1 

9  p.m.  EDT  in  the  Odeon 

Monday 

Charles  I.  Bortnick  tells  how 
Metro  Networks  grew  fast 
enough  to  make  BW's 
1997  list  of  Hot  Growth 
Companies— and  how  your 
small  business  might  do  the 
same.  It's  another  of  the 
weekly  BW  Enterprise  chats. 
June  2 

8  p.m.  EOT  in  the 
BW  Enterprise  Chat  Room 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event 


PQ 


For  a  free  trial  diskette 
including  50  tree  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Keefe,  Bruyette  &  Woods  92 
L 


Abbott  Laboratories  (ABT)  79 
ABC  36 

Access  Cash  96 
Acer  America  74 
ADDS  83 

Advanced  Micro  Devices 

MD)  74 
Aeroquip  Vickers  6 
AES  (AES)  84 
Agouron  Pharmaceuticals 
(AGPN)  79 
Air  France  4 

American  Airlines  (AMR)  65 
American  Vision  Centers  89 
Ameritech  (AIT)  30 
Arcadia  Investment 
Management  72 
ASkyB  37 

AT&TfT)  32,54,84 

B  

Bandai  40 

Bausch  &  Lomb  (B0U  89 
BBD0  Hong  Kong  54 
Beijing  Enterprises  Holdings  50 
Bell  Atlantic  (BEL)  30 
BellSouth  (BLS)  30 
BETA  Research  10 
Black  &  Decker  (BDK)  52 
Bramwell  Growth  Fund 

(BRGRX)  98 
British  Petroleum  (BP)  4 
British  Telecommunications 

(BTY)  30 

Brooks  Brothers  52 

Brown  Brothers  Harnman  92 


Deutsche  Telecom  30  . 
Diebold  (DBD)  96 
Digital  Equipment  (DEC)  38, 74 
Donaldson,  Lufkin  &  Jenrette 
Securities  (DU)  84 
Dresdner  Kleinwort  Benson  26 


Lazard  Freres  94 
Leapfrog  Labs  74 
LearnShare  6 
Leavesden  Studios  6 
Lehman  Brothers  (LEH)  94 
Li  &  Fung  44 

Upper  Analytical  Services  98 
Liz  Claiborne(LIZ)  33 
L'Oreal  6 

Lucent  Technologies  (LU)  84 
LVMH  Moet  Hennessy  Louis 
Vuitton  40 


Prudential  investm 
Prudential  Securit'n 


EchoStar  Communications 
(DISH)  37 

Electric  Clearinghouse  84 

Electronic  Arts  72 

Elite  Model  Management  6 

Enron  (ENE)  84 

Esquel  Enterprises  52 

Executive  Compensation  120 

Exxon  (XON)  84 


Ralston  Purina  (RAH 
RBH  Direct  10  iu< 
Regent  Fund  Manajp^ 
Revlon  (REV)  6 
Revo  89 

Reynolds  Metals  (Rl  j 
Riodan  &  Ross  Distijf 
R.J.  Reynolds  TobacS 
Roche  Holdings  79p 
Royal  Dutch/Shell  Gw<. 

S 


Fidelity  Investments  98 
First  Interstate  Bancorp  92 
Florida  Gas  Transmission  84 
Fox  Broadcasting  (NWS)  36 
Fujitsu  ICI  96 

G 


Cabletron  Systems  (CS)  84 
Cadence  Design  System  10 
Callaway  Golf(ELY)  4 
CBS  (WX)  36 
Cemig  40 

Chase  Manhattan  Bank 
(CMB)  44 

China  Resources  Holdings  50 
Cinergy  (CIN)  84 
Citibank  (CCD  54 
Citic  Pacific  50 
Clorox(CLX)  102 
CNA  Financial  (CNA)  70 
CNN  37 

Coca-Cola  Enterprises  (CCE)  40 
Columbia  Gas  Systems  (CG)  84 
Compagme  Financiere  de 
Paribas  102 

Compaq  Computer  (CPU)  74 
CompUSA  (CPU)  74 
Conoco (DD)  43 
Continental  Cablevision  30 
Cowen  &  Co.  74 
Credit  Lyonnais  Securities 
(ASIA)  50 
CUC  (CU)  40 
Cybermax  74 
Cyrix  (CYRX)  74 


Gabelli  Growth  Fund 

(GABGX)  98 
Galoob  Toys  (GAL)  40 
General  Mills  (GIS)  68 
General  Motors  (GM)  6 
General  Nutrition  Center 

(GNCI)  121 

Gerard  Klauer  Mattison  72 
Glendale  Federal  Bank  (GLN)  92 
Grand  Metropolitan  (GRM)  40 
Granite  Broadcasting 
(GBTVK)  36 
GTE (GTE)  30 
Guinness  40 
Gulf  &  Western  94 


Major  League  Baseball  78 
McCaw  Cellular 

Communications  (T)  30 
McDonald's  (MCD)  6, 40,  50, 

102, 120 

MCI  Communications 
(MCIC)  30 
McKinsey&Co.  84 
McManus  &  Miles  84 
Mediamark  Research  10 
Mercer  Management 
Consulting  30 
Merck  (MRK)  79 
Merrill  Lynch  (MER)  72, 92 
Metropolitan  Modeling  Agency  6 
MFS  Communications 
(MFST)  30 
Micro  Express  74 
Microsoft  (MSFD  72,120 
Miller  Brewing  10 
Monaco  Coach  (MCC0)  102 
i  Montgomery  Securities  92 
Montgomery  Ward  40 
|  Morgan  Stanley  (MS)  79,  91 
Morningstar  98 
Motorola  (MOT)  6, 44 

N 


Samsung  Electronic*' 
SBC  CommunicatiolP" 
SBS-Agro  Bank  96  j 
Schlumberger  (SLB)j 
Seagram  40 
Sears  (S)  68,102 
Sega  40, 72 
Siemens  44 
Simula  (SMU)  102 
Sony(SNE)  44,72. 
Southeast  Research';' 

Partners  89 
Sprint  (FON)  30 
Sunglass  Hut  IntenflW 

(RAYS)  89 

Sunsations  89 


H  J.  Heinz  (HNZ)  120 
Hambrecht  &  Quist  (HMQT)  30 
Ham'  Spmjj  Bank  50 
Hewlett-Packard  (HWP)  52,  74, 
84 

HFAhmanson  92 
HFS(HFS)  40 
Home  Depot  (HD)  68 
Hongkong  Bank  96 
Hughes  Communications  37 

I 


Nabors  Industnes(NBOR)  120 
National  Iranian  Oil  43 
NatWest  Securities  (NW)  36 
NCR  (D  96 
Netschools  18 
News  Corp.  (NWS)  37, 40 
NGC  (NGL)  84 
Ng  Fung  Hong  50 
Nintendo  of  America  72 
Northern  Trust  (NTRS)  26 
NPD  Group  72 
NP  Energy  84 
NTT  30 

Nynex(NYN)  30 


Target  Stores  (DH) 
Tarrant  Apparel  Groil 
(TAGS)  102 
TCI  Satellite  Entertal) 
Tele-Communicatior| 
(TCOMA)  37 
The  Limited  (LTD)  g 
The  Red  Chip  Review 
3M  (MMM)  6 
Time  Warner  (TWX) 
Tommy  Hilfiger  52 
Total  43 
Trans  Energy  84 
Triton  Systems  96 
Turner  Broadcasting 
(TBS.A)  54 
Twentieth  Century  Ri 
(NWS)  6 
U 


IBM  (IBM)  74 
IDC/Link  72 

Infinity  Broadcasting  (INFTA)  36 
In  Focus  Systems  (INFS)  102 
Intel  (INTO  38,  72, 74 
Intellect  Electronic  96 
International  Business 

Development  89 
International  Family 

Entertainment  (FAM)  40 
International  House  of 

Pancakes  65 


Dataquest  74 
Dayton  Hudson  (DH)  89 
Dean  Witter  Reynolds  (DWD)  26 
Deere  &  Co  (DE)  6 


Japan  Tobacco  79 
John  Wiley  &  Sons  119 
Johnson  Electric  Holdings  52 

K 


Kaiser  Permanente  10 


Oakley  (00)  89 
Opta  Food  Ingredients 
(OPTS)  102 

Owens  Corning  (OWC)  6 
Owens-Illinois  (01)  6 


Pacific  Telesis  Group  (PAC)  30 
Paramount  Pictures  40 
Paramount  Communications 
(VIA.B)  94 

Penphonics(PERI)  83 
Petrostrategies  43 
Pfizer  (PFE)  102 
Philip  Moms  (MO)  117 
Pilkington  6 
Polo  Ralph  Lauren  117 
Polywell  74 

Portland  General  Electric 
(PGH)  84 

PnmeStar  Partners  37 
Providence  Capital  38 


UBS  Securities  30 
Union  Bank  of  Califi 
Unisys  (UIS)  83 
Universal  Pictures  ( 
USA  Detergents  (US)!  1 
USWest(USW)  30 
U-tron  Technologies 


Viacom  (VIA.B)  94 
W 


WalsinLihwa  62 
Walt  Disney  (DIS)  31 
Watch  Station  89 
Waterloo  Maple  18  I 
Wells  Fargo  (WFC)  | 
Westinghouse  Electrl 
Willis  Farber  North  As 
WorldCom  30 
WW  Grainger  (GVW 


Yankee  Group  30 
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tment  Figures  of  the  Week 


lay  May  22-28 


•  850 
847.21 


1-week  change 

+0.9% 


ibeat  week  in  the 
rkets,  in  which 
rose  to  all-time 
:andard  &  Poor's 
ex,  NASDAQ  Com- 

and  Dow  Jone^ 
;rage  all  climbed 
'els  on  May  27. 
bed  38  points  to 
illy  was  sparked 

stocks,  notably 
;o  rallied  on  word 
iany  was  involved 
a  I ks .  But  bonds 

vibrant.  Thirty- 
ds  climbed  above 

28,  causing  a 
icks. 


RATES 


g  Financial  Markets 


Diversified  All  Equity 
52-week  total  return 


U.S.  MARKETS 


Latest 


%  change 
Week  Year 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


uuw  jones  inousuidis 

0.9 

28.9 

NASDAQ  Combined  Composite 

1410.2 

2.7 

14.1 

S&P  MidCap  400 

277.3 

1.8 

15.4 

S&P  SmallCap  600 

153.8 

2.3 

10.2 

S&P  SuperComposite  1500 

181.2 

1.1 

24.2 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

267.6 

3.4 

26.8 

S&P  Financials 

93.4 

0.0 

39.1 

S&P  Utilities 

191.7 

0.1 

-1.7 

PSE  Technology 

286.6 

3.9 

28.7 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

4677.5 

0.8 

24.4 

Frankfurt  (DAX) 

3636.4 

1.1 

42.1 

Tokyo (NIKKEI  225) 

20,351.3 

2.6 

-7.3 

Hong  Kong  (Hang  Seng) 

14,556.5 

2.3 

31.1 

Toronto  (TSE  300) 

6389.0 

1.3 

22.4 

Mexico  City  (IPC) 

3906.3 

-1.7 

17.8 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.75% 

1.77% 

2.09% 

S&P  500  P/E  Ratio  (Last  12  mos 

)  21.4 

21.3 

19.7 

S&P  500  P/E  Ratio  (Next  12  mos 

)*  17.6 

17.5 

NA 

First  Call  Earnings  Revision* 

-0.73  % 

-1.03% 

NA 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

S&P  500  200-day  average 

747.7 

744.1 

Positive 

Stocks  above  200-day  average 

70.0% 

66.0% 

Neutral 

Options:  Put/call  ratio 

0.47 

0.57 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

1.33 

1.43 

Positive 

Communications  Equip. 
Oil  &  Gas  Drilling 
Computer  Systems 
Broadcasting 
Shoes 


31.8 
22.9 
19.2 
18.8 
17.8 


Semiconductors 
Savings  &  Loans 
Computer  Software 
Invest.  Banking/Brkrge. 
Household  Products 


78.7 
58.6 
54.9 
52.4 
50.5 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Restaurants 
Engineering  &  Constr. 
Transportation  Svcs. 
Food  Wholesalers 
Food  Chains 


-0.64 
-0.37 
1.0 
2.7 
3.0 


Gold 

Engineering  &  Constr. 
Defense  Electronics 
Broadcasting 
Specialty  Printing 


-27.39 
-18.31 
-8.14 
-6.23 
-6.14 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Giddings  &  Lewis 

195/16 

-1*B4 

Wells  Fargo 

258 '/4 

-1 

McDonalds 

51 '/2 

-V4 

Union  Carbide 

473/8 

-5/8 

CVS 

475/8 

-1 

PacifiCare  Health  Systems  A 

723/8 

-'/4 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

1265/s 

117-4 

Cisco  Systems 

683/4 

22 '/4 

3Com 

463/4 

18'/2 

Dell  Computer 

113'/4 

345/ib 

Intel 

1695/ie 

22 ,5/i6 

WorldCom 

26 

3t-4 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.14 

5.12 

4.85 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.12 

5.11 

5.17 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDs 

5.23 

5.23 

4.91 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.86 

5.76 

5.63 

GENERAL  OBLIGATIONS 

4.93% 

4.91% 

5.52% 

5.50% 

10-YEAR  TREASURY  NOTES 

6.79 

6.72 

6.67 

PERCENT  OF  TREASURIES 

72.63 

73.04 

78.57 

79.05 

30-YEAR  TREASURY  BONDS 

7.03 

6.96 

6.85 

TAXABLE  EQUIVALENT 

7.14 

7.12 

8.00 

7.97 

LONG-TERM  AA  INDUSTRIALS 

7.56 

7.49 

7.41 

INSURED  REVENUE  BONDS 

5.06 

5.05 

5.71 

5.70 

LONG-TERM  BBB  INDUSTRIALS  7.93 

7.90 

7.80 

PERCENT  OF  TREASURIES 

74.54 

75.12 

81.27 

81.92 

LONG-TERM  AA  TELEPHONES 

7.78 

7.71 

7.66 

TAXABLE  EQUIVALENT 

7.33 

7.32 

8.28 

8.26 

EQUITY  FUNDS 

EQUITY  FUND  CATEGORIES 

Leaders 

Laggards 

Leaders 

Laggards 

Four-week  total  return  % 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Amerindo  Technology  D        31 .4 

Prudent  Bear 

-8.2 

Technology 

16.1 

Real  Estate 

3.0 

Van  Wagoner  Post-Venture  25.6 

Rydex  Ursa 

-6.0 

Small-cap  Growth 

14.4 

Diversified  Emerging  Mkts. 

3.4 

Interactive  Inv.  Tech  Value  25.0 

Comstock  Part.  Cap  Val.  A 

^1.6 

Japan 

1 1.0 

Utilities 

3.9 

Van  Wagoner  Emerging  Growth  24.0 

Calvert  New  Africa  A 

-2.8 

Mid-cap  Growth 

11.0 

International  Hybrid 

4.0 

Pin  Oak  Aggressive  Stock  23.6 

American  Heritage 

-2.4 

Small-cap  Blend 

10.4 

Precious  Metals 

4.4 

Leaders 

Laggards 

Leaders 

Laggards 

52-week  total  return  % 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

tar,  Inc. 


Morgan  Stan.  Inst.  Lat.  Am.  A  46.1 

Rydex  OTC  45.9 

Morgan  Stanley  Latin  Amer.  A  44.9 

Legg  Mason  Value  Primary  44.6 

Fidelity  Sel.  Electronics  44.3 


United  Svcs.  Gold  Shares 
Steadman  Technology  Grtft. 
Perkins  Opportunity 
Bull  &  Bear  Gold  Investors 
Dreyfus  Aggressive  Growth 


^15.6 
-42.2 
^41 .0 
-36.5 
-34.7 


Financial 
Real  Estate 
Latin  America 
Europe 

Large-cap  Blend 


33.8  Precious  Metals  -25.9 

28.8  Japan  -9.1 

28.7  Small-cap  Growth  -7.9 

22.8  Diversified  Pacific/Asia  0.4 
22.5  Communications  2.2 
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Editorials 


WE'RE  BETTING  ON  HONG  KONG 


"■"  isten  closely  on  July  1,  and  beneath  the  noise  of  fire- 
JLi  crackers  celebrating  China's  reunification  with  Hong  Kong 
you  will  hear  a  low,  thunderous  roar  from  across  the  main- 
land. The  equivalent  of  "Show  me  the  money"  in  Cantonese, 
Mandarin,  Fujianese,  Shanghainese,  and  a  dozen  other  dialects 
will  resound  as  millions  of  people  demand  a  piece  of  Hong 
Kong's  good  life.  Beijing's  Communist  rulers  are  betting  they 
can  absorb  a  dynamic,  hip,  capitalist  society  and  control  its  in- 
fluence over  the  rest  of  China.  We're  betting  they  can't.  We 
believe  the  injection  of  Hong  Kong's  market  economy  and 
freewheeling  culture  into  Chinese  society  will  tip  the  delicate 
balance  of  power  between  Beijing  centralizers  and  provincial 
decentralizers,  Communist  Party  freedom-phobes  and  high- 
tech information  lovers,  party  hacks  and  entrepreneurs. 

Our  hunch  is  that  the  takeover  does  not  mean  an  end  to 
Hong  Kong,  but  rather  the  beginning  of  the  endgame  for 
what  will  eventually  be  seen  as  the  relatively  short-lived 
(for  China)  Chinese  Communist  era.  Naturally,  predicting 
that  capitalism,  prosperity,  and  the  growth  of  a  middle  class 
will  trump  dictatorship  is  a  gamble.  We  could  be  wrong.  But 
we  have  enough  confidence  in  the  market  economy's  trans- 
formative power  to  place  the  long-term  bet.  And  we  believe 
that  intelligent  U.  S.  policy  toward  China  can  tilt  the  odds  in 
favor  of  the  market,  hastening  the  transformation  (page  44). 

Here's  why  we  think  Hong  Kong  values  will  eventually 
triumph  over  those  of  Beijing.  For  starters,  Hong  Kong  is  al- 
ready winning.  Over  the  past  20  years.  Hong  Kong  capital,  con- 
tacts, and  culture  have  played  key  roles  in  transforming  China 
from  a  totalitarian  to  an  authoritarian  society.  This  distinction 
is  not  merely  semantic.  In  the  1970s,  China  was  an  absolute 
dictatorship  with  a  state-owned  economy  run  by  the  Commu- 
nist Party.  Today,  power  is  widely  dispersed.  People  can  move 
about  freely,  villages  can  elect  their  own  leaders,  and  tens  of 
thousands  of  students  study  abroad.  The  state  owns  only  40% 
of  the  economy  (less  than  in  France),  and  its  share  is  shrinking. 
A  middle  class  is  rising  alongside  the  new  entrepreneurs  who 
want  more  autonomy,  easier  access  to  global  capital  and  mar- 
kets, more  foreign  technology,  and  a  more  standard  code  of  law. 


Individual  Chinese  are  joining  in,  as  well.  They  ar|tut 
ing  then'  own  businesses,  moving  to  different  citiaM 
work,  and  absorbing  cool  Hong  Kong  culture.  Today, 
pop  artists  sing  of  going  "to  that  wonderful  worBI 
beacon  of  hope  and  prosperity — Hong  Kong.  In  faMii 
Kong  is  one  big  schoolhouse  for  China's  budding  life, 
managers,  drilling  them  on  transparency  and  contraj'fo 

Of  course,  things  could  get  bad  quickly.  Hong  Kitf 
source  of  everything  Beijing  wants  and  everything  it  of 
they  believe  Hong  Kong's  way  of  life  threatens  theirptl 
survival,  China's  rulers  will  stomp  on  it.  Beijing  riskeflt 
nomic  success  to  brutally  crush  dissent  in  Tiananmenap 
It  could  do  it  once  again.  But  crushing  Hong  Kong  utte 
costly.  With  the  end  of  Communism,  the  current  dictm. 
mus1  legitimize  its  rule  by  offering  its  people  a  higlM 
dard  of  living.  Hong  Kong  embodies  prosperity  to  H 
nese,  and  that,  in  the  end,  is  Hong  Kong's  trump  ca$x 

It's  a  pity  that  so  few  in  Washington  share  our  ofac 
An  unusual  coalition  of  liberals  and  conservatives  is  H 
ing  to  snatch  that  trump  card  away  from  Hong  Koijsj 
gious  conservatives,  labor  unions,  environmentalists^ 
tionists,  campaign-reform  advocates,  human  rights  im 
and  leftover,  hard-line  anti-Communists  are  banding  jm 
to  deny  China  normal  trade  ties  with  the  U.  S.  Manypj 
launch  a  new  cold  war*  against  China.  They  are  united™ 
ignorance  of  \\  hal  has  been  transpiring  there.  ParadH 
this  coalition  is  profoundly  anti-business:  It  shows  noH 
the  ability  of  its  own  economic  system  to  transform  H| 

How  strange  and  sad.  The  anti-China  coalition,  Im 
Beijing  will  crash  Hong  Kong,  would  actually  help  it  In 
ing  China  most-favored-nation  status.  This  would  on| 
Hong  Kong  and  the  dynamic  parts  of  Chinese  socijy. 
think  that  Hong  Kong  values  will  win  the  day,  and  ew 
mfn  will  surely  help.  It  took  Taiwan  and  South  Koj^'i' 
decades  of  growth  to  make  the  transition  from  dictate)!^ 
democracy.  It's  only  reasonable  to  give  the  Middle  Kjp 
halfway  down  the  road,  time  to  finish  the  journey.  We  m 
China  as  much  capitalism  as  it  wants. 


WHAT  TELECOM  REFORM? 


The  merger  negotiations  between  at&t  and  sbc  Commu- 
nications reflect  the  dawning  truth  that  the  Telecom- 
munications Act  of  1996  is  turning  out  to  be  a  colossal  failure. 
It  has  not  opened  up  local  phone  service  to  competition.  In- 
deed, it  appears  to  be  actually  bolstering  the  monopoly  pow- 
er of  the  regional  Bells,  at&t's  decision  to  buy  into  the  huge 
local  phone  company  that  includes  the  former  Southwestern 
Bell  Telephone  Co.  and  Pacific  Telesis  Group  is  an  admission 
of  defeat,  at&t  doesn't  think  it  can  successfully  compete  locally 
so  it  is  simply  buying  into  the  monopoly. 


This  isn't  good  for  the  economy  and  it  isn't  good  for  e 
sumer.  The  Telecom  Act  was  supposed  to  usher  in  a  ne'e; 
competition,  generating  new  products  and  services, 
prices.  But  it  now  appears  that  Congress  wrote  lejJ 
that  was  too  partial  to  the  Baby  Bells.  Some  state  re;  k 
then  protected  their  hometown  companies.  And  the  Bt 
used  the  courts  to  keep  outsiders  out.  There  is  nothii; '  ' 
ural"  about  local  phone  monopolies.  They  are  creaturepf ' 
byists,  politicians,  judges,  and  regulators — and  legislalrs. 

The  Telecom  Act  of  1996  has  to  be  rewritten. 
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Editorials 


WE'RE  BETTING  ON  HONG  KONG 


Listen  closely  on  July  1,  and  beneath  the  noise  of  fire- 
crackers celebrating  China's  reunification  with  Hong  Kong 
you  will  hear  a  low,  thunderous  roar  from  across  the  main- 
land. The  equivalent  of  "Show  me  the  money"  in  Cantonese, 
Mandarin,  Fujianese,  Shanghainese,  and  a  dozen  other  dialects 
will  resound  as  millions  of  people  demand  a  piece  of  Hong 
Kong's  good  life.  Beijing's  Communist  rulers  are  betting  they 
can  absorb  a  dynamic,  hip,  capitalist  society  and  control  its  in- 
fluence over  the  rest  of  China.  We're  betting  they  can't.  We 
believe  the  injection  of  Hong  Kong's  market  economy  and 
freewheeling  culture  into  Chinese  society  will  tip  the  delicate 
balance  of  power  between  Beijing  centralizers  and  provincial 
decentralizers,  Communist  Party  freedom-phobes  and  high- 
tech information  lovers,  party  hacks  and  entrepreneurs. 

Our  hunch  is  that  the  takeover  does  not  mean  an  end  to 
Hong  Kong,  but  rather  the  beginning  of  the  endgame  for 
what  will  eventually  be  seen  as  the  relatively  short-lived 
(for  China)  Chinese  Communist  era.  Naturally,  predicting 
that  capitalism,  prosperity,  and  the  growth  of  a  middle  class 
will  tramp  dictatorship  is  a  gamble.  We  could  be  wrong.  But 
we  have  enough  confidence  in  the  market  economy's  trans- 
formative power  to  place  the  long-term  bet.  And  we  believe 
that  intelligent  U.  S.  policy  toward  China  can  tilt  the  odds  in 
favor  of  the  market,  hastening  the  transformation  (page  44). 

Here's  why  we  think  Hong  Kong  values  will  eventually 
triumph  over  those  of  Beijing.  For  starters,  Hong  Kong  is  al- 
ready winning.  Over  the  past  20  years,  Hong  Kong  capital,  con- 
tacts, and  culture  have  played  key  roles  in  transfoiming  China 
from  a  totalitarian  to  an  authoritarian  society.  This  distinction 
is  not  merely  semantic.  In  the  1970s,  China  was  an  absolute 
dictatorship  with  a  state-owned  economy  run  by  the  Commu- 
nist Party.  Today,  power  is  widely  dispersed.  People  can  move 
about  freely,  villages  can  elect  their  own  leaders,  and  tens  of 
thousands  of  students  study  abroad.  The  state  owns  only  40% 
of  the  economy  (less  than  in  France),  and  its  share  is  shrinking. 
A  middle  class  is  rising  alongside  the  new  entrepreneurs  who 
want  more  autonomy,  easier  access  to  global  capital  and  mar- 
kets, more  foreign  technology,  and  a  more  standard  code  of  law. 


Individual  Chinese  are  joining  in,  as  well.  They  aram 
ing  their  own  businesses,  moving  to  different  citieH 
work,  and  absorbing  cool  Hong  Kong  culture.  Today,  1M> 
pop  artists  sing  of  going  "to  that  wonderful  wor$< 
beacon  of  hope  and  prosperity — Hong  Kong.  In  fate 
Kong  is  one  big  schoolhouse  for  China's  budding  R 
managers,  drilling  them  on  transparency  and  contraln 

Of  course,  things  could  get  bad  quickly.  Hong  Kb 
source  of  everything  Beijing  wants  and  everything  itpv 
they  believe  Hong  Kong's  way  of  fife  threatens  theirmii: 
survival,  China's  rulers  will  stomp  on  it.  Beijing  riskeqij 
nomic  success  to  brutally  crash  dissent  in  Tiananmenfflu 
It  could  do  it  once  again.  But  crashing  Hong  Kong  vm 
costly  With  the  end  of  Communism,  the  current  dictM 
musl  legitimize  its  rule  by  offering  its  people  a  highB 
dard  of  living.  Hong  Kong  embodies  prosperity  to  j§C 
nese,  and  that,  in  the  end,  is  Hong  Kong's  trump  casls 

It's  a  pity  that  so  few  in  Washington  share  our  o] .. 
An  unusual  coalition  of  liberals  and  conservatives  is  m 
ing  to  snatch  that  tramp  card  away  from  Hong  KorBJ 
gious  conservatives,  labor  unions,  environmentalists,!! 
tionists,  campaign-reform  advocates,  human  rights  aB 
and  leftover,  hard-line  anti-Communists  are  banding  tip 
to  deny  China  normal  trade  ties  with  the  U.  S.  Many  m 
launch  a  new  cold  war  against  China.  They  are  united  M 
ignorance  of  what  has  been  transpiring  there.  ParadH 
this  coalition  is  profoundly  anti-business:  It  shows  noH 
the  ability  of  its  own  economic  system  to  transform  m 

How  strange  and  sad.  The  anti-China  coalition,  bH 
Beijing  will  crash  Hong  Kong,  would  actually  help  it  Vm 
ing  China  most-favored-nation  status.  This  would  onfl 
Hong  Kong  and  the  dynamic  parts  of  Chinese  sociH 
think  that  Hong  Kong  values  will  win  the  day  and  evm 
mfn  will  surely  help.  It  took  Taiwan  and  South  KoM 
decades  of  growth  to  make  the  transition  from  dictatoM| 
democracy.  It's  only  reasonable  to  give  the  Middle  Kip 
halfway  down  the  road,  time  to  finish  the  journey.  We  ips 
China  as  much  capitalism  as  it  wants. 


WHAT  TELECOM  REFORM? 


The  merger  negotiations  between  at&t  and  sbc  Commu- 
nications reflect  the  dawning  truth  that  the  Telecom- 
munications Act  of  1996  is  turning  out  to  be  a  colossal  failure. 
It  has  not  opened  up  local  phone  service  to  competition.  In- 
deed, it  appears  to  be  actually  bolstering  the  monopoly  pow- 
er of  the  regional  Bells,  at&t's  decision  to  buy  into  the  huge 
local  phone  company  that  includes  the  former  Southwestern 
Bell  Telephone  Co.  and  Pacific  Telesis  Group  is  an  admission 
of  defeat.  AT&T  doesn't  think  it  can  successfully  compete  locally 
so  it  is  simply  buying  into  the  monopoly. 


This  isn't  good  for  the  economy  and  it  isn't  good  for  1 
sumer.  The  Telecom  Act  was  supposed  to  usher  in  a  ne\et 
competition,  generating  new  products  and  services,  Imp 
prices.  But  it  now  appears  that  Congress  wrote  let 
that  was  too  partial  to  the  Baby  Bells.  Some  state  reda 
then  protected  their  hometown  companies.  And  the  Be  1 
used  the  courts  to  keep  outsiders  out.  There  is  nothir " 
ural"  about  local  phone  monopolies.  They  are  creature^ 
byists,  politicians,  judges,  and  regulators — and  legislate. 

The  Telecom  Act  of  1996  has  to  be  rewritten. 
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Up  Front 


EDITED  BY  LARRY  LIGHT 
TRADE  TIFFS 

THE  FDA'S 
ADVERSE  REACTION 

WASHINGTON  IS  RESISTING  A 

European  Union  push 
for  faster  regulatory  ap- 
proval of  each  other's 
drugs  and  medical  prod- 
ucts. To  save  time  and 
money,  the  eu  wants  the 
items  it  approves  to  be 
sold  in  America  without  a 
U.  S.  regulatory  review.  And 
fda  approval  would  permit 
automatic  sale  in  Europe.  But 
U.  S.  law  requires  the  Food 
&  Drag  Administration  to  vet 
all  new  drugs. 

Thus  far,  American  trade 
negotiators  have  agreed  to 
the  eu  plan  for  only  25  med- 
ical products,  none  of  them 
drugs.  Among  those  needing 
an  0.  K.  on  just  one  side  of 
the  ocean  are  new  models 
of  surgical  knives,  artificial 
limbs,  and  cat  scanners.  Jan 
Kees  van  Soest,  a  top  execu- 
tive at  Philips  Medical  Sys- 


tems Inter- 
national, figures  that  not  hav- 
ing to  duplicate  regulatory 
reviews  "will  save  millions  of 
dollars"  for  the  Dutch  maker 
of  cat  scanners. 

The  Europeans  are  argu- 
ing for  exempting  1,000 
health  products — including 
drugs — in  one  swipe.  But 
getting  to  that  level  is  so  dif- 
ficult, says  one  of  the  Ameri- 
cans in  the  talks,  "we'll  be 
negotiating  for  more  than  100 
years."      William  Echikson 


SLUGFESTS 


A  NICE,  NONPARTISAN  CAUSE:  OLLIE  NORTH 


THE   CHRISTIAN  COALITION 

may  have  hit  a  new  obstacle 
in  its  fight  to  hold  on  to  its 
tax-exempt  status.  The  group 
has  long  insisted  it  shuns 
partisan  politics  and  thus 
qualifies.  But  on  June  4,  the 
group  admitted  it  rented  one 
of  its  mailing  lists  to  Oliver 
North's  failed  1994  bid  for 
Virginia's  Senate  seat. 

Coalition  spokes- 
man Arne  Owens 
now  says  the 
group's  membership 
list  has  always 
been  available  to 
candidates  in  either 
party.  (North,  he 
adds,  paid  fair  mar- 
ket value:  $5,131.) 
Still,  the  Coalition's 
outgoing  honcho, 
Ralph    Reed    Jr.,  REED:  IRS 


told  business  week  in  Octo- 
ber, 1995:  "That  list  is  not  on 
the  market.  You  can't  rent  it, 
you  can't  buy  it,  you  can't 
mail  it." 

Reed,  who  is  leaving  the 
group  to  become  a  political 
consultant,  could  not  be 
reached  for  comment.  But 
Owens  says  Reed  may  have 
been  referring  to  the  group's 
national  mailing 
list — not  the  Vir- 
ginia list  rented  to 
North.  Besides 
battling  the  Inter- 
nal Revenue  Ser- 
vice over  tax-ex- 
empt status,  the 
Christian  Coalition 
is  being  sued  by 
the  Federal  Elec- 
tion Commission. 
target      Mary  Beth  Regan 


TALK  SHOW  U\  have  nothing  against  him,  but  I  don't  t 
he  ought  to  be  ambassador  to  Mexico." 

— Senate  Foreign  Relations  Chairman  Jesse  Helms  ( R-N.  C.) 
opposing  moderate  Republican  William  Weld's  nomination 

HEALTH  PLANS 

UNISYS  STOPS  PLAYING  DOCTOR 


UNISYS,  WHICH  DOES  SUCH 
chores  as  processing  medical 
claims  for  state  governments, 
once  had  dreams  of  actually 
running  a  health-care  plan. 
So  two  years  ago, 
the  computer  out- 
fit wrested  the 
contract  to  man- 
age the  Florida 
state  workers' 
medical  plan  from 
Blue  Cross/Blue 
Shield  of  Florida, 
which  had  run  it 
for  17  years.  But 
Florida  has  just 
torn  up  Unisys'  ~ 
four-year,  $86  million  contract. 
And  ceo  James  Unruh  is 
scrapping  its  ambitions  of  ex- 
panding into  health-care  in- 
surance plans — a  relatively 
small  but  potentially  lucra- 
tive initiative. 

The  Florida  contract  was 
a  two-year  migraine  for 
Unisys.  After  a  welter  of 


complaints  from  worken 
able  to  get  their  medicaM 
paid  on  time  or  accurB 
Unisys  was  repeatedly  ft 
The  state  is  investigBj 
charges  byH 
staffers  than 
was  change t 
show  that  pflj 
mance  stancfl 
were    met.  fife 


CEO  UNRUH:  Gives  up 


company  dl 
the  charges! 

says  that  I 
is  no  evidenl 
wrongdoing.  | 
Unisys  rl 
"  understood! 
complexities  of  Florida's  ji 
says  Ron  Poppell,  who  n 
the  Employees'  Insua 
Div.:  "We  really  need  si 
body  that's  in  the  insuM 
business."  Unisys  spokei 
J.  Peter  Hynes  says  that 
Florida  plan  proved  morl 
ficult  to  manage  thanj 
expected.   Jennifer  Rein 


PRODUCT  PEEK 

MOVE  OVER, 
SHORTWAVE  RADIO 


some  day  soon,  a  satellite 
will  let  you  tune  into  your 
favorite  New  York  ra- 
dio station  in  Los  .....^ — 
Angeles.  And  the 
broadcast  will  have  ,  v 

terrific  sound  quali-  * 
ty,  thanks  to  digital 
technology.  This 
so-called  digital 
radio  won't  be 
available  in  the 
U.  S.  before  1999. 
But  a  new  venture 
promises  to  bring  it 


from  international  inve 
World  Space  has  credi 
among  major  corpora 
though.  French  telecom 
Alcatel,  for  instance 
signed  up  to  build  the 
ect's  satellite  systems, 
WorldSpace  is  in 
with  Bloomberd 
formation  Radical 
bbc,  and  cnn  ifl 
to  carry  t 
^  programs. 
^n  WorldSpa 


to  Africa  and  Asia  in  1998 
and  Latin  America  by  1999. 

On  June  10,  an  outfit 
named  WorldSpace  is  due  to 
unveil  this  $800  million  ven- 
ture. Based  in  Washington, 
the  private  company  is  vague 
about  its  financing;  a  spokes- 
woman says  the  capital  is 


ceo  Noah  Sain 
says  he  want  I 
bring  digital  rcoJ 
continent-wl 
t  ra nsmissions  t' 
countries  underset 
by  media.  Under  Samai 
U.  S.  citizen  born  in  Ethi 
WorldSpace  traded  its  till 
nology  for  a  20%  s'M 
in  American  Mobile  Rp 
Corp.,  which  aims  to  laiP 
U.S.  digital  radio.  ASM 
backers  include  Hughes  #c 


tromcs. 


Catherine 


This  automobile  doesn't  start  *5t  $36,400!  It's  $36,400  loaded.  So 


when  you  hop  into  the  cockpit  and  feel  the  leather  and 


the  walnut  and  the  dual-overhead-cam  V8  and 


anything  else  you  want  to  Feel,  you  won't  be  surprised.  At 


the  price,  at  least.  ^KLJi^Qi^^K 
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MAD  AVE 


YES,  WE  HAVE  NO  LYRICS 


CHIQUITA  IS  ABOUT  TO  CHANGE 

its  famous  old  jingle.  You 
know  how  it  goes:  "F 
Chiquita  Banana  and  I've 
come  to  say/Bananas 
have  to  ripen  in  a  cer- 
tain way."  Chiquita,  con- 
trolled by  financier 
Carl  Lindner,  aims 
to  keep  the  same 
bouncy  Latin 
tune,  just  add  new 
lyrics. 

Back    in  1944, 
when  the  jingle 
first  aired,  ba- 
nanas were  new 
to  the  American 
palate,  says  Chi- 
quita marketing 
veep  Sherrie 
Terry.  So  ads  in 
structed  consumers  on 
how  to  tell  when  the 
fruit  can  be  eaten  and, 
of    course,  to 
"never  put  ba-  RIPE:  Miss 
nanas  in  the  re- 


frigerator."  But  now,  the  com- 
pany figures  the  words  are  a 
little  old-fashioned;  current 


Chiquita  spots  only  use  the 
time.  Next,  Chiquita  Brands 
International  wants  lyrics 
that  stress  bananas'  health 
benefits.  The  company  is 
sponsoring  a  contest  for 
the  best  replacement,  with 
a  Walt  Disney  World 
vacation  for  four  as 
the  prize. 

The  new  song, 
slated   for  ads  in 
1998,  will  help  Chiqui- 
ta in  its  neck-and-neck 
competition    with  Dole 
Food  for  dominance  in 
bananas — the  U.  S.'s 
most    popular  fruit. 
(Strawberries  are  second, 
apples  third.)  Chiquita, 
which   unlike  more 
broad-based  Dole  is  con- 
'  centrated  in  bananas,  has 
a  few  handicaps.  It  has 
run  red  ink  for  most  of  this 
decade.  Causes 
Chiquita  range  from  the  cost 
~  of  paying  down  its 
high  debt  to  crop-destroying 
Honduran  floods  to  stiff  Eu- 
I  ropean  tariffs. 


I-WAY  PATROL 

SURFING  IN 

THE  CORNER  OFFICE 

THINK  RESEARCHERS  ARE  THE 

only  ones  in  Coiporate  Amer- 
ica who  surf  the  Net?  Sur- 
prisingly, managers,  who  by 
reputation  disdain  such 
hands-on  work  as  plac 
ing  their  own  calls, 
are  rolling  up  their 
sleeves  and  getting 
into  cyberspace. 
They  use  the  Net 
to  learn  about 
products,  pricing, 
competitive 
trends,  and  to  track  fi- 
nancial data  on  rivals, 
suppliers,  and  customers. 
That's  from  a  report  by  con- 
sultants Fuld  &  Co. 

About  30%  of  the  150  com- 
panies that  responded  to  a 
survey  on  Fuld  s  Web  site 


say  planners  and  market  re- 
searchers use  the  Net  the 
most.  But  senior  management 
comes  in  second  at  18%.  Take 
Gary  Owen,  controller  at 
Stone  Container's  specialty 
packaging  unit  in  Louisville. 
He  uses  the  Net  to  bench- 
mark his  company's  flexo- 
graphic  printing  tech- 
nology and  to  gather 
data  on  customers.  It 
wows  them,  he  says. 
Fuld  finds  the 
Net  is  used  equally 
by  those  in  sales 
and  r&d,  both 
14%.  A  recent 
American  Man- 
W  agement  Assn. 
survey  shows  that 
while  only  2.3%  of  3,466  ex- 
ecs responding  use  the  Net  at 
the  office  more  than  10  hours 
a  week,  the  number  will  jump: 
24%  say  they'll  be  online  in 
two  years.  Stan  Crock 


DRAWN  &  QUARTERED 


REALITY  BYTES 

REVENGE  OF 
THE  NERDS 


FORGET    BURGER  FLIPPING. 

Techie  teens  are  landing  lu- 
crative jobs  in  the  computer 
world.  The  reason  is  today's 
shortage  of  workers  skilled 
in  information  technology — 
an  estimated  190,000  vacant 
jobs  at  large  and  midsize 
companies. 

The  opportunities  are  so 
good  that  many  skip  college. 
Nearly  100  teenagers  trained 
in  computer  animation  at 
John  A.  Rowland  (Calif.) 
High  School  now  work  at 
such  Hollywood  studios  as 
Walt  Disney,  Warner  Bros., 
and  DreamWorks.  Demand 
is  especially  strong  for  3-D 
animators,  with  starting 
salaries  as  high  as  $45,000 
yearly.  The  Electronic 
Data  Systems  office 
in  Herndon,  Va.,  is 
interviewing  sever- 
al students  trained 
as  Novell  local-area- 
network  administrators  at 
Ballou  High  School  in 
Washington.  Chantilly  Pro- 
fessional Technical  Center,  a 
vocational  school  near  the 
eds  facility,  sent  eight  grads 
there  in  1995,  13  in  1996,  and 
17  this  year.  The  teenagers 
earn  a  minimum  of  $20,000 
annually. 

Some  computer-proficient 
youngsters  are  even  reject- 
ing Corporate  America  for 


the  entrepreneurial  life.r 
Eisenberg,  15  and  si 
high  school,  declined  ? 
tures  from  Compaq; 
started  his  own  consi 
firm,  Fl  Computer,  oi 
Minneapolis.  He  t.i 
clients — often  triple  his  5 
in  software  installation 
system  setup.   Lisa  So* 


THE  BIG  PICTURE 


CHEERS— AT  LAS? 

Martinis  and  fine  oL 
scotch  are  back  in  voifi. 
New  studies  show  oi 
drink  daily  is  salutar  Jc 
the  longtime,  health 
related  decline  of  h<l- 
liquor  consumption 
be  bottoming  out, 
Indicators  are  that  ] 
capita  consumptior 


SPIRITS  COIt 
OF  THE  U.S , 
CENSUS  BURtB* 


FOOTNOTES  Physical  activity  with  most  participation  growth,  1987-96:  stair-stepping,  843%;  most  decline:  fly-fishing,  —45- 
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It  means:  "beat  the  pants 

off  your  competition" 

in  14  different  languages. 


There's  a  competitive  advantage  staring  you  in  the 
face.  It's  called  UPS  Worldwide  Express  Plus'and  it's 
the  only  service  that  guarantees  delivery  to  150  cities 
throughout  Europe  by  8:30  a.m!  That's  hours  faster, 
to  more  cities,  than  any  other  delivery  company.  And 
by  choosing  UPS,  your  packages  are  fully  tracked  and 
cleared  through  customs  electronically  so  they  make  it 
to  your  customers' desks  first  thing  in  the  morning.  To 
clean  your  competition's  clock  all  across  Europe,  call 
1-800-PICK-UPS  or  visit  us  at  www.ups.com. 

MOVING  at  the  SPEED  of  BUSINESS. 


UDS 


■ery  on  the  second  business  day  Call  UPS  for  details.  €'1997  United  Parcel  Service  of  America,  Inc. 


D  technology.  The  possibilities  are  endless. 
And  that's  just  the  beginning. 


Panasonic  DVD  technology  is  the  resource  of  the  future  that  will  start 
improving  life,  today.  And  we've  only  begun  to  explore  all  its  possibilities. 

At  first  glance,  DVD  might  appear  to  be  a  cutting-edge  entertainment 
technology  -  bringing  movies  and  interactive  educational  programs  home  in 
a  way  never  before  possible.  But  take  a  glimpse  into  the  future  and  what 
you'll  see  is  that  DVD  is  much  more.  It  will  be  a  business  partner  that  puts 
millions  of  facts  at  your  fingertips.  A  legal  assistant  that  can  search  through 
hundreds  of  law  books  in  seconds.  Or  a  teaching  tool  that  can  give  students 
individualized  remedial  lessons.  DVD  discs  are  the  size  and  shape  of 
CD-ROMs,  but  far  more  powerful.  With  a  massive  capacity  of  up  to  17  giga- 
bytes and  a  data  transfer  rate  of  nearly  10  megabits  per  second,  DVD  players, 
DVD  ROM  and  DVD  RAM  will  be  the  essential  tools  of  the  information  age. 

And  Panasonic,  through  its  parent  company,  Matsushita  Electric,  has 
created  technologies  that  give  DVD  its  power.  The  most  powerful  DVD 
disc  will  be  dual-sided  and  dual-layered.  This  technique  takes  the  original 
DVD  concept,  with  an  already  impressive  4.7  gigabytes,  and  potentially 
expands  it  to  17.  All  this  is  possible  thanks  to  the  ultra-precise  UV  disc 
bonding  technology  and  dual-focus  Holographic  lens  created  by  Matsushita. 

Panasonic  has  been  involved  with  DVD  technology  every  step  of  the 
way.  Even  before  it  was  called  DVD.  Today,  Panasonic  has  U.S.  facilities  to 
help  businesses  with  digital  video  and  audio  compression,  DVD  program 
authoring,  mastering,  even  disc  manufacturing.  So,  no  one  is  better  prepared 
to  help  companies  enter  the  DVD  age. 

DVD  technology  will  change  the  movie,  music,  publishing,  and  computer 
industries,  simultaneously.  It  will  help  business,  research  and  education  solve 
complex  problems.  Or  simply  let  people  enjoy  feature  films  with  extraordinary 
CD-quality  sound,  a  choice  of  8  different  language  sound  tracks  and  32 
subtitles.  The  possibilities  are  endless.  And  that's  just  the  beginning. 


Panasonic 

Matsushita  Electric 


#1  Mid-Cap  Fund 


Ron 
Elijah 


-Upper  3-year  ranking  4/30/97 
The  Robertson  Stephens 

Value  + 
Growth  Fund 

23.81% 

Five- Year 
Average  Annual  Return 
5/12/92-5/12/97 


23.55% 

Three-Year 
Average  Annual  Return 
3/31/94-3/31/97 


21.78% 

Average  Annual  Return 
Since  Inception 
5/12/92-3/31/97 


Ron  Elijah,  portfolio  manager,  specializes 
in  finding  growth  stocks  at  attractive  valu- 
ations. Upper  ranked  the  Value  +  Growth 
Fund  #1  out  of  97  mid-cap  funds  based  on 
its  three-year  total  return  as  of  4/30/97. 
For  more  information  about  the  risks  and 
advantages  of  investing  in  this  Fund, 
please  call... 

www.rsim.com 


15.66% 

One -Year 
Total  Return 
3/31/96-3/31/97 


Performance  claca  represents 
past  performance,  which  is  no 
guarantee  of  lutnre  results. 
Investment  return  and  princi- 
pal value  will  fluctuate  so  that 
shares,  when  redeemed,  may 
be  worth  more  or  less  than 
their  original  cost 


1-800-766-3863 

ext.794 


1-800-5-NO-LOAD 


ROBERTSON 
STEPHENS  & 
COMPANY 


SINCE  1978 


Lipper  ranked  the  Value  *  Growth  fund  23  out  of  180  mid-cap  funds  based  on  its  one  year 
return  .is  of  1/30/97. 

for  more  information,  including  management  tees,  expenses,  and  the  special  risks  associated 
with  this  Fund,  call  Robertson,  Stephens  &  Company  LLC,  distributor,  tor  a  prospectus.  Read  it 
carefully  before  you  invest. 

Charles  Schwab  &  Co.,  Inc.,  member  SIPC/NYSE,  provides  recordkeeping  and  shareholder 
services  for  shares  purchased  through  its  Mutual  Fund  OneSource. 
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Bringing    the    F  u  n  d    Manager    to  You 


What  would  you  like  for  your  next  wish? 

■  Imagine  a  land  of  affordable  labor,  low  open 
ating  costs  and  cooperative  public  officers.  You 
might  think  it's  some  kind  of  site-selection  fairy 
tale.  It's  not  It's  simply  business  as  usual  in 
Mississippi.  We've  created  an  aggressively  pro- 
business  environment  and  would  like  nothing 
more  than  the  opportunity  to  prove  it  to  you. 

■  Call  1-800-340-3323.  And  we'll  do  everything  in 
our  power  to  make  your  next  site  decision  a  very 
easy  one.  No  matter  how  lofty  your  goals. 


Mississippi.  We  can  do  that. 


Mississippi  Department  of  Economic  and  Community  Development  •  RO.  Box  849  •  Jackson,  Mississippi  •  39205  •  http://www.mississippi.org 


LOOK!  GOING  ON  LINE! 
SURFING  THE  NET! 
IT'S  SUPERB  ABY! 
COMING  TO  WORK  WITH 
POWERS  AND  ABILITIES 
FAR  BEYOND  THOSE  OF 
TWENTIETH  CENTURY 
WOMAN. 


She'll  be  as  comfortable  behind  her  monitor 
as  you  are  behind  the  wheel  of  your  car.  Except  it'll 

take  her  a  lot  farther.  It'll  be  her  fax,  her  phone, 
her  interactive  television,  her  library,  her  secretary, 
her  teacher,  her  partner.  Not  to  mention 
her  on -  cam  era,  on-line,  interoffice  meeting  place. 

She'll  be  working  for  you  or  buying  from 
you  or  both  before  you  know  it. 


Let's  get  ready  for  her.  We're  Bellcore. 
The  people  who've  already  built  the  foundation 
for  the  world's  most  sophisticated  Telecom  network. 
And  who've  been  living  and  breathing  the  future 
of  business  networking  ever  since.  Let's  talk.  Let's  plan 
Let's  make  sure  that  when  she  clicks  on  the  screen 
someday,  you're  the  one  staring  back  at  her. 

1-800-52  I -  CORE  (U.S.  &  CANADA) 
http://www.bellcore.com 


Bellcore 


Readers  Report 


WHY  DOWNSIZING 
DOESN'T  ADD  UP 


It's  heartening  that  productivity  in- 
creases are  now  coming  from  efficient 
uses  of  information  technology,  net- 
working, and  speedier  communications 
rather  than  from  job  cutting  ("How  long 
can  this  last?"  Cover  Story,  May  19). 

Downsizing  to  me  is  epitomized  in 
the  centuries-old  Greek  tale  of  the  peas- 
ant-fanner who  wanted  to  save  money 
and  decided  to  economize  on  the  fod- 
der he  gave  his  donkey.  Every  day,  he 
cut  down  a  bit  more  on  the  hardwork- 
ing animal's  rations.  On  the  10th  day,  a 
neighbor  asked:  "How  is  your  donkey- 
fodder  downsizing  going?"  Replied  the 
donkey  owner:  "Everything  was  going 


fine,  until  suddenly,  for  no  obvious  rea- 
son, my  donkey  dropped  dead  yester- 
day." Surely,  there's  a  moral  there  for 
ceos  to  mull  over? 

Marjory-Helen  Laing 
Zug,  Switzerland 

DOES  BASIC  SCIENCE 

PAY  OFF?  

John  Carey's  article  ("What  price  sci- 
ence?" Science  &  Technology,  May  26) 
helps  correct  the  long-standing  but  sim- 
plistic assumption  that  there  is  a  direct, 
linear  relationship  between  basic  sci- 
ence and  commercially  relevant  tech- 
nology: Put  science  in  one  end  of  the 
pipe,  and  technology  comes  out  the  oth- 
er. In  the  three  cases  of  engineering  in- 
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novation  we  studied — reaction  in 
molding,  magnetic  resonance  ire 
and  the  Internet — new  technolo, 
not  flow  directly  from  breakthrou 
basic  science.  But  without  the 
mental  knowledge  that  basic  s 
yields,  none  of  the  innovations  we 
ied  would  exist. 

For  example,  the  National 
Foundation's  primary  role  in  the 
net  may  have  been  that  of  matchu 
but  the  electronic  and  physical 
structures  that  comprise  the  In 
depend  on  infoimation  theory,  soli( 
physics,  electro  optics,  and  other  fi 
for  which  the  nsf  has  providec  is  more 
stantial  research  support. 

The  relationship  between  res 
and  development  and  "payoff,"  h 
er  defined,  is  complex.  Although 
trially  useful  technologies  dc 
emerge  in  a  linear  fashion  from 
throughs  in  fundamental  science 
wrong  to  infer  that  fundament; 
ence  plays  no  role  in  their  origin 
improvement. 

David  Ro€ 
Program  Ma 
for  Technology 
sri  Internal 
Arlingtoil 


Please  call  l-8IH)-:?45-7S74 
lnr  «i  prospectus  containing 
more  complete  information, 
including  charges  and 
expenses,  which  should  be 
read  before  investing 
w  w  w.  a  m  e  r  icancent  ury.  com 
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Gleckman's  insightful  eom- 
The  political  lube  job  they're 
;  reform,"  News:  Analysis  & 
iry,  May  2G)  about  the  bal- 
let agreement  between  Pres- 
ton and  Congress  illustrates 
ided  priorities  of  both  major 
arties.  The  Republican  and 
c  parties  seem  not  to  know 
switch  off  their  "campaign 


HONS  &  CLARIFICATIONS 

of  unbridled  traders  in  "A  gun- 
more"  (People,  Apr.  7)  should 
ed  to  Sumitomo  Corp.,  not  Sumi- 
:  Ltd. 

of  the  hot"  (Special  Report,  May 
icription  of  ACE-COMM  should  have 
mpany  performs  billing,  customer 
ither  support  services  for  telecom 
Also,  in  the  table  on  companies' 
/,  ACE-COMM  was  misspelled. 

m  Outboard  Marine"  (The  Corpo- 
i  2)  referred  to  possible  buyers  for 
Corp.  It  should  have  referred  to 
jyers  for  Outboard  Marine  Corp. 


mode"  long  enough  to  govern  prudently. 
The  Republicans  will  sacrifice  higher 
deficits  in  the  first  three  to  four  years  of 
this  agreement  to  appease  wealthy  cam- 
paign donors  with  tax  cuts,  while  the 
Democrats  are  looking  for  new  areas  of 
social  spending — education,  in  this 
case — on  top  of  the  current  social  spend- 
ing we  can't  afford. 

As  a  taxpayer  under  40  years  old,  I 
can  see  how  those  of  my  generation  will 
become  totally  distrustful  of  the  politics 
of  both  parties.  Is  it  a  wonder  why  more 
young  people  believe  in  the  existence 
of  UFOs  than  believe  they  will  collect 
Social  Security?  I  look  forward  to  the 
day  when  good  politics  of  pandering  to 
special  interest  groups  will  be  ridiculed 
as  bad  policy  and  poor  governing. 

James  H.  Nicholas 
Sellersville,  Penn. 

ANOTHER  WAY  TO 

APPROACH  THE  l-WAY  

I  read  with  interest  your  story  about 
the  Iowa  Communications  Network  ("A 
Collision  on  the  Iowa  I-Way,"  News: 
Analysis  &  Commentary,  May  19). 
OneNet,  Oklahoma's  telecommunications 
network,  took  a  decidedly  different  ap- 
proach. Rather  than  build  a  government 
network  from  scratch  at  colossal  cost 
to  taxpayers  and  private  companies. 


OneNet  partnered  with  Oklahoma's  tele- 
phone companies  to  lease  the  state's  ex- . 
isting  fiber-optic  infrastructure  at  some 
of  the  lowest  rates  in  the  nation.  This 
makes  OneNet  the  largest  single  cus- 
tomer of  private  companies,  not  their 
largest  competitor.  And  because  OneNet 
is  self-sustaining,  Oklahoma  taxpayers 
don't  foot  the  bill. 

Hans  Brisch,  Chancellor 
Oklahoma  State  Regents 
for  Higher  Education 
Oklahoma  City 
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Help  me,  I'm  working  and  I  can't  get  up!  The  more  you  make,  the  more  they 

take.  Everybody  gets  theirs  and  you  get  what's  left.  Will  it  be  enough  for  a 

comfortable  retirement?  You've  made  some  investments,  but  now  you  may 

not  feel  quite  as  good  about  them.  And  does  anyone  need  to  ask  how  you  feel 

about  Social  Security?  Perhaps  you  should  consider  something  that  could 

give  you  a  little  more  confidence.  May  we  lend  you  a  hand?  You  will  find  a 

wide  range  of  investment  opportunities  at  American  Century  to  help  you 

meet  your  future  needs.  We  have  over  sixty  mutual  funds  organized  to 

diversify  your  portfolio.  To  help  get  you  up  and  keep  you  ahead.  More  than 

two  million  people  trust  us  to  manage  their  money-nearly  $54  billion,  and 

climbing.  They  seem  to  like  our  approach  to  investing.  It's  a  little  different 

from  most  others.  Our  funds  are  managed  by  teams.  Instead  of  individuals. 

We  think  that  allows  us  to  make  better  and  more  consistent  decisions.  We 

also  weigh  our  independent  research  against  market  trends.  To  see  if  they  are 

right.  Independent  thinking.  It  can  make  the  difference  between  winning 

AMERICAN 

and  losing.  Invest  in  our  thinking.  It  could  give  you  a  new  outlook.  CENTURY. 


ad  of  merely  managing  chaos,  why  not  capitalize  on  it?  For  some, 
i e  is  a  threat,  something  that  must  be  managed  or  great  harm  will 
!.  Nonsense.  For  the  stout  of  heart,  change  is  an  opportunity.  As 
orld's  premier  provider  of  scalable,  manageable  and  secure  Internet 
ons,  along  with  leading  Internet  consulting  services,  we  can  extend 
enterprise  to  the  world  and  propel  your  business  forward.  Don't  run 
change.  Seek  it  out  at  www.hp.com/go/computing  Capitalize  on  chaos. 


Books 


MEXICO:  BIOGRAPHY  OF  POWER 

A  History  of  Modern  Mexico,  1810-1996 

By  Enrique  Krauze 
HarperCollins  •872pp.  $35 


A  NATION  WARPED 
BY  STRONGMEN 


In  Mexico,  1994  saw  the  Zapatista 
guerrilla  uprising,  two  major  political 
assassinations,  presidential  elections, 
and  a  brutal  currency  devaluation.  That 
year,  prominent  Mexican  historian  En- 
rique Krauze  was  engaged  in  examining 
another  difficult  time  in  Mexican  politics: 
1968,  when  army  troops  massacred  hun- 
dreds of  student  demonstrators  just  a 
week  before  the  opening  of  the  Mexico 
City  Olympic  Games.  Among  Krauze's 
sources  was  Juan  Sanchez  Navarro,  a 
septuagenarian  executive  and  influen- 
tial player  during  several  decades  of 
Mexico's  history,  whom  I  happened  to 
be  interviewing  when  Krauze  tele- 
phoned Mm.  Sanchez  Navarro,  who  after 
the  1968  killings  was  summoned  for  con- 
sultations with  then-President  Gustavo 
Diaz  Ordaz,  gave  inside  details  to  the 
historian.  Then,  after  hanging  up,  he 
observed:  "I  don't  envy  Enrique!  Dra- 
matic histoiy  is  being  made  eveiy  day — 
he'll  never  catch  up!" 

Krauze  did  manage  to  find  a  stop- 
ping point,  however.  The  result  is  Mex- 
ico: Biography  of  Power,  A  History  of 
Modern  Mexico,  1810-1996,  an  impor- 
tant contribution  to  the  literature  on 
Mexico's  turbulent  and  fascinating  past. 

The  872-page  tome  goes  back  to  pre- 
Hispanic  days,  but  concentrates  on  the 
leaders  of  the  past  two  centuries.  It's  an 
approach  that  helps  explain  how  Mexico 
got  into  its  sticky  predicament:  a  system 
that  for  nearly  70  years  has  lavished 
near-dictatorial  power  on  the  President, 
backed  by  a  rubber-stamp  congress  and 
the  Institutional  Revolutionary  Party 
(pri),  which  stole  elections  and  public 
money  to  maintain  itself  in  office.  That 
unhealthy  imbalance  of  power,  which 
encouraged  Presidents  to  embark  on 
ego-driven  megaprojects  during  their 
six-year  terms,  has  been  the  major  force 
that  has  pushed  Mexico's  economy  into  a 
series  of  abrupt  economic  surges  and 
plunges  over  the  decades. 


Krauze  sees  the  strong-President  sys- 
tem as  a  natural  result  of  Mexico's  long 
history  of  domination  by  all-powerful 
leaders,  including  the  Aztec  tlatoani  em- 
perors, a  Spanish  king  and  his  greedy 
viceroys,  and  a  misguided  European  em- 
peror backed  by  Napoleon  III.  A  se- 
ries of  strongmen  called  the  shots  from 
independence  in  1810  through  the  Mex- 
ican Revolution  and  the  unrest  that  con- 
tinued until  1940.  Since  its  creation  in 
1929,  the  pri  has  claimed  to  uphold  the 
ideals  of  the  revolution — land  and  labor 
rights  for  the  peasants  and 
term  limits  for  public  offi- 
cials. But  as  the  pri  is  today 
attacked  from  all  sides  for 
its  corruption  and  antide- 
mocratic practices,  the  rev- 
olution seems  distant  indeed. 

Krauze  has  carved  out  an 
impressive  niche  among 
Mexicanologists,  writing 
books  filled  with  anecdotes 
that  provide  revealing  in- 
sights into  leaders.  His  focus 
on  Mexico's  leaders — the  j^m^ 
"great  man"  approach  to 
history — seems  particularly  appropriate 
here  and  makes  this  book,  however 
long,  a  fascinating  read.  Readers  learn, 
for  example,  of  the  many  exploits  of 
General  Antonio  Lopez  de  Santa  Anna, 
a  military  hero  of  the  years  just  follow- 
ing Mexico's  1810  independence  from 
Spain.  Craving  glory,  Santa  Anna  cere- 
moniously buried  his  amputated  leg  with 
full  military  honors  after  losing  it  in 
battle.  When  he  later  fell  from  public 
grace,  mocking  protesters  dug  up  the 
leg  and  paraded  around  with  it — fore- 
shadowing the  ridicule  to  which  future 
Mexican  leaders  would  be  submitted  at 
the  ends  of  their  public  lives. 

We  also  learn  about  early  20th  cen- 
tury revolutionary  hero  Francisco  I. 
Madero,  nicknamed  "the  apostle  of 
democracy,"  who  believed  he  received 
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messages  from  the  spirit  world  on 
Mm  to  overthrow  dictator  Porfirio  I 
Then  there's  former  President  so 
Lopez  Portillo,  who  governed  from  i 
to  1982  and  considered  himself  a  p. 
carnation  of  sorts  of  the  myta; 
founder  of  Mesoamerica,  the  plu 
serpent  Quetzaleoatl. 

As  interesting  as  Krauze's  boo 
however,  its  failure  to  provide  ai 
depth  look  at  Mexico's  more  recent 
tory — the  last  decade  or  so  is  jj 
briefly  summarized — may  leave  rea 
imagining  that  the  country's  curren 
litical  upheaval  is  just  part  of  the  s 
crazy  historical  pattern  and  will  % 
nowhere.  In  fact,  dramatic  political 
forms  have  been  implemented  since  w 
that  promise  to  make  the  July  6  i  * 
gressional,  gubernatorial,  and  Met- 
City  mayoral  elections  the  fairest 
held.  The  pri  is  expected  to  lose  Mt 
City  and  could  surrender  its  conjk- 
sional  majority. 

Krauze  was  the  favorite  MteUe<ftiip 
Miguel  de  la  Madrid.  Pi 
dent  from  1982  to  \r 
Even  so,  Krauze  says 
leader  missed  a  key  opr 
tumty  to  democratize  Mi- 
co  when  he  refused  to  t 
cept  opposition  party  i 
1986  gubernatorial  vie 
in  the  state  of  Chihua 
Although  Carlos  Salinali 
Gortari,  whose  own  pi 
dential  election  in  1988  I 
tainted  by  fraud,  would  t- 
'^gggggg^  er  recogMze  several  key 
position  victories,  Sal 
erred  by  giving  a  Mgher  priority  to 
matic  economic  reforms  than  to  sie 
cant  political  change,  the  author  sa; 

Krauze  asserts  that  Mexico's  i 
hope  of  breaking  its  bcom-bust  ecoii 
ic  cycle  is  to  move  quickly  tow 
democracy  by  reducing  the  powe 
the  presidency.  That  is  easier  said  I 
done:  President  Ernesto  Zedillo's  efl 
to  relinquish  some  powers  have  alio 
some  antidemocratic  elements  ofj 
own  party,  the  pri,  to  fill  the  lean-- 
ship  void.  Now  that  Mexico's  pla.\ 
field  is  more  level,  it  will  be  interes  t 
to  see  whether  voters  send  more  0] 
sition  representatives  to  the  congi  - 
to  achieve  a  true  balance  of  power. 

BYGERISW,1- 


Smith  is  business 
City  bureau  chief. 
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Potential 


ge  market  -  gateway  to  a 
i  with  $150+  billion  annual 
•ts. 

>wing  market  -  Dubai's 
ts  doubled  since  1990; 
5  regional  economic 
:h  expected. 

>sperous  market  - 

gic  location  at  the  heart  of  one 
world's  richest  regions. 


xpanding  market  -  trading  hub  for 
*ing  economies  in  the  Middle  East,  CIS, 
al  Asia,  the  subcontinent  and  Africa. 


/ersified  market  -  wide  import  requirements; 
rtunities  for  suppliers  of  most  products. 


The  Incentives 


♦  A  tax  free  market  -  no  corporate  or 
income  taxes. 

♦  A  liberal  market  -  no  trade 
barriers;  no  foreign  exchange 
controls;  low  or  zero  import  duties; 
100%  foreign  ownership  in  the  Jebel 
Ali  and  Airport  Free  Zones. 

♦  An  efficient  market  -  state-of- 
the-art  telecommunications;  first 

class  infrastructure  facilities. 

♦  An  established  market  -  well 
developed  banking  and  services  sector; 
regional  conference  and  exhibition  centre. 

♦  An  accessible  market  -  served  by  120  shipping 
lines  and  80  airlines. 

♦  A  cosmopolitan  market  -  superb  quality  of  life  and  accommo- 
dation; top  class  education,  health  and  recreation  facilities. 


)ecide  on  Dubai 


GOVERNMENT  OF  DUBAI 
/    DEPARTMENT  OF  TOURISM  AND  COMMERCE  MARKETING 


8  Penn  Center,  Philadelphia,  PA  19103.  Tel:  (215)  751-9750.  Fax:  (215)  751-9551. 

11999  San  Vicente  Boulevard,  4th  floor,  Los  Angeles,  CA  90049.  Tel:  (310)  471-2361.  Fax:  (310)  471-2830 


TAKE  NOTE 

OF  THIS 


LITTLE  NUMBER. 


1299 


lOOMHz  Pentium"  Notebook 
Windows'  9$ 
I  •  12.1"  dual  scan  color  screen 
1.76"  profile 
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We  also  have  multimedia 
Pentium  notebooks  with  CD-ROM 
from  $1499,  and  desktop, 
network-certified  Pentiums 
from  $899  including  monitor! 


Say  hello  to  the  best  brand-name  notebook  value  in  America.  Featuring 
8  MB  RAM  expandable  to  40  MB,  1.1  gig  HD,  Lithium  Ion  battery,  12.1" 
dual  scan  color  screen  and  touchpad  mouse  control  —  optimized 
with  our  exclusive  Recompute  reconditioning  tune-up.  This 
slender  zip-meister  comes  w  ith  a  c'0-day  extendable  warranty 
and  the  most  heroic  tech  support  in  the  industry.  RECOMPUTE" 

But  Supply  IS  limited,  SO  make  a  note  to  call  today.  Rethinking  the  way  the  world  computes. 


1-800-404-9829 

Mon-Fn  8  am  -8  pm/Sat  8  ,im  -  2  pm  CST 

os  m 

Tevas  resident*  add  8  25%  sales  t.i\ 

www.re-compute.com 


©  1997  Recompute  Stuff  out  lawyer*  warn  us  to  letl  you  Prices  valid  in  U  S  only  and  Jo  nol  include  shipping,  handling  and  taxes  I  onligurations  .incl  product  specifications  may  he  changed  at  any  time  witho 
notice   Recompute  &  Recompute  logo  are  trademarks  ol  Recompute  C  orp  All  othet  brands  and  product  names  are  trademarks  or  registered  trademarks  ol  their  respective  companies 


First  Class  Service  In  The  Skies 
China  Airlines 


First  Class  Service  On  The  Seas 
Royal  Caribbean 


Deceit 


Choose  China  Airlines  First 
Class  or  Business  Class  to  Asia  and  you're  on 
your  way  to  earning  a  luxurious  Royal 
Caribbean  cruise. 

En  route,  we'll  pamper  you,  serve  you 
award-winning  cuisine,  all  while  you  enjoy 

Taipei,  Taiwan,  R  O  C.  Ship's  Registries:  Norway,  Liberia 


the  latest  in  onboard  entertainment  systems. 

So  sit  back  and  relax.  You're  just  that  much 
closer  to  sailing  away  with  someone  special 
on  a  dream  cruise  from  Royal  Caribbean. 

All  this  thanks  to  China  Airlines  and  Royal 
Caribbean.  For  details,  contact  China  Airlines 
at  1-800-227-5118,  or  your  professional  travel 
agent.  For  you...  We  blossom  every  day. 


China  airlines  ' 


http  //www  china-airltnes.com/ 


Isn  t  it  time 
to  switch 
to  reliable 
high  speed 
nationwide 
Internet  access? 

It's  time  to  graduate  from  that  miserable  online  service  you've 
been  trying  to  use.  Earthlink  Network  offers  you  reliable, 
high-speed  nationwide  Internet  access  with  all  the  goodies 
you  expect,  and  more,  for  $19-95  per  month. 


EarthLink  Network 


It's  your  Internet.1 


1-800-94 -EARTH 


COMPLETE  SOFTWARE  FOR  WINDOWS  OR  MAC      E-MAIL      FREE  WEBSITE      FREE  24  HR  HELP  LINE  NEWS 
PERSONAL  START  PAGE™      AOL  GRADUATES  GUIDE      OVER  600  LOCAL  DIAL-UP  NUMBERS      NETSCAPE  NAVIGATOR" 
NEWSLETTER      INTERNET  BUSINESS  SOLI  TIONS  FROM  WEB  HOSTING  TO  HIGH  SPEED  ACCESS 


E2D 


\XHOO! 

-a-^  "inlenot  Lit* 


The  Nel  Ma#.i/mL-  PourrK-lle's  Yahoo's™ 

"A  -Rated  User's  Choice  Award  "Besi  of  the  Best" 


vlW*  KiinhLmk  Network.  Itu   rr.idcm.irks  arc  piopeil)  "t  ihc-tr  respective  owneis  All  rights  reserved. 
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EN  H.  WILDSTROM 

EENSY  LAPTOP 
H  A  BIG  FLAW 


s  Libretto 
?al 

tlink 
r  desktop 

en  I  first  saw 
'oshiba's  newest 
otebook  computer, 
:  "This  isn't  for 
much  bigger  than 
k  book  and  weigh- 
an  two  pounds,  it 
i  conventional  lap- 
ras  left  out  in  the 
liminutive  size  be- 
t  that  the  Libretto 
ry  inch  a  Windows 
r,  with  serious  fea- 
a  small  but  usable 
md  display. 
)retto  has  won  a 

itself  in  Japan, 
}ace — in  offices, 

even  trains — is  at 
n.  Toshiba  is 
at  Ameri- 
like  the  y<:^ 
.  enough 

with  the  ^^^H 
es  forced  by 

[like  the  not-much- 
mtops,  such  as  the 
ps  Velol  running 
>ws  ce  operating 
e  Libretto  can  use 
rsions  of  your  fa- 
lications.  Control- 
ower  demand  and 
ap  in  such  a  small 
ts  the  processor  to 
ly  pokey  75  Mhz 
!ut  the  speed  is  ad- 
r  the  E-mail  and 
sessing  programs 
kely  form  the  bulk 
•retto's  work.  The 
sp  color  display  is 
)top  standards  but 
r  to  any  palmtop.  I 
to  pound  out  this 
the  cramped  key- 


board, though  it's  hardly 
something  I'd  want  to  do 
regularly. 

On  the  minus  side,  being 
the  functional  equivalent  of  a 
laptop  demands  a  lot  of  elec- 
tricity. I  got  just  a  bit  over 
an  hour's  use  from  the  lithi- 
um ion  battery,  and  the  unit 
then  had  to  be  shut  down  to 
recharge.  An  optional,  larger 
battery  adds  6.5  ounces,  but 
doubles  the  time  between 
charges  and  still  leaves  the 
Libretto  weighing  a  bit  more 
than  half  as  much  as 


Libretto's  Specs 


75  MHZ  PENTIUM,  16MB  RAM 

777  MB  HARD  DRIVE 

6.1  IN.  ACTIVE  MATRIX  DISPLAY 

8.27"  X  4.53"  X  1.34" 

1.87  IBS 

DATA:  TOSHIBA  AMERICA  INFORMATION  SYSTEMS 

Toshiba's  newly  slimmed- 
down  Portege  300CT. 

Libretto's  biggest  problem, 
however,  is  that  its  design- 
ers failed  to  figure  out  exact- 
ly what  this  machine  is  sup- 
posed to  be.  Most  palmtops 
are  designed  as  computer  ac- 
cessories and  offer  a  simple 
way  to  transfer  data  from  the 


mother  computer.  Pop  a  Win- 
dows ce  palmtop  into  its  cra- 
dle and  it  instantly  begins 
synchronizing  files,  contacts, 
and  calendar  information  with 
the  desktop.  The  same  link 
is  used  to  download  software. 

The  Libretto  lacks  this 
ability.  It  does  come  with  an 
external  floppy  drive,  but 
there's  no  straightforward 
way  to  hook  up  a  cd-rom.  I 
loaded  software  by  attaching 
to  the  office  network  using  a 
PC  card  interface.  A  cable 
hookup  and  Traveling  Soft- 
ware's LapLink,  or  a  wire- 
less infrared  link  using  Puma 
Technology's  TranXit  soft- 
ware, are  alternatives. 
BUT  NO  CIGAR.  In  contrast  to 
the  idiot-proof  Windows  ce 
desktop  link,  these  arrange- 
ments require  a  fair  amount 
of  skill  to  set  up.  They  are  a 
nuisance  each  time  you  want 
to  download  an  updated  con- 
tact list.  And  Libretto  lacks 
software  needed  to 
reconcile  your  cal- 
endar if  you  make 
changes  on  both  the 
desktop  and  the 
palmtop. 

I've  long  been 
looking  for  a  tiny, 
highly  portable  com- 
puter that  I  could  use 
to  handle  my  E-mail, 
keep  my  calendar  and 
contact  list,  and  per- 
form some  light-duty 
word  processing.  Win- 
dows ce  machines  are  fine 
at  handling  contacts,  but 
come  with  miserable  E-mail 
software. 

The  Libretto,  which  is  part 
of  an  admirable  slimming 
down  of  Toshiba's  entire  note- 
book line,  comes  closer  to  be- 
ing the  minilaptop  of  my 
dreams.  But  to  become  truly 
practical,  it  needs  a  much 
better  way  of  exchanging 
data  with  desktop  computers. 
The  answer  might  be  a  com- 
puter with  Libretto's  hard- 
ware but  running  an  en- 
hanced version  of  Windows 
ce  that  Microsoft  plans  to  re- 
lease late  this  year.  Now  that 
could  be  a  palmtop  to  be 
reckoned  with. 


BULLETIN  BOARD 


LAPTOP  HELPERS 
IN-FLIGHT  PLUG-IN  . . . 

Are  you  frustrated  by  trying  to 
make  a  two-hour  laptop  bat- 
tery last  through  an  eight- 
hour  plane  trip?  After  years  of 
discussions,  airlines  and  lap- 
top makers  have  finally 
agreed  on  a  method  to  make 
dc  power  available  at  passen- 
ger seats.  The  new  service 
will  appear  initially  on  first- 


and  business-class  seats  on 
intercontinental  flights  but 
will  gradually  spread.  To  take 
advantage  of  it,  though,  you'll 
need  a  special  power  adapter. 
The  PowerXtender  from  Xtend 
Micro  Products  (800  232- 
9836)  is  the  first  to  market. 
The  PowerXtender,  around 
$100,  comes  in  models  for 
most  popular  laptops.  It  also 
includes  a  lighter  plug  so  it 
can  double  as  a  car  adapter. 
...  AND  SPARE  BATTERY 
If  you  fly  mainly  domestic 
routes  or  are  stuck  back  in 
coach,  it's  going  to  be  awhile 
before  you  see  electricity  by 
your  seat.  So  if  you  need  a 
power  source  that  just  keeps 
going,  you  might  want  the  7- 
hour  Portable  Power  Pack 
from  1-800-Batteries.  The 
three-pound,  sealed  lead-acid 
battery  pack  comes  in  its  own 
carrying  case  and  includes 
both  ac  and  auto  adapters  for 
recharging.  If  you  already 
have  a  cigarette  lighter 
adapter  for  your  laptop,  the 
unit  costs  $149.  Otherwise, 
it's  $199,  including  an 
adapter  you  can  use  to  power 
your  laptop  in  your  car. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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A  NOTE  OF  CAUTION 


IF  YOU'RE  CONSIDERING  A  NEW 


GM  CAR  OR  TRUCK 


THIS  BAB 


LAST. 


Platinum-tipped  spark  plugs. 

One  hundred  thousand  mile 

tune-up  intervals* 

Two-sided  galvanized  steel  body  panels. 

Better  make  sure  you  like  it. 

We're  using  materials  that  last. 

Systems  that  don't  need  maintenance. 

Parts  that  fit  together  precisely. 

So  make  sure  you  like  the  color. 

The  shape  of  the  fender. 

The  feel  of  the  seat.  Think  long-term. 

You  can  count  on  every  GM  car 

and  truck,  wherever  life  takes  you. 

*This  period  may  vary  with  use  and  driving  conditions. 


Over  93% 

of  the 

GM  vehicles 

built 

in  the  last 

ten  years 

are  on 

the  road 

today. 

-  R.L.  Polk 
"Vehicles  in 
Operation" 
study 

www.gm.com 


General  Motors, 


CHEVROLET    PONTIAC    OLDSMOBILE    BUICK   CADILLAC  GMC 
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Economic  Viewpoint 


BY  RUDI  DORNBUSCH 


DON'T  LET  THIS  WEIRD  BUNCH 
DICTATE  AMERICA  S  CHINA  POLICY 


DANGER: 

A  hodgepodge 
of  interests 
may  win  their 
fight  to  deny 
China  most- 
favored-nation 
trade  status. 
If  they  do,  the 
U.  S.  will  be 
the  loser 


Rudi  Dornbusch  is  professor  of 
economics  and  management  at 
Massachusetts  Institute  of  Technology 


Once  again,  the  President  has  sent  to 
Capitol  Hill  for  annual  renewal  the 
most-favored-nation  (mfn)  trade  status 
for  China.  Congress  has  60  days  to  respond, 
and  this  time  around,  there  is  a  grave  risk 
that  it  actually  might  not  endorse  the  mea- 
sure. Some  interest  groups  seek  its  outright 
defeat,  while  others  are  under  pressure  to 
vote  against  it  and  leave  the  President  with 
the  burden  of  reversing  the  vote  with  a  veto. 
This  outlook  is  deeply  troublesome,  mfn  for 
China  is  not  just  about  trade.  It  involves  re- 
lations with  the  predominant  world  power  of 
the  next  century. 

mfn  is  part  of  a  broader  U.  S.  strategy  to 
bring  China  into  the  world  trading  system 
and  make  it  abide  by  international  rules  as  a 
member  of  the  World  Trade  Organization. 
mfn  treatment  does  not  mean  a  privileged 
position  for  China.  It  signifies  that  China  gets 
the  same  access  to  U.  S.  markets  as  any  oth- 
er country.  Without  mfn,  China  would  face 
high  tariffs  and  quotas  and  be  uncompetitive. 
That  is  exactly  what  opponents  of  MFN  for 
China  seek,  either  for  leverage  on  particular 
issues  or  to  get  rid  of  a  competitor.  Propo- 
nents of  mfn,  of  course,  are  unabashedly  in- 
terested in  the  trade  benefits  they  expect  to 
derive.  But  many  recognize  the  special  role 
China  will  play  in  world  affairs  and  the  need 
for  the  U.  S.  to  forge  a  partnership  with  it. 
COMMON  FRONT.  The  denial  of  mfn  is  sought 
by  a  most  peculiar  assortment  of  forces:  the 
far  right,  represented  by  Gary  Bauer's  Fam- 
ily Research  Council,  which  claims  an  interest 
in  religious  freedom  in  China;  Pat  Buchanan, 
a  trade  protectionist;  House  Minority  Leader 
Richard  A.  Gephardt  (D-Mo.),  who  believes  he 
can  win  the  Presidency  on  a  protectionist 
platform;  the  AFL-CIO;  and  such  human-rights 
advocates  as  Representative  Nancy  Pelosi 
(D-Calif.).  In  this  new  style  of  politics,  a  coali- 
tion of  special  agendas  may  come  together 
even  when,  in  any  other  context,  they  could 
not  possibly  coexist  for  10  minutes.  Unfor- 
tunately for  the  issue  at  hand,  the  cohesion, 
power,  and  determination  of  these  forces  may 
suffice  to  defeat  China's  mfn  status. 

China  is  the  third-largest  market  in  the 
world,  after  those  of  the  U.  S.  and  Japan — and 
is  growing  rapidly.  Europe  wants  only  to  ac- 
commodate China  and  win  contracts  for 
planes  and  other  products.  Without  a  com- 
mon front  among  industrialized  nations,  China 
will  merely  play  one  against  the  other.  Any 


attempt  to  leverage  trade  policy  to  ch; 
China's  ways  on  human  rights  is  useless, 
ing  mfn,  of  course,  also  involves  high  st 
for  China. 

Denial  of  mfn  would  force  China  to  fl 
cally  reconsider  how  it  views  both  its  relai>n. 
with  the  U.  S.  and  its  place  in  world  ti 
U.  S.  protective  trade  strategies  in  the  1 
helped  drive  Japan  into  the  hands  of 
tary  nationalists.  U.  S.  denial  of  mfn  for  h 
na  will  do  exactly  the  same  at  this  crip: 
juncture  for  that  country.  The  succession  il 
is  alive,  and  though  we  may  not  quite  likeh 
of  the  protagonists,  internationalist  Jn 
Zemin  is  a  far  better  option  than  Li  Pengjli 
conservative  (in  the  communist  sense)u 
tionalist.  If  we  pull  the  rug  from  under  Ji^j 
opening  to  the  U.  S.,  his  approach  will  ben: 
credited.  Where  China  would  move  the 
anyone's  guess.  We  cannot  take  for  graJe 
that  the  military  and  hard-liners  will  contju 
to  focus  on  running  the  many  businesses  k 
operate  rather  than  on  a  more  nationals 
agenda,  e.g.,  expelling  the  U.  S.  from  1: 
and  squashing  the  emerging  grassroots  pti 
ical  liberalization  that  is  under  way  atr 
village  level. 

The  mfn  issue  more  broadly  cone* 
America's  ability  to  provide  leadership 
changing  world.  Countries  that  are  emjs 
ing  from  closed  economic  and  political  | 
terns  and  turning  to  free  markets  need  t<k 
integrated  into  a  global  system  of  opportli 
ties  and  rules.  That  applies  as  much  to  CT 
as  to  Russia,  India,  and  Brazil.  With  so  mr 
newcomers  to  the  world  economy — 2  billiojl 
3  billion  people — the  issue  of  leadership 
even  more  important.  If  the  U.  S.  turns' 
back  on  China,  Asian  neighbors  will  ca 
under  pressure.  China  is  big  and  nearby, 
U.  S.  distant  and  lacking  both  purpose  I 
direction.  The  choice  is  obvious — the  If 
will  be  the  loser  throughout  Asia  both  in  * 
nomic  and  security  terms. 

The  White  House  has  been  irresponsj 
in  letting  the  issue  get  to  this  point.  1 
four  years,  it  has  failed  to  articulate  and  J 
plement  a  coherent  China  policy.  Now,  v\ 
fund-raising  scandals  looming,  it  risks 
ting  a  weird  anti-China  coalition  dictate  d 
ical  foreign-policy  decisions.  More  is  at  stJ 
than  exports:  Fringe  agendas  are  at  o 
with  America's  overarching  goals  in 
world — peace  and  prosperity.  Where  is  | 
leadership? 
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When  America's  astronauts 


made  a  commitment  to  go  to  the  moon,  CNA  made  a  commitment 


to  America's  astronauts. 


hing  worth  accomplishing  always  involves  some  degree  of  risk.  That's  why  at  CNA  we're  committed  to  helping  you  manage  the  risks 
take,  however  far  you  reach.  From  personal  to  professional,  mega  to  minute.  From  risks  that  are  ordinary  to  those  deemed  extraordi- 
you  need  the  financial  strength  of  a  company  with  over  $60  billion  in  assets  and  a  century  of  experience,  http://www.cna.com 


For  All  the  Commitments  You  Make' 


ear 


ALSO     KNOWN  AS 


'THE  GREAT  SUGGESTION  BOX" 


Though  commonly  ignored  in  high- 
tech circles,  this  sophisticated 
data  collection  device  can  be 
utilized  to  design  notebooks  that 
really  are  more  comfortable, 
more  convenient  and  easier  to  use. 


FUJITSU 

FUJITSU  PC  CORPORATION 


Built    for  Humans. 


Life  Book 


Intel  Pentium  processors  with  MMX  technology  available  on  select  models  only 
Life  Book,  Fujitsu  and  the  Fujitsu  logo  are  trademarks  ol  Fujitsu  Ltd  Intel  and  Pentium  are  registered  trademarks  and  MMX  is  a  trademark  ol  Intel  Corporation. 
Mu  i  osol t   and   Windows  are   registered   trademarks  ol    Microvolt   Corporation.   All   other   trademarks  are   property  of   their   respective  companies. 
©1997  Fujitsu  PC  Corporation.  All  rights  reserved. 


A  NOTEBOOK  COMPANY  THAT  HEARS 
ITS  CUSTOMERS  LOUD  AND  CLEAR. 


Executives  told  us  they're  concerned  with  the  stability  and 
resources   of  the   company   behind   the   notebook.  (You 
would  be,  too,  if  you  were  responsible  for  buying  hundreds 
or  even  thousands  of  notebooks  at  a  time.)  FYI:  Fujitsu  PC 
Corporation  is  backed  by  Fujitsu  Limited,  a  $36  billion 
global  company  that's  been  doing  business  for  over  50  years. 


I.T.  managers  told  us  that  integration  issues  are  driving 
them   to   distraction — and    beyond.  Who's   going  the 
extra  mile  to  see  that  everything  works  as  promised? 
FYI:  we  go  on-site  to  make  sure  our  notebooks  get  along 
with  PCs,  servers,  printers  and  any  other  network  device. 


Mobile  professionals  told  us  they  don't  have  time  for  demanding 
computers.  (Apparently,  their  clients,  bosses,  husbands,  wives, 
and  kids  see  to  that.)  FYI:  with  features  like  generous  "no- 
earning"  keyboards,  big,  brilliant  screens  and  clearly  written 
manuals,  LifeBook  notebooks  are  easy  to  use  right  out  of  the  box. 


spent  five  years  and  millions  of  dollars  listening  to  what  people  long  lor  in  a  notebook 
mputer,  and  what  do  we  have  to  show  lor  it?  Nothing  less  than  the  most  comlortable, 
nvenient  and  productive  line  ot  notebooks  around.  Our  LifeBook  Family  helps  take  the  work 
it  ol  working  on  a  computer.  With  large,  vivid  displays.  Powerful  Intel  Pentium"'1  processors 
th  MMX  technology*  Generous  "no-learning"  keyboards.  And  a  selection  ol  batteries,  docking 
•tions  and  accessories  that  let  your  computer  adapt  as  your  needs  grow.  LileBook  notebooks 
ake  life  easier  tor  companies,  too,  with  on-site  testing,  demo  programs  and  the  very  best  in 
rvice  and  support.  The  LileBook  Family.  Based  on  the  needs  ol  business.  And  built  lor  humans. 

UITSU  PC  CORPORATION.  For  more  info,  call  1-888-4-ON-TH E-GO,  ext.  CB0I, 
sit  www.fujitsu-pc.com  or  get  a  QuikFacts  fax  at  1-800-936-5209. 


Economic  Trends 


BY  GENE  KORETZ 


HOW  MANY  HOURS 
IN  A  WORKWEEK? 

Maybe  enough  to  sink  productivity 


Are  Americans  spending  more  time 
on  the  job  than  they  used  to?  Al- 
though the  question  has  important  im- 
plications for  the  nation's  economic  per- 
formance, the  answer  isn't  obvious. 

The  Labor  Dept.'s  survey  of  business 
establishments,  for  example,  shows  that 
the  average  workweek  has  shortened 
during  the  postwar  period — from  more 
than  39  hours  in  the  1950s  and  early 
'60s  to  less  than  35  hours  in  the  '90s. 
(The  factoiy  workweek  has  risen  during 
the  current  expansion,  but  manufacturing 
accounts  for  only  15%  of  payroll  workers, 

AMERICANS  PUT  IN 
MORE  WORKING  HOURS 

250  

1976-1993  RISE  IN 
-  ANNUAL  HOURS  PER 
WORKER* 


▲  HOURS 

•INCLUDES  ALL  THOSE  WHO  WORKED  AT  ANY  TIME  DURING  THE  YEAR 
DATA  LABOR  DEPT 

down  from  33%  in  the  1950s).  And  the 
growing  use  of  temporary  help  and  part- 
timers  suggests  that  many  workers  may 
be  logging  fewer  hours  on  a  weekly  or 
annual  basis  than  they  would  like. 

The  problem  is  that  this  picture  does 
not  jibe  with  workers'  accounts.  The 
Labor  Dept.  survey  of  households  shows 
that  the  average  worker  put  in  39.2 
hours  last  year,  up  from  37.7  in  1982. 
And  according  to  pulls  conducted  by 
Louis  Harris  &  Associates,  the  median 
number  of  hours  worked  per  week  in 
the  U.  S.  has  risen  steadily  from  40.3 
in  1973  to  50.(5  in  1995. 

Indeed,  a  recent  Labor  Dept.  analysis 
concludes  that  the  average  annual  num- 
ber of  hours  put  in  by  working  Ameri- 
cans rose  sharply  from  1976  to  1993. 
Fur  men,  the  increment  came  to  100 
hours,  or  2.5  weeks  a  year.  For  women, 
it  totaled  233  days,  or  nearly  six  weeks. 

Reconciling  these  different  portray- 
als of  work  effort  isn't  easy.  Part  of  the 
explanation  may  be  a  rise  in  the  ranks 
of  those  holding  more  than  one  job. 
Such  workers  currently  number  7.9  mil- 


lion and  have  surged  from  4.9%  of  the 
labor  force  in  1979  to  6.2%  today. 

More  important,  contends  Stephen  S. 
Roach  of  Morgan  Stanley  &  Co.,  is  the 
likelihood  than  many  service  employers 
are  underestimating  the  hours  worked 
by  their  employees.  "Lots  of  people," 
he  says,  "are  putting  in  more  hours  at 
the  office  or  at  their  home  computers 
than  they  used  to — but  employers  still 
figure  the  35-hour  week  is  the  norm." 

Although  much  of  the  rise  may  reflect 
heavier  workloads  imposed  on  workers 
in  an  era  of  computerization  and  "lean 
and  mean"  management,  many  workers 
are  also  logging  longer  paid  hours  to 
offset  scant  real  wage  growth  and  com- 
pensate for  possible  future  job  loss. 
Whatever  the  cause,  Roach  notes  that 
the  implications  for  the  nation's  produc- 
tivity record  are  profound.  That's  be- 
cause productivity  numbers  are  based 
on  workweek  reports  derived  from  the 
Labor  Dept.'s  establishment  survey 
rathei-  than  its  household  survey. 

If  the  household  numbers  on  weekly 
hours  worked  are  correct,  says  Roach, 
productivity  gains  in  the  service  sector 
would  be  even  more  anemic  than  cur- 
rently reported.  "Services  output  may 
indeed  be  underestimated,  as  many  ex- 
perts claim,"  he  observes,  "but  so  ap- 
parently is  the  input  of  hours  required 
to  produce  that  output." 


FALSE  ALARM 
FOR  TREASURIES 

Foreigners  still  crave  U.S.  issues 

With  the  dollar  down  nearly  10% 
against  the  yen  recently  and  dip- 
ping against  several  other  currencies, 
some  financial  market  observers  worry 
that  foreigners  are  about  to  lose  their 
appetite  for  Treasuiy  securities — causing 
bund  rates  to  surge  higher.  After  all, 
foreign  central  banks  and  private  in- 
vestors purchased  a  record  $270  billion 
worth  of  Treasuries  last  year,  which  is 
double  the  amount  of  net  government 
debt  issued. 

Although  some  slowdown  in  buying  is 
likely,  economist  Mitchell  J.  Held  of 
Smith  Barney  Inc.  isn't  worried.  He 
notes  that  the  gap  between  U.  S.  and 
foreign  bond  rates  remains  sizable,  even 
though  some  overseas  rates  have  risen 
recently.  Moreover,  the  trade-weighted 
dollar  is  still  within  1%  of  its  late- April 
high,  and  the  current  political  turmoil  in 
Europe  promises  to  enhance  the  attrac- 
tiveness of  Treasury  securities  and  oth- 
er dollar-denominated  assets  to  over- 


seas investors  for  some  time  to 

On  the  supply  side,  the  U.  S.  de»-~ 
expected  to  shrink  to  $65  billion  (!$ 
billion  this  fiscal  year,  which  meanm 
net  issuance  will  plummet  to  jus§l  lr 
billion  or  so.  That's  just  $3  billion (io  -< 
than  foreigners  bought  in  the  firsi" 
months  of  this  year  alone.  Further 
the  government  will  shell  out  mon 
$200  billion  in  interest  this  fiscal 
and  next,  and  a  lot  of  that 


w: 


evitably  be  rolled  over  into  Treas 
In  short,  says  Held,  "supply  ai 
mand  conditions  for  the  Treasury 
ket  still  look  extremely  favorable 
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LESS  OF  A  GULF 
IN  OFFICE  RENT! 


America's  costs  are  up;  Asia's  ( 


Call  it  global  rent  compression.  J 
years  ago,  office  occupancy  co 
which  include  rents,  real  estate  t 
and  operating  expenses — were 
cheap  in  the  U.  S.  and  sky-high  in 
Now,  the  gulf  has  narrowed  some1*!!! 
reports  Cushman  &  Wakefield  Inc 
international  real  estate  services 
Since  early  1995,  for  example,  t. 
for  prime  office  space  has  risen 
$20  to  $31  per  sq.  ft.  in  San  Fran 
from  $23  to  $33  in  Boston,  and 
$30  to  $36  in  mid-Manhattan, 
while,  occupancy  costs  plunged 
$130  to  $95  a  sq.  ft.  in  Tokyo,  $96 
in  Beijing,  and  $91  to  $64  in  Sing 
Of  Asian  cities  surveyed,  only  Boii 
bucked  the  trend,  with  costs  so; 
from  $91  to  $143. 


European  occu- 
pancy costs  have 
generally  moved 
sideways  in  recent 
years — with  space 
ranging  from  $25 
a  sq.  ft.  in  Madrid 
to  $95  in  London. 
Latin  American 
markets,  mean- 
while, tended  to 
strengthen,  with 
prime  office  space 
now  averaging  $35 
a  sq.  ft.  in  Mexico 
City,  $43  in  Sao 
Paulo,  and  $50  in 
Buenos  Aires. 

The  cheapest 
spots  remain  in 
North  America: 
$13  to  $15  a  sq.  ft. 
in  Houston  and  Montreal  and  arcjn. 
$18  in  Atlanta,  Dallas,  and  Toronto 
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jiness  Outlook 


■S  C.  COOPER  &  KATHLEEN  MADIGAN 


[AT  COULD  SPOIL 
E  PROFITS  PARTY 

[\ues  are  strong,  but  costlier  payrolls  threaten  to  squeeze  margins 


>.  ECONOMY 


It's  getting  tougher  to  make  a 
buck.  Throughout  this  six-year 
>n,  Corporate  America  has  been  on  a  roll,  as 
cost-cutting  and  efficiency  gains  have  boosted 
profits  but  also  the  ability  to  squeeze  more 
;  from  a  unit  of  output.  In  coming  quarters, 
;  the  economic  climate  is  shaping  up  to  be  a  lot 
it-friendly,  especially  with  regard  to  costs.  And 
3  who  have  gotten  used  to  double-digit  gains  in 
may  have  to  lower  their  expectations  to  single- 
ritory. 

lues  will  not  be  the  problem.  The  Commerce 
ivised  first-quarter  growth  up  slightly,  from 
5.8%,  and  businesses  benefited  greatly  from 
>ng  demand.  Based  on  a  roundup  of  first-quar- 
ings,  Commerce  says  that  before-tax  operating 
ivhich  exclude  special  charges  and  use  replace- 
st  accounting  for  inventories  and  depreciation, 
jbust  7%  from  the  fourth  quarter,  to  $716.8  bu- 
rnings were  up  8.4%  from  a  year  ago. 

Moreover,  the  latest  data, 
especially  from  the  nation's 
purchasers,  strongly  argue 
that  the  April  slowdown  in  de- 
mand was  only  temporary, 
with  the  economy  appearing 
set  to  chug  along  in  the  sec- 
ond half,  perhaps  at  a  faster 
clip  than  most  analysts  now 
expect.  And  even  though  the 
numbers  still  indicate  second- 
quarter  real  GDP  is  growing 
about  one-third  of  its  blistering  rate  of  the 
irter,  that  pace  should  be  good  enough  to  gen- 
althy  sales  gains. 

GROWTH,  HOWEVER,  may  not  look  as  rosy 
mes  because  of  the  emerging  constraint  from 
side  of  corporate  ledgers,  as  tight  labor  mar- 
the  expense  of  hiring  workers.  In  fact,  all  of 
leration  in  first-quarter  profits  came  from  the 
revenues.  Costs,  especially  wages  and  salaries, 
id  an  uptrend  that  began  in  early  1996. 
result,  margins  already  appear  to  be  under 
i,  even  amid  robust  economic  growth.  Nonfi- 
Mmpanies  generated  12.6tf  in  profits  from  each 
'  real  GDP  last  quarter  (chart).  True,  that  match- 
igh  for  this  expansion.  But  after  steadily  gain- 
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ing  ground  during  this  expansion,  unit  profits  last  quar- 
ter were  no  higher  than  they  were  in  the  second  quar- 
ter of  1996. 

Moreover,  in  an  economy  this  strong,  profits  are  run- 
ning behind  their  past  performance.  The  last  time  eco- 
nomic growth  was  close  to  the  4.1%  pace  of  the  past 
year  was  in  1994,  but  back  then,  profits  were  rising 
nearly  twice  as  fast  as  now.  Why?  Because  in  1994,  the 
growth  rate  of  labor  costs  was  still  falling. 

Going  forward,  profits  face  a 
big  test  in  the  second  and 
third  quarters.  Labor  costs 
will  continue  to  rise  faster,  es- 
pecially if  the  labor  markets 
remain  as  tight  as  they  are. 
In  addition,  productivity  gains 
always  are  harder  to  achieve 
later  in  an  expansion  when  job 
markets  tighten,  mainly  be- 
cause those  entering  the  labor 
force  tend  to  be  at  the  lower 
end  of  the  skill  spectrum — and  thus  less  productive. 
With  the  Federal  Reserve  intent  on  keeping  pricing 
power  under  wraps,  profits  seem  destined  to  get 
squeezed. 

Rising  interest  costs  also  will  become  a  factor  if  the 
economy  doesn't  slow  down  in  a  lasting  way  that  will 
keep  the  Federal  Reserve  out  of  the  picture.  A  stub- 
bornly strong  economy  may  provoke  the  Fed  into  fur- 
ther interest-rate  hikes  to  ensure  that  inflation  re- 
mains down.  Of  course,  that  could  lead  to  a  problem  for 
sales  growth  in  1998. 

CERTAINLY,  THE  MAY  DATA  show  a  stronger  econo- 
my than  the  April  reports  did.  The  April  index  of 
leading  indicators  fell  0.1%,  but  that  decline  was  caused 
by  higher  initial  unemployment  claims  and  lower  stock 
prices,  both  of  which  sharply  reversed  course  in  May. 
Also,  factory  orders  rebounded  1.2%  in  April,  recover- 
ing almost  all  of  the  1.3%  drop  in  March.  And  while  in- 
ventories rose  0.6%,  shipments  rose  twice  as  fast,  sug- 
gesting that  inventories  remain  extremely  lean. 

May's  biggest  growth  signal  came  from  the  National 
Association  of  Purchasing  Management  (chart).  Their 
composite  index  of  industrial  activity,  which  includes 
output,  orders,  employment,  inventories,  and  delivery 
times,  jumped  to  57.1%,  the  highest  in  7)A  years.  Orders 
rose  to  the  highest  reading  in  nearly  three  years.  That 
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acceleration  came  entirely  from  domestic  demand,  and 
foreign  orders  continued  to  rise.  The  purchasers'  report 
also  noted  that  prices  paid  fell  in  May. 

Inventory  constraints  surely  contributed  to  stretehed- 
out  delivery  times  in  May.  The  vendor  delivery  index 
rose  to  55.2%  in  May,  sigmfying  the  longest  time  for  de- 
liveries in  two  years.  The  napm  report  suggests  that 
output  will  continue  to  increase  throughout  the  summer. 

For  the  profit  outlook,  though,  restocking  warehous- 
es and  shelves  could  add  to  the  cost  problem.  Invento- 
ries will  have  to  be  rebuilt  using  labor  that  is  more  ex- 
pensive than  a  year  ago.  In  addition,  with  some  goods 
taking  longer  to  be  delivered,  businesses  may  have  to 
pay  more  to  get  items  in  hot  demand  by  consumers. 

INDEED,  THE  PICKUP  in  domestic  orders  suggests 
that  retailers  consider  the  April  weakness  in  consumer 
spending  to  be  temporary.  Both  real  consumer  spending 
and  real  disposable  income  were  flat  in  April,  following 
huge  gains  in  the  first  quarter.  The  numbers  suggest 
that  real  consumer  purchases  are  on  track  to  rise  by 
only  about  2%  this  quarter. 

Consumer  fundamentals,  however,  still  argue  for  a 
resurgence  in  buying  in  the  second  half.  For  instance, 
real  consumer  spending  rose  a  solid  2.7%  during  the 
past  year,  but  real  income  is  up  4.5%,  even  with  no 
gain  in  April  (chart).  That  means  consumers  are  sav- 
ing more.  In  April,  the  savings  rate  stood  at  5.1%,  up 
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from  4.3%  in  the  second  quarter  of  1996.  Son  i 
those  savings  are  headed  into  equities,  mutual  fi|d 
and  pension  plans.  And  the  stellar  returns 
stock  market  are  another  reason  why  consumers* 
more  confidence  in  the  economy's  future. 

Of  course,  the  interplay  of 
stocks  and  profits  has  been  on 
the  mind  of  Alan  Greenspan. 
The  Fed  chief  noted  back  in 
February  that  given  prevailing 
interest  rates,  stock  prices 
"could  be  justified  by  very 
strong  earnings-growth  ex- 
pectations." But  he  also 
warned  that  "small  changes  in 
long-term  earnings  expecta- 
tions could  have  outsized  im- 
pacts on  equity  prices."  In  other  words,  prospect! 
slower  profits  growth  could  whipsaw  the  market! 
raise  a  caution  flag  among  equity-toting  consumer 

For  now,  that's  just  speculation.  What  seems  rj 
certain  is  that  sturdy  consumer  fundamentals  ail 
vibrant  industrial  sector  suggest  a  stronger  econom 
ter  a  spring  pause.  That  rebound,  however,  will 
tighten  labor  markets  further  and  create  more 
duction  bottlenecks.  That's  why,  for  the  rest  of  1997 
profits  battle  will  be  fought  not  on  the  revenue  sk 
the  income  statement,  but  on  the  cost  side. 
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PESKY  INFLATION  IS  KEEPING  RATE  CUTS  AT  BAY 


After  a  year-  in  power,  Prime 
Minister  Benjamin  Netanyahu 
continues  to  face  a  deteriorating 
economy.  And  with  inflation  still 
high,  the  economy  won't  get  any 
more  help  from  monetary  policy. 

The  Finance  Min- 
istry has  cut  its  fore- 
cast for  Israel's  growth 
by  one  percentage 
point,  saying  real  gross 
domestic  product  will 
rise  only  3%  in  1997 
(chart).  That's  half  the 
rate  of  the  past  six 
years,  when  mass  im- 
migration from  the  for- 
mer Soviet  Union  and 
the  Mideast  peace  process  had 
helped  to  boost  growth. 

The  slowdown  reflects  this 
year's  expected  drop  in  business 
investment  and  only  moderate 
gains  in  consumer  demand — amid 
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dropping  immigration  and  rising 
unemployment.  The  jobless  rate 
fell  to  6.4%  in  the  first  quarter, 
from  a  record  13%  in  1992  at  the 
peak  of  the  Soviet  influx.  But 
with  growth  slowing,  private 
economists  say  the 
jobless  rate  could 
edge  back  up  to  8% 
by  yearend. 

Moreover,  growth  is 
weakening  because 
the  Bank  of  Israel 
tightened  monetary 
policy  last  year  to 
rein  in  rising  inflation. 
The  key  discount  rate 
reached  17%  by  July, 
before  the  central  bank  began  to 
ease  policy  by  trimming  the  rate 
to  13.9%  by  February,  1997.  But 
boi  Governor  Jacob  A.  Frenkel 
has  made  it  clear-  that  any  more 
cuts  will  depend  on  improvement 


5  '96  '97* 
"FORECAST 


in  inflation.  Consumer  prices  in 
April  rose  a  less-than-expected 
0.7%,  but  yearly  inflation  stood 
9.4%,  a  rate  at  the  high  end  of 
the  government's  target.  As  a  r 
suit,  the  boi  kept  rates  unchang 
at  its  May  26  meeting. 

The  best  news  for  the  outlook 
is  on  the  trade  front.  Exports  ai 
set  to  grow  8%  this  year,  helpec 
by  a  continued  boom  in  high-tec 
shipments,  which  are  surging  bj 
more  than  20%.  But  economists 
say  that  exports  will  have  to 
grow  at  a  far  faster  rate  to  lift 
overall  growth  back  to  its  previ- 
ous rapid  trend.  Exports,  thougi 
are  unlikely  to  rev  up  further,  a:!i 
the  boi  may  not  cut  rates  again 
anytime  soon.  As  a  result,  Israe. 
in  1997  could  struggle  with  its 
worst  economic  performance  in 
nearly  10  years. 

By  Need  Sandler  in  Jerusalu 
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FRANKLIN  TAX-FREE 
INCOME  FUNDS 

Protect  Your 
Hard-Earned  Investment 
Earnings  From  Taxation 

ire  taxes  taking  a  toll  on  your  investment 
ings?  You  can  help  protect  those  earnings 
Franklin  tax-free  fund, 
ranklin  offers  a  selection  of  43  tax-free 
Is.  Many  pay  dividends  exempt  from  both 
Jar  federal  and  state  personal  income  taxes, 
ou  may  be  eligible  for  double  tax  savings.1 
klin's  tax-free  funds  offer: 
Ionthly  Tax-Free  Income 
'rofessional  portfolio  management 
he  potential  for  tax-free  compounding 
>y  investing  in  a  portfolio  of  tax-free  munic- 
securities,  you  can  continue  to  work  toward 
r  financial  goals  while  supporting  econom- 
■owth  in  America. tt  The  funds  invest  in  secu- 
s  issued  to  finance  state  and  local  govern- 
it  operations  which  can  include  projects 
1  as  housing,  highways,  schools  and  hospi- 
This  can  help  create  jobs  and  improve  the 
dards  of  living  in  communities  everywhere, 
"all  your  investment  representative  or 
ikfin  today. 

nvestors  subject  to  federal  or  stale  alternative  minimum  tax,  all 
ortion  of  these  dividends  may  be  subject  to  such  tax,  depending 
c  fund.  Distributions  of  capital  gains  and  of  ordinary  income 
accrued  market  discount,  if  any,  are  generally  taxable, 
sting  in  a  Franklin  tax-free  fund  does  not  guarantee  that 
financial  goals  will  be  met. 
!din  Templeton  Distributors,  Inc. 


YES!  I  would  like  a  free  prospectus  containing  more  complete  information  on  the 
Franklin  tax-free  income  fund  for  my  state,  including  sales  charges  and  expenses. 
I  will  read  it  carefully  before  I  invest  or  send  money. 

□  I  am  currently  a  Franklin  shareholder. 

Name 

Address 

City/State/Zip 

Daytime  Phone 


F  R  A  Nj  K  1 1  Nf 

7  77  Mariners  Island  Boulevard 
San  Mateo,  CA  94404-1  585 


A  Member  of  the  Franklin  Templeton  Group,  Serving  Investors  for  Over  50  Years 
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U.S.  companies 
battle  a  new, 
vigorous  threat 
to  Beijing's 
trade  status 


Representative  Todd  Tiahrt  (R- 
Kan.)  knows  Boeing  Co.  And 
Boeing  knows  him.  Tiahrt's 
Wichita  district  is  home  to  the 
airplane  maker's  second-largest 
plant,  which  employs  18,000.  He  worked 
as  a  manager  there  for  14  years.  These 
days,  he  talks  to  Boeing  lobbyists  "once 
a  week,  sometimes  daily,"  says  Tiahrt. 
"They  never  fail  to  bring  it  up."  "It"  is 
the  issue  that  has  Boeing  lobbyists — 
and  hundreds  of  other  business  reps — 
mobilizing  like  mad:  fighting  a  battle  to 
extend  most-favored-nation  trade  sta- 
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E 
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tus  for  another  year  to  the  People's 
public  of  China. 

Small  wonder  that  the  No.  ]  U.  S. 
porter  is  all  over  Tiahrt.  He  suppn 
mfn  for  the  past  two  years  but  is  i 
warning  the  gop  leadership:  "D< 
count  on  me"  when  a  vote  comes  u)i 
July  to  maintain  China's  tariff  rate;: 


6%  instead  of  the  44%  levied  on  o| 


munist  governments  such  as  Cuba 
North  Korea.  Before  he  approves 
this  year,  he  says,  "I  want  to  kr> 
what  we  are  getting  from  the  relat: 
ship  besides  a  $40  billion  trade  de:)i . 
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nises  about  improvements  in 
ghts  and  political  freedoms." 
les  like  that  promise  to  make 
s  mfn  review  the  most  drawn- 
leated  battle  over  China  policy 
igton  since  Tiananmen  Square 
Congress  in  1989.  The  debate 
is  complicated  by  the  suspect- 
;e  link  to  Donorgate,  the  July  1 
)f  Hong  Kong  to  Chinese  rule, 
f  worsening  trade  deficit,  and 
nftrmation  of  Beijing's  sales  of 
id  chemical-weapons  technology 
Also,  an  anti-MFN  coalition  of 
i  conservatives,  the  afl-cio, 
lan  rights  activists  has  won 
"  converts  on  the  Hill. 
ION.  mfn  opponents  are  vehe- 
sten  to  Representative  Dana 
iher  (R-Calif.):  "The  Chinese 
st  government  is  an  immoral, 
regime  that  doesn't  deserve  to 
with  on  the  same  basis  as  Bel- 
'taly  or  other  democratic  coun- 
i  says.  And  Rohrabacher  has 
)eing  workers  in  his  Southern 
i  district. 

fort  to  revoke  mfn  has  even 
ich  political  foes  as  House  Mi- 
lder Richard  A.  Gephardt  (D.- 
I  Senate  Foreign  Relations 
?e  Chairman  Jesse  Helms  (R- 
n  June  3,  both  introduced  leg- 
d  block  mfn  renewal, 
xpect  Congress  to  muster  the 
Is  vote  to  overturn  Clinton's 
of  China's  mfn  status,  but  the 
lan-usual  ruckus  could  inflame 
na  relations.  And  China  has  al- 
awn  it's  willing  to  retaliate  for 
1  insults.  In  April,  1996,  Pre- 
Peng  steered  a  $1.5  billion  jet 
Europe's  Airbus  Industrie  be- 
i  explained,  "they  do  not  at- 
ical  strings  to  cooperation  with 
:mi  Corp.  in  Oklahoma  City  got 
3  message  during  last  year's 
iate  when  it  sent  $4  million 
:  paving  equipment  to  China 
ved  no  payment  until  the  mfn 
Congress.  "There  are  plenty  of 
ematives  for  the  Chinese  from 
mpanies  in  other  countries," 
:mi  ceo  G.  William  Swisher. 
rear,  Boeing  believes  it  got  a 
ubtle  signal  from  Chinese  offi- 
klay  15.  As  U.  S.  politicians  and 
groups  began  talking  about 
mfn,  the  aircraft  giant  learned 
;t  out  on  a  $1.5  billion  order  for 
s.  "The  Chinese  just  bought  30 
lanes  to  reward  Europe  for  not 
human  rights,"  says  Ronald 
I,  president  of  Boeing's  com- 
irplane  group.  "The  Europeans 
fight  over  mfn." 


That's  why  the  business  lobby  is  fran- 
tically trying  to  win  the  debate  as  fast 
as  possible.  If  U.  S.  pols  spend  weeks 
debating  mfn,  dredging  up  dirt  that  em- 
barrasses the  Chinese,  "what  is  the 
U.  S.  going  to  gain?"  asks  an  exasperat- 
ed General  Motors  Chairman  John  F. 

WHO'S  LOBBYING 
FOR  MFN 

AETNA  Seeks  a  license  to  sell 
life  insurance  and  wants  to 
participate  in  Chinese  pension 
and  health-care  systems. 

BOEING  Projects  China's  Western 
aircraft  purchases  at  1,900 
planes — for  $124  billion — over  the 
next  20  years 

CARGILL  Wants  to  open  up  the 
world's  largest  food  market  to 
American  exporters. 

GENERAL  MOTORS  Its  Delphi 
parts  operation  already  has  15 
ventures  in  China.  GM  is  building 
a  $1.6  billion  plant  in  Shanghai. 

NATIONAL  RETAIL  FEDERATION 

Imports  of  inexpensive  Chinese 
clothing,  shoes,  toys,  and 
consumer  electronics  will  keep 
soaring  if  tariffs  remain  at 
a  low  6%. 

TRW  Has  joint  ventures  with 
Chinese  automotive  firms  and  a 
license  to  install  and  service 
ground  stations  for  a  new 
$3.2  billion  Odyssey  satellite- 
communications  system. 

UNITED  TECHNOLOGIES 

The  company  has  $750  million 
in  revenues  from  China.  Otis 
elevators,  Pratt  &  Whitney  jet 
engines,  and  Carrier  air 
conditioners  are  among  its 
exports. 

Smith  Jr.,  who  has  big  plans  for  China 
(page  34).  "China  can  do  business  with 
any  other  country  in  the  world." 

Corporate  America  has  adopted  a 
two-pronged  strategy:  a  grassroots  effort 
in  the-  states  and  a  Washington  lobbying 
blitz.  Business  concedes  Chinese  mis- 
deeds but  insists  that  political  freedoms 
will  follow  economic  growth.  "Only  by 
continued  engagement  with  the  Chinese 
will  we  be  able  to  exert  the  pressure  for 
a  more  pluralistic  and  open  society,"  says 
Pam  Doonan  of  the  Boeing-backed 
Kansas  Alliance  for  U.  S.-China  trade. 


The  Alliance  is  blanketing  hometown 
congressional  offices  with  letters,  calls, 
and  visits  from  small-business  owners. 

In  the  past  three  years,  the  Kansas 
group  has  grown  from  20  to  120  compa- 
nies, as  the  state's  exports  to  China  grew 
tn  $5:!  million  in  1996,  up  from  $6  million 
in  1990 — mainly  food,  aircraft,  and  ma- 
chinery. In  California,  some  350  busi- 
nesses have  formed  the  Coalition  for 
U.  S.-China  Trade,  which  is  getting  small 
exporters  to  lobby  their  representatives 
in  Congress.  Lawmakers  "need  to  un- 
derstand  what  the  cost  would  be  at  home 
from  trade  sanctions,"  says  Martina 
Johnson-Kent,  the  coalition's  director. 

In  the  nation's  capital,  savvy  pro-MFN 
lobbyists  have  set  up  a  rapid-response 
effort.  When  House  Speaker  Newt  Gin- 
grich (R-Ga.)  suggested  extending  mfn 
for  just  six  months  so  U.  S.  lawmakers 
could  monitor  Hong  Kong's  treatment 
by  China,  business  lobbyists  helped  en- 
list Hong  Kong  officials  to  condemn  the 
move.  Gingrich  backed  down.  When 
Family  Research  Council  President 
Gary  Bauer  criticized  China  for  human 
rights  violations  and  for  shutting  down 
churches,  business  lobbyists  circulated 
statements  from  missionary  organiza- 
tions urging  mfn  renewal. 

In  the  forefront  is  the  1,000-member 
Business  Coalition  for  U.  S.-China  Trade. 
The  umbrella  group  includes  the  Na- 
tional Association  of  Manufacturers,  the 
National  Retail  Federation,  the  Busi- 
ness Roundtable,  the  National  Foreign 
Trade  Council,  and  the  U.  S.  Chamber  of 
Commerce.  Nearly  every  midsize  and 
large  U.  S.  exporter  is  represented. 
SEVEN  GIANTS.  Then  there  are  company 
campaigns.  Seven  giants  with  the  most  at 
stake — Boeing,  General  Electric,  AT&T, 
Westinghouse  Electric,  United  Technolo- 
gies, Dresser  Industries,  and  Caterpil- 
lar— together  disbursed  close  to  $6.5  mil- 
lion in  last  year's  federal  elections, 
two-thirds  of  it  to  Republicans,  the  party 
most  likely  to  support  mfn.  For  this  sea- 
son's mfn  campaign,  companies  are  taking 
responsibility  for  key  congressional  dele- 
gations. Boeing  is  in  charge  of  lobbying 
representatives  from  Washington,  Kansas, 
and  Alabama;  trw  drew  Ohio;  United 
Technologies  got  Connecticut  and  Florida; 
and  General  Motors  has  Michigan,  Geor- 
gia, and  Texas.  All  the  companies  have 
targeted  House  Ways  &  Means  Commit- 
tee Chairman  Bill  Archer  (R-Tex.). 

The  conservative  Heritage  Founda- 
tion is  supplying  the  pro-MFN  lobby's 
philosophical  muscle.  To  counter  Christ- 
ian conservatives.  Heritage  has  pub- 
lished papers  in  favor  of  mfn  and  a 
book  on  U.  S.  strategy  toward  China. 
Heritage  officials  have  testified  on  Capi- 
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tol  Hill,  supplied  guests  on  radio  talk 
shows,  written  newspaper  columns,  and 
even  invited  former  Commerce  Secre- 
tary Barbara  H.  Franklin  and  former 
U.  N.  Ambassador  Jeane  D.  Kirkpatrick 
to  lecture  Hill  staffers  on  MFN. 

Chinese  leaders  are  watching  the  ef- 
fort closely.  For  now,  they've  softened 


their  rhetoric  so  as  not  to  spook  in- 
vestors during  the  Hong  Kong  trans- 
fer. Chinese  officials  are  even  offering  an 
economic  argument.  Vice-Mini ster  for 
Foreign  Trade  Sun  Zhenyu  said  on  June 
1  that  cancellation  of  mfn  status  is  "a 
double-edged  sword  that  hurts  not  only 
China  but  U.  S.  middle-  and  lower-in- 


come consumers  as  well  as  U.  £ 
vestors  in  China."  If  that's  not  enig 
to  convince  folks  such  as  Todd  Tiff 
there's  always  Boeing's  lobbying  t<|ni 
By  Paul  Magnusson  in  Washinpi 
with  Andy  Reinhardt  in  San  Framed 
Seanna  Browder  in  Seattle,  arid  biU 
reports 


GM'S  NEW  PROMISED  LAND 


The  tide  of  auto  companies  rushing 
into  China  is  beginning  to  ebb. 
Peugeot  is  trying  to  bail  out  of 
its  money-losing  Guangzhou  plant, 
shuttered  by  flagging  demand.  Volks- 
wagen, considered  China's  automotive 
success  story,  is  suffering  for  moving 
in  too  fast.  Jettas  from  its  Changchun 
operation  are  selling  poorly,  and  vw 
just  won  a  battle  for  control  of  sales 
and  marketing  from  Chinese  partner 
First  Auto  Works.  Mercedes-Benz  ex- 
ecutives are  now  losing 
hope  that  they'll  ever 
nail  down  a  $1  billion 
deal  to  build  minivans  in 
China.  The  company  is 
even  skipping  the  high- 
profile  Shanghai  Auto 
Show,  which  begins  on 
June  11. 

So  why  is  General  Mo 
tors  Corp.  on  a  tear  to 
expand  in  China?  gm  re- 
cently inked  the  final 
deal  for  its  $1.6  billion 
investment  in  a  joint 
venture  to  assemble 
Buick  sedans  in  Shang- 
hai, and  it's  rushing  to 
build  the  factory  with 
round-the-clock  construction.  To  cinch 
that  deal,  cm  agreed  to  build  a  $40 
million  research  and  development 
center  with  Shanghai  Automotive  to 
help  the  Chinese  partner  upgrade  its 
auto-making  skills.  Meanwhile,  gm's 
Delphi  Automotive  Systems  parts 
unit  has  invested  $250  million  in  14 
Chinese  ventures  and  is  pursuing 
eight  more.  Now,  the  U.  S.  auto  giant 
is  chasing  another  huge  deal:  the 
Guangzhou  plant  that  Peugeot  wants 
to  unload. 

BEACHHEADS.  The  reason  for  gm's 
hurry:  It  believes  it  must  establish 
beachheads  now — even  if  it  loses 
money-  for  a  while — to  cash  in  on  fu- 
ture Chinese  market  growth.  Car 
sales  in  China  should  grow  20%  annu 
ally  through  2000,  from  last  year's 


380,000  cars,  and  reach  3  million 
within  a  decade,  estimates  Liu 
Jinghui,  an  associate  at  A.  T.  Kearney 
in  Beijing.  Says  gm  Chairman  John  F. 
Smith  Jr.:  "The  potential  for  China  is 
just  tremendous." 

Even  though  few  in  China  can  af- 
ford even  a  modest  car,  gm  figures 
that  the  country's  rapid  growth  is 
doubling  personal  income  every  seven 
years,  boosting  the  future  car-pur- 
chasing power  of  many  consumers. 


Vaughn  Koshkarian,  president  of 
Ford  China,  says  doing  business  in 
China  "takes  getting  used  to  and  a 
lot  of  patience." 

gm  has  had  its  share  of  problems 
in  China.  Its  Shenyang  truck  plant  i 
northeastern  China  has  been  idle  foi 
roughly  three  years  while  negotia- 
tions continue  about  what  the  plant 
should  build.  But  gm  isn't  about  to 
swerve  from  its  full-speed-ahead 
strategy.  "The  more  halfheartedly 
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Says  G.  Mustafa  Mohatarem,  gm's 
chief  economist  and  a  member  of  the 
company's  China  team:  "Our  view  is 
that  China  is  right  on  the  cusp."  So 
gm  is  making  China  the  centerpiece 
of  its  Asian  strategy. 

Other  U.  S.  auto  companies  are 
proceeding  far  more  gingerly. 
Chrysler  Corp.,  disenchanted  after  a 
failed  bid  to  build  minivans  in  China 
and  battling  knockoffs  of  the  Jeeps 
made  at  its  Beijing  joint  venture,  has 
abandoned  efforts  to  expand  in  China 
for  now.  Ford  Motor  Co.,  beaten  out 
by  gm  for  the  Shanghai  deal,  has  set- 
tled for  a  smaller  foothold  in  the 
provinces.  It  is  investing  $95  million 
in  a  Jiangling  Motor  plant  that  will 
build  Ford-based  vans  and  also  has 
five  parts  ventures  near  Shanghai. 


GM  insists  that  Chin 
investments,  like  thf 
Delphi  plant,  will  ps 
off  in  the  long  term 

you  go,  the  less  likely 
you  are  to  be  successful 
says  Mohatarem.  "If  yoii 
don't  take  risks,  you'll  b« 
left  behind"  when  the 
market  takes  off. 
ONE  PARTNER.  Smith  sa; 
gm's  new  ventures  can 
steer  clear  of  the  pitfalls  i 
that  are  plaguing  some 
competitors.  For  exam- 
ple, gm  has  a  single  partner  in  Shanj 
hai,  while  Mercedes  has  been  caught 
between  two  Chinese  partners  with  ; 
plants  hundreds  of  miles  apart.  And, 
says  Smith,  if  he  gets  Peugeot's 
Guangzhou  plant,  he'll  insist  on  mak-j 
ing  a  current  model — not  an  aging 
one  as  the  French  carmaker  did. 

GM  would  like  to  do  even  more. 
Smith  notes  that  gm's  Shanghai  plant 
could  produce  a  Chinese  version  of 
the  company's  new  minivan,  since  it 
is  based  on  the  same  chassis  as  the 
mid-size  Buick  sedans.  Smith  adds: 
"We'd  love  to  do  that" — provided 
they  get  permission. 

By  Kathleen  Kenmn  in  Detroit, 
with  Dexter  Roberts  in  Beijing,  Man 
Clifford  in  Hong  Kong,  and  bureau 
reports 
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By  Christopher  Farrell 


THE  KINDEST  TAX  CUT:  SOCIAL  SECURITY 


■  two  decades,  a  major  goal  of 
x  reform  has  been  to  boost 
ivings  and  investment  by  low- 
taxes  on  income  from  the  in- 
lent  of  capital — capital  gains, 
3,  dividends,  and  interest.  And 
economists  have  cheered  this 
ven  the  latest  bipartisan  budget 
lolds  out  the  promise  of  a  cut  in 
ipital-gains  tax  rate  and  more 
ous  tax  advantages  on  individ- 
tirement  accounts, 
t  with  investment  robust  and 
;ock  market  at  an  all-time  high, 
y  be  a  good  time  to  start  con- 
ng  an  alternative:  encouraging 
:ment  in  human  capital  by  eas- 
ick  on  the  payroll  tax.  When  it 
5  to  labor,  tax  policy  has  pro- 
d  in  the  opposite  direction.  In 
ce,  the  current  tax  code  levies 
ler  tax  on  investment  in  hu- 
?apital,  such  as  training  and  ed- 
>n,  than  it  does  on  investment 
ysieal  capital.  The  maximum 
il-gains  tax  rate,  for  instance, 
i>.  Nominally,  the  earnings  of  a 
e-income  family  are  taxed  at 
;ame  28%  rate.  But  the  family's 
tax  bill  reflects  an  effective 
al  rate  that's  closer  to  40%. 
■eason:  In  addition  to  income 
,  workers  are  faced  with  a 
payroll  tax  bite,  mainly  for  So- 
ecurity. 

N  TOUCH.  The  total  payroll  tax 
;tands  at  15.3%— up  from  9.6% 
JO— on  the  first  $65,400  in 
s.  While  technically,  half  the  tax 
d  by  workers  and  half  by  em- 
rs,  almost  all  economists  agree 
workers  bear  the  brunt:  The 
)yer  share  is  ultimately  paid  by 
ers  through  reduced  wages. 


This  added  load  means  that  lower- 
and  middle-income  workers  who  get 
more  training  or  education  end  up 
paying  a  high  marginal  tax  rate  on 
their  increased  wages,  certainly  no 
reason  to  refuse  a  raise  but  no  big 
reward.  Simply  put,  the  tax  system 
now  gives  workers  little  incentive  to 
invest  in  themselves. 

Just  as  lowering  capital-gains  tax- 
es increases  the  incentives  for  invest- 
ment in  physical  capital,  so  loweiing 
payroll  taxes  would  provide  incen- 


Lowering  wage  taxes 
could  spur  investment 
in  human  capital  such 
as  worker  training 


tives  to  invest  in  human  capital.  Em- 
ployees would  keep  more  of  the  in- 
creased wages  that  result  from  their 
enhanced  skills.  In  today's  knowl- 
edge-based economy,  it  may  well  be 
that  such  investment  in  human  capi- 
tal is  more  important  than  buying 
more  equipment. 

The  payroll  tax  also  places  a 
tremendous  burden  on  the  self-em- 
ployed and  small  businesses,  which 
must  find  the  cash  to  pay  their  share 
of  the  payroll  tax  regardless  of  prof- 
itability. Over  time,  throttling  back 
on  the  Social  Security  tax  might  spur 
more  small-business  creation  than  a 
capital-gains  tax  cut.  And  as  employ- 
ers dig  deeper  into  the  labor  pool, 
they  have  an  incentive  to  invest 
more  in  training.  "It  makes  people 


who  were  once  considered  unemploy- 
able considered  employable,"  says 
Mark  Zandi,  chief  economist  at  Re- 
gional Financial  Associates  Inc. 

Of  course,  there  are  two  big  obsta- 
cles to  reducing  Social  Security  tax- 
es. The  U.  S.  savings  rate  remains 
lower  than  those  of  major  industrial 
nations.  Many  economists  believe 
that  more  savings  are  essential  to 
sustain  economic  growth.  Yet  the 
concern  may  be  misplaced:  Corporate 
America  has  managed  a  capital- 
spending  boom  lately,  despite  15 
years  of  low  savings. 
GO  FOR  GROWTH.  Then  there's  the 
matter  of  how  to  keep  paying  for  So- 
cial Security  after  a  payroll  tax  cut. 
The  political  problems  in  removing 
this  obstacle  are  daunting,  but  there 
are  ways  to  make  up  any  funding 
shortfall.  One  possibility  is  to  tap 
general  revenues.  It's  an  accounting 
fiction  that  payroll  tax  money  goes 
into  a  "trust  fund"  that  then  pays 
out  benefits  anyway.  Also,  savings 
from  adjusting  the  consumer  price 
index  downward  could  help  offset  a 
modest  payroll  tax  cut. 

In  the  long  run,  government  pro- 
jections show  that  faster  economic- 
growth  can  cure  many  of  Social  Se- 
curity's fiscal  problems.  And  perhaps 
the  best  way  to  get  the  economy 
growing  faster  is  to  give  people  and 
companies  more  incentive  to  invest 
in  human  capital  and  training  rather 
than  machines.  That  may  be  the  road 
to  prosperity. 

Former  business  week  economics 
editor  Farrell  is  now  senior  economic 
correspondent  for  Minnesota  Public 
Radio. 
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EXECUTIVE  SUITE 


TIME  MAY  BE 

ON  JOHN  WALTER'S  SIDE 

Despite  rumors,  AT&T's  president  still  holds  a  strong  hand 


Where  is  AT&T  President  John  R. 
Walter?  As  rumors  fly  that  he 
will  be  forced  out  if  merger  talks 
between  at&t  and  see  Communications 
Inc.  lead  to  a  deal,  the  heir  apparent  to 
Chairman  and  Chief  Executive  Robert 
E.  Allen  is  nowhere  near  his  office  in 
the  Basking  Ridge,  N.J.,  head-  mmm 
quarters.  On  the  evening  of  May 
29th,  he  and  his  wife,  Carol, 
boarded  a  flight  to  Europe  for  a 
scheduled  10-day  vacation. 

And  why  not?  at&t  is  abuzz 
with  chatter  that  a  deal  would 
leave  SBC's  forceful  ehairaian,  Ed- 
ward E.  Whitacre  Jr.,  in  the  top 
job  at  the  merged  company — and 
Walter  in  limbo.  But  Las  Vegas 
bookmakers  and  antitnist  lawyers 


then  all  this  other  stuff  has  no  bearing 
whatsoever,"  says  a  Walter  ally.  "If 
the  deal  goes  forward,  it  will  be  John 
striking  the  terms  of  that  agreement, 
not  Bob." 

In  the  case  of  a  merger,  Walter — who 
already  got  a  $5  million  signing  bonus  to 


A  Short  History  of 
John  Walter  at  AT&T 

AUG.  19,  1996  President  and  heir  apparent  Alex 
Mandl  resigns,  kicking  off  a  search  for  a  succes- 
sor for  Chairman  &  CEO  Bob  Allen. 

OCT.  23,  1996  Allen  hires  outsider  John  Walter 
and  anoints  him  heir  apparent.  Stock  loses  $3 


k  - 


join  at&t,  along  with  a  hefty  oj  ( 
grant  on  312,500  shares— could  i  1 
away  with  a  golden  parachute  of :  ^ 
than  $20  million.  And  given  his  em  jr 
ment  contract,  if  he  decides  not  t  *' 
quietly,  those  financial  incentives  « 
prove  just  an  opening  bid  for  an  C  jf  ' 
like  goodbye. 

Whatever  the  outcome,  some  indi  j 
executives  view  the  merger  talks-  r 
tiated  by  Allen — as  a  sign  that  x 
has  cooled  to  the  new  president 
looks  like  the  guy's  legs  have  been" 
off,"  says  one  former  at&t  execu  *  | 
who  says  he  also  finds  it  odd  that 

' '  BO 

ter  would  be  out  of  the  country  " 
"When  your  company  is  in  the  midd  i  ■ 
maw  discussing  the  biggest  me  ' 
ever,  you  don't  go  on  vacatio 

In  a  May  30  memo  to  em;  ij  • : 
ees,  obtained  by  business  W3' 
Allen  called  the  reports  oft  L) 
merger  negotiations  and  Wall 
possibly  shaky  future  "specul; 
stories,"  leading  to  "a  good  d 
hallway  talk,  distraction,  am 
version  from  the  tasks  at  h; 
But  he  stopped  short  of  den 
that  a  merge)'  was  being  con 


aren't  giving  the  proposed  merger    biMion  m  market  value  on  the  announcement.  _  _    plated  or  discounting  rumors 


great  odds  for  survival.  If  the  $50 
billion-plus  merger  advances,  the 
conventional  wisdom  goes,  it  will 
run  into  tough  opposition  from 
government  regulators. 
"NO  bearing."  Walter,  however, 
may  not  have  to  count  on  trust- 
busters  to  save  his  shot  at  suc- 
ceeding Robert  Allen  as  chairman 
and  ceo  of  at&t.  Under  the  terms 


DEC.  24,  1996  In  an  interview,  Walter  claims 
that  Allen  has  effectively  turned  over  the  reins  to 
him,  a  year  before  the  CEO's  planned  retirement. 

FEB.  24,  1997  Allen  denies  reports  of  friction 
between  him  and  Walter. 

MAR.  3,  1997  Walter  says  turnaround  isn't 
imminent  and  warns  of  profit  squeeze  as  compa- 
ny earmarks  $9  billion  to  expand  into  local 
phone  markets 


Walter  may  lose  his  shot  atp  A 
top  job  if  a  deal  happens. 

Reports  of  a  potential  me 
were  hardly  the  begirming  of 
ter's  troubles.  Insiders  say  it's 
vious  that  Walter,  who  before  t 
ing  at&t  spent  his  entire  caret 
Chicago-based  printer  R.  R.  1 
nelley  &  Sons,  had  a  rough  ijn 
gaining  control  of  the  sprawl 


of  Walter's  contract  with  at&t,    r_   phone  company  from  the  stH 


business  week  has  learned,  the 
highly  ambitious   executive  is 
guaranteed  the  ceo's  job  by  Jan- 
uary and  the  chairmanship  by  the 
next  annual  meeting,  in  May,  1998, 
when  Allen,  now  62,  says  he  will 
retire.  Since  industry  analysts 
figure  government  scrutiny 
of  the  merger  should  take 
at  least  a  year — Nynex 
Corp.  and    Bell  At- 
lantic Corp., 
which  announced  in 
April  1996,  are  still 
waiting — Walter 
should      be  well- 
ensconced  in  the  cor- 
ner  office   by  the 
time  a  merger  is 
complet- 
ed. "If 
■lie  hoard 
is  committed 
to  honoring  John's 
current  contract, 
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MAY  27,  1997  News  of  AT&T  and  SBC 
Communications  merger  talks 
leak.  Walter  is  not  involved,  and 
analysts  say  SBC  execs  would 
run  the  combined  company. 
Walter 


News  of  Allen's  plan  to  grr 
the  50-year-old  executive  asjii  * 
successor  rated  a  loud  Br 
cheer  from  Wall  Street:  A 
tock  lost  more  that 
billion  in  value  on 
day  Walter's  app< 
ment      was     m  * 
nounced.  Since  1 t 
insiders  say  it  ar 
been  awkward  }) 
Walter  to  cs*j 
out    his   job  i 
president  and  cS 
operating  offi 
with  Allen  still  N 
ering  as  ceo — a  s  ( 
ation  Allen  insisii 
on  because  of  V 1 
ter's  lack  of  exp-i 
ence  in  the  teletfi 
business. 

Allen,  sources  y. 
was  clearly  p 
turbed  when  ie 


3  successor  gave  an  interview 
Vail  Street  Journal  last  Decem- 
vhich  Walter  boasted  that  he 
mtially  running  the  show,  with 
;ting  as  his  adviser.  And  six 
igo,  in  an  unpublicized  move, 

planning  was  shifted  from  Wal- 
eneral  Counsel  John  D.  Zeglis, 
i  buddy.  An  AT&T  spokesperson 

shift  was  made  to  lighten  Wal- 
d  and  that  there  is  no  friction 
i  Allen  and  Walter.  "In  eight 
mths,  [Walter]  has  already  made 
nt  contributions  that  have  im- 
at&t's  organization  and  opera- 
lien  said  in  a  statement  to  busi- 
er. "John  continues  to  have  my 
idence  and  support." 
IE  BOSS.  Little  more  than  three 
ago,  Allen  also  insisted  that  he 

hand-picked  successor  were 

closely  together — even  while 
lg  a  reporter  that  he  was  still 
i.  "Bob  Allen  is  still  the  CEO, 
it  at&t  needs  more  than  any- 
le  is  operational  leadership,"  he 
iiNESS  week.  "John  has  taken 
task.  I  don't  have  any  reserva- 

all  about  the  transfer  or  the 
of  power."  Yet,  in  the  same  in- 

he  referred  to  Walter  as  his 
le  successor."  When  he  intro- 
le  Donnelley  executive  back  in 
,  Allen  made  it  clear  Walter 
ke  over  the  ceo's  job,  period,  in 

1998. 

r  the  sbc  talks,  they  may  have 
to  do  with  Allen's  relations  with 
This  is  hardly  a  sinister  attempt 
le  to  diminish  John  Walter's  po- 
nth  at&t,"  says  a  friend  of  Wal- 

has  a  lot  more  to  do  with  Bob 
ittempt  to  salvage  a  reputation 
i  by  NCR."  The  ailing  computer 
I  spun  off  last  year,  as  was  the 
^s  equipment-making  subsidiary, 
wn  as  Lucent  Technologies  Inc. 
re,  intended  to  better  focus  the 
;  has  not  produced  results:  AT&T 
is  to  lose  market  share  in  its 
^-distance  market,  and  the  stock 
selling  at  35%,  well  off  its  52- 
*h  of  45k>  and  more  than  $2  less 
at  it  sold  for  on  Oct.  23,  when 
vas  named  president, 
is  hoping  that  a  bold  deal  with 

Bell  will  jump-start  a  turn- 
md  help  the  company  in  its  be- 
;d  efforts  to  get  into  local  ser- 

the  talks  collapse  with  sbc, 
say  at&t  may  restart  merger 
ons  with  BellSouth  Corp.  or 
p.  Whatever  happens,  it's  clear 
orts  of  Walter's  demise  are  pre- 

And  judging  by  his  employ- 
ntract,  he's  one  tough  negotia- 


rohn  A.  Byrne, 
in  New  York 


with  Peter 


TELECOMMUNICATIONS 


TALK  KEEPS 
GETTING  CHEAPER 

New  PCS  competitors  are  pushing  down  wireless  rates 


For  longtime  cellular  customer  Brid- 
get Cavanaugh,  PCS  has  come  to 
mean  "pretty  cheap  service."  As  a 
senior  manager  at  Dallas-based  Page- 
Mart  Wireless  Inc.,  a  paging  company, 
Cavanaugh,  31,  used  to  rack  up  cellular 
phone  bills  of  .$350  a  month  because  she 
would  gab  for  200  or  250  minutes.  But 
in  February,  her  wireless  bill  got 
chopped  down  to  size.  PrimeCo  Person- 
al Communications  started  offering  500 
minutes  of  wireless  calling  for  a  mere 
$55.  "I  have  to  work  hard  to  talk  for 
500  minutes,"  says  Cavanaugh.  "For  me, 
it's  a  great  deal." 

Cavanaugh  is  the  happy  beneficiary 
of  what  happens 
when  competition 
flourishes  in  phone 
markets.  For  12 
years,  only  two 
companies  have 
been  able  to  offer 
cellular  service  in 
each  U.  S.  city. 
That  kept  price 
drops  modest  and 
innovation  infre- 
quent. Now,  as 
many  as  three 
more  rivals  are 
joining  the  wireless 
fray  in  each  mar- 
ket. They  are  the 
companies  launch- 
ing PCS — short  for 
personal  communications  services. 
Among  the  biggest  providers:  Sprint 
PCS,  AT&T  Wireless  Services,  and  Prime- 
Co,  which  is  owned  by  three  Baby  Bells 
and  AirTouch  Communications. 
NEW  YORK  MINUTES.  Wherever  it's  in- 
troduced, PCS  tends  to  drive  down  wire- 
less prices.  Per-minute  charges  are  drop- 
ping an  average  of  10%  to  15%  this 
year  in  U.  S.  cities — not  counting  special 
promotions.  New  York  City  is  a  case 
in  point.  As  the  PCS  players  began  ar- 
riving last  fall,  at&t  Wireless  Services 
Inc.  dropped  some  cellular  rates  25%.  In 
March,  as  Omnipoint  entered  the  fray, 
at&t  Wireless  and  Bell  Atlantic  Nynex 
Mobile  started  offering  up  to  1,000  min- 
utes of  free  off-peak  calling.  Now,  Omni- 
point Corp.  is  offering  PCS  phones  for 
$50,  a  third  of  what  it  used  to  charge. 
"As  you  increase  the  number  of  com- 
petitors, you're  starting  to  see  price 
pressure,"  says  Daniel  Hesse,  president 


and  chief  executive  of  at&t  Wireless 
Services. 

PCS  also  offers  consumers  more  flexi- 
bility. Unlike  cellular  carriers,  many  pes 
operators  don't  require  that  customers 
commit  to  long-term  contracts.  What's 
more,  because  PCS  is  digital,  it  can  offer 
features  not  found  on  typical  cellular 
systems:  paging,  caller  id,  and  notifica- 
tion when  you  use  up  your  monthly  al- 
lotment of  minutes.  One  drawback:  Be- 
cause PCS  isn't  as  widespread,  you  can't 
use  your  pes  phone  in  as  many  places  as 
you  can  use  a  regular  cell  phone. 

The  PCS  gang  is  sacrificing  profits 
now  because  they  expect  the  market  to 
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DATA:  HERSCHEL  SH0STECK  ASSOCIATES  LTD 

grow  so  rapidly.  Herschel  Shosteck  As- 
sociates Ltd.  says  the  percentage  of 
Americans  with  wireless  phones  will 
triple  over  the  next  10  years,  to  about 
45%.  "Wireless  has  the  potential  for  tak- 
ing a  bigger  and  bigger  share  of  the 
total  phone  calls  people  make,"  says  An- 
drew Sukawaty,  ceo  of  Sprint  PCS. 

Still,  with  so  many  competitors  in 
each  market,  some  pes  companies  are 
bound  to  fail.  Already,  Wall  Street  has 
sold  off  shares  of  360°  Communications 
and  AirTouch,  which  are  down  21%  and 
12%,  respectively,  over  the  past  year. 

The  dominant  players  will  be  those 
that  have  financial  strength,  manage- 
ment expertise,  and  the  ability  to  bundle 
wireless  with  other  services.  "It'll  be  a 
great  decade — for  the  winners,"  says 
Sam  Ginn,  chairman  anjl  ceo  of  Air- 
Touch. Right  now,  the  only  clear  winners 
are  Cavanaugh  and  other  consumers. 

By  Peter  Elstrom  in  Chicago 
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COMPUTERS 


IN  IBM'S  CORNER: 

A  BRAND-NEW  HEAVYWEIGHT 

The  G4  could  reverse  Big  Blue's  mainframe  sales  slide 


o 


Inly  computer  makers  have  prob- 
lems like  this:  In  each  of  the  last 
three  years,  IBM  has  shipped  50% 
more  mainframe  computer  power  than 
in  the  prior  year.  Yet  ibm's  mainframe 
revenue  keeps  tumbling — an  estimated 
20%  since  1994  (chart).  Says  Chairman 
Louis  V.  Gerstner  Jr.:  "We  have  to  get 
the  economic  model  to  the  point  where 
we  don't  keep  losing  revenue  even 
though  we're  selling  more." 

That  time  could  be  at  hand.  On  June 
9,  IBM  will  bring  out  its  latest  generation 
of  mainframes.  Known  internally  as 
G4 — for  fourth  generation — the  machine 
costs  less  because  it  uses  the  kind  of 
chip  and  disk-drive  technology  found  in 
personal  computers,  ibm's  mainframe  ex- 
ecs are  also  taking  other  lessons  from 
the  PC  industry,  including  speeding  up 
product  cycles  and  adopting  popular,  in- 
dustry-standard software. 

The  result  is  the  hippest  mainframe 
yet — to  hold  off  the  powerful  "servers" 
that  use  Intel  Pentium  chips.  The  new 


IBM  machine  comes  with 
cryptography  software 
burned  into  the  chips,  mak- 
ing the  G4  a  good  choice  for 
running  an  electronic-shop- 
ping outpost  on  the  Web, 
for  example.  Also,  instead 
of  just  using  traditional 
mainframe  programs,  the 
G4s  can  run  off-the-shelf 
programs,  including  those 
written  for  the  Microsoft 
Windows  NT  and  Unix  oper- 
ating systems.  By  yearend,  SANFORD:  Building 
Sun   Microsystems   Inc.'s  with  PC  technology 
Java  software  for  the  Web  ~ 
will  run  on  ibm's  big  iron,  too. 
GREAT  EXPECTATIONS?  But  can  IBM  sell 
enough  G4s  to  reverse  the  pattern  of 
the  past  few  years?  If  G4  demand  en- 
ables IBM  to  ship  57%  more  mainframe 
computer  power  in  1998,  says  Interna- 
tional Data  Corp.,  the  company  will  see 
an  increase  in  mainframe  revenue. 
That's  doable,  since  idc  predicts  cus- 
tomers will  soak  up  65%  more 
power  in  1998  and  59%  in 
1999.  "We  see  a  lot  of  things 
that  suggest  to  us  that  there 
could  be  substantial  growth, 
but  we're  not  going  to  pre- 
dict it,"  Gerstner  told  analysts 
on  May  7. 

Despite  the  chairman's  cau- 
tion, investors  are  encouraged. 
After  a  2-for-l  split  on  May  9, 
ibm's  stock  is  in  the  mid-80s — 
near  its  all-time  high.  The 
price  reflects  expectations  for 
the  G4  as  well  as  already 
strong  results  in  PCs,  services, 
and  disk  drives.  "They  could 
have  a  really  good  second 
half — that's  clearly  the  poten- 
tial," says  Salomon  Brothers 
Inc.  analyst  John  B.  Jones  Jr. 

Why  is  mainframe  demand 
strong?  Corporations  are 
awash  in  data  that  only  the 
biggest  machines  can  handle, 
and  new  applications  such  as 
electronic  commerce  and  data 
mining  are  better  suited  to 
big  number  crunchers.  "Seven 
years  ago,  we  said  the  main- 
frame was  dead,"  says  Philip 


G.  Heasley,  vice-chairman  of  First  1 
System  Inc.  "Now,  we  have  [maclf 
20  times  bigger  than  we  ever  dre 
the  mainframe  would  be." 
SPEEDY  DEVELOPMENT.  And  the  pi 
right.  Analysts  expect  the  G4  tc 
about  the  same  as  large-scale  Uni: 
terns — $9,000  per  million  instruc  [\ ( 
per  second  (mips)  of  computing  p 
Gartner  Group  analyst  Michael  C 
figures  the  price  will  b< 
less  by  the  end  of 
That's  because  IBM  is  s 
ing  up  development 
main  competitive,  espl 
ly  with  Pentium  sei 
using  Windows  NT.  Wit 
G4,  ibm  proved  it  can  c 
new  machines  at  a  P( 
pace.  It  went  from  dra  t\\ 
board  to  production  in  i w 
months,  compared  wit  > 
three  years  required  as 
beginning  of  the  dei»  i 
"We  don't  intend  on  si| 
"  ing  still,"  says  Linda  S.p 
ford,  general  manager  of  ibm's  n§- 
frame  business. 

Playing  by  the  rules  of  PC  econcl[ . 
may  mean  lower  profit  per  maehineMj 
ibm  enjoys  a  multiplier  effect  from  ip 
frames  that  helps  compensate:  Salflr 
high-margin  disk  drives,  software,b;  ™ 
services  boost  total  mainframe-rela ,, 
revenue  to  $20  billion  a  year. 

Still,  ibm  mainframes  will  face  wM 
biggest  challenge  ever:  William  H.  Cfc 
III  has  beefed  up  Windows  NT  to  | 
on  the  "mission-critical"  jobs  for  wp- !l 
companies  still  purchase  these  bigjJtnp 
chines,  ibm  is  fighting  back,  how«Lr. 
adding  400  new  applications  that  4 
never  available  on  a  mainframe,  jt- 
cording  to  Sanford,  half  the  ibm  nftsn; 
frame  computing  power  sold  last 
went  for  new  programs.  "It's  critica « 
them  to  get  more  applications," 
Merrill  Lynch  &  Co.  analyst  Di 
Mandresh. 

So  far,  Big  Blue  still  has  the  u 
with  corporate  computer  buyers.  % 
current  version  of  NT  is  not  enterpil 
ready,"  says  Leon  B.  Billis,  chief  in 
mation  officer  for  the  Equitable 
Assurance  Society  of  the  U.  S. 
there's  always  the  next  version.  So  t 
though  insurance  giant  Aetna  Lif 
Casualty  Co.  still  finds  NT  wantf 
Chief  Technology  Officer  R.  Max  Gd 
is  betting  that  Gates  will  fix  any  sh; 
comings.  "Where  will  we  be  in  the  }f 
2005?"  he  asks.  "Clearly,  Gates  has  til 
gaining  share  all  the  time."  And  tHfl 
one  PC-industry  truism  Gerstner  cp 
choose  to  ignore. 

By  Ira  Soger  in  New  M 
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n  June  2nd, 
a  Fortune 
vas  made. 


nerican  Brands  is  Fortune  Brands.  We're  TO" 
\lew  York  Stock  Exchange, 
□old  move  to  create  value  for  stockholders, 
m  Brands  spun  off  Gallaher  Limited,  the  U.K. 
market  leader,  and  we  changed  our  name 
ne  Brands. 

ine  Brands  has  powerful  assets.  World-class 
like  Titleist,  Master  Lock,  Moen,  Swingline, 
nd  Jim  Beam.  Backed  by  great  marketing, 
nancial  resources  and  great  people, 
's  a  wealth  of  riches.  The  beginning  of  a  Fortune. 

it  more  contact  Shareholder  Direct  at  800310-5960 
ir  web  site:  www.fortunebrands.com. 


Did  you  get 
your  share? 


e 


FORJUNE 
BRANDS 


COMMENTARY 

By  Peter  Coy 


HE  WHO  MINES  DATA  MAT  STRIKE  FOOL'S  GOLD 


Mi 


Iichael  Drosnin  has  performed 
a  tremendous  public  service 
by  writing  The  Bible  Code, 
the  fast-selling  new  book  that 
claims  to  find  hidden  messages  in 
the  Bible  about  dinosaurs,  Bill  Clin- 
ton, and  the  Land  of  Magog.  Not 
because  Drosnin  is  correct,  but 
because  his  methodology  is  so  bad 
that  it's  a  valuable  example  of  how 
not  to  read  data. 

The  pitfall  Drosnin  tumbled  into 
threatens  to  ensnare  any  unwary 
practitioner  of  "data  mining,"  the 
popular  technique  for  building  pre- 
dictive models  of  the  real  world  by 
discerning  patterns  in  masses  of 
computer  data.  Done  right,  data  min- 
ing can  help  discover  drugs,  forecast 
recessions,  weed  out  credit- 
card  fraud,  and  pinpoint  sales 
prospects.  Done  wrong,  it 
produces  bogus  correla- 
tions that  range  from  use- 
less to  dangerous. 

The  error  Drosnin  commit- 
ted in  The  Bible  Code  was  a 
data-mining  classic.  He 
wrote  out  the  Hebrew  Bible  , 
on  a  huge  grid  of  letters 


demiologists  have  made  similar  mis- 
takes. It  was  once  common  to  mine 
health  records  in  search  of  "hot 
spots"  with  above-average  cancer 
rates.  Epidemiologists  would  then 
develop  hypotheses  about  what 
might  have  caused  the  apparent  out- 
break. This  terrorized  residents,  usu- 
ally for  no  good  reason.  Some  places 
have  above-average  cancer  rates  by 
pure  chance. 

Data  mining  can  lead  to  costly 
misinterpretations.  ProCyte  Corp.  in 
Kirkland,  Wash.,  was  dismayed  in 
1992  when  a  clinical  trial  found  that 


and  used  a  computer  to 
look  for  words  that  appear 
across,  up,  down,  or  diagonally. 
The  cryptic  "messages"  consist  of 
seemingly  related  words  that  ap- 
pear near  each  other — for  in- 
stance, dinosaur  and  asteroid. 
GARBAGE  IN.  It's  best  not  to  spill 
too  much  ink  on  The  Bible  Code. 
Drosnin  says  that  he  used  the 
code  to  foresee  the  assassination 
of  Israeli  Prime  Minister  Yitzhak 
Rabin,  among  other  events.  But 
his  approach  is  immune  to  statisti- 
cal verification — or  rebuttal,  for 
that  matter.  Eliyahu  Rips,  the  Is- 
raeli mathematician  whom  Drosnin 
credits  as  the  code's  discoverer, 
says  he  doesn't  support  the  book. 
Its  main  value,  then,  is  to  illus- 
trate a  principle  enunciated  by 
Andrew  W.  Lo,  a  finance  professor 
at  Massachusetts  Institute  of 
Technology:  "Given  enough  time, 
enough  attempts,  and  enough 
imagination,  almost  any  pattern 
can  be  teased  out  of  any  data  set." 
Experts  from  economists  to  epi- 


PITFALLS  IN  DATA  MINING 

AD  HOC  THEORIES  When  an  oddity 
jumps  out  of  the  data,  it's  tempting  to 
develop  a  theory  to  fit  it.  But  some  odd- 
ities are  pure  chance. 

NOT  TAKING  NO  FOR  AN  ANSWER  If 

you  let  the  computer  churn  long 
enough,  you're  bound  to  find  evidence 
to  support  any  preconception. 

STORY-TELLING  A  finding  makes  more 
sense  if  there's  a  plausible  theory  for  it. 
But  a  beguiling  story  can  disguise 
weaknesses  in  the  data. 

USING  TOO  MANY  VARIABLES  The 

more  factors  the  computer  considers, 
the  more  likely  the  program  will  find 
relationships,  valid  or  not. 


its  new  drug,  Iamin,  didn't  seem  tl 
promote  general  healing  of  diabetil 
ulcer  wounds.  So  the  company 
searched  through  subsets  of  the  d* 
and  found  that  Iamin  seemed  to 
work  on  certain  foot  wounds.  But 
that  was  a  statistical  fluke,  as  it 
turned  out  after  another  expensiv 
and  fruitless  clinical  trial.  Not  al- 
lowed drug  status,  Iamin  is  now  s 
as  a  wound  dressing. 

Finance  is  rife  with  wrong-head 
data  mining.  David  J.  Leinweber, 
managing  director  of  First  Quadr~ 
Corp.  in  Pasadena,  Calif.,  which  m 
ages  $20  billion  in  assets,  likes  to 
lustrate  the  problem  with  "Stupid 
Data-Miner  Tricks."  For  exampl 
he  sifted  through  a  United  Na 
tions  cd-rom  and  discovered  t" 
historically,  the  single  best  pre 
tor  of  the  Standard  &  Poor's  5 
stock  index  was  butter  produ 
tion  in  Bangladesh. 

The  lesson:  A  formula  th 
happens  to  fit  the  data  of  th 
past  won't  necessarily  have 
predictive  value.  That's  true 
even  of  the  Index  of  Leading 
Economic  Indicators,  which  the 
Commerce  Dept.  turned  over  to 
the  Conference  Board  in  1995.  U 
versity  of  Pennsylvania  economis 
Francis  X.  Diebold  says  the  Com 
merce  Dept.'s  periodic  rejiggerin 
of  the  index  made  it  fit  the  histo| 
cal  data  more  closely  but  didn't 
improve  it  as  a  forecasting  tool. 

The  problem  could  get  worse. 
With  desktop  computers  becominj 
more  powerful,  data-mining  tools 
are  being  used  by  people  who  are 
clueless  about  statistics.  It's  humq 
nature  to  search  for  patterns — 
whether  constellations  in  the  starj 
or  faces  in  the  clouds.  And  compu 
ers  allow  that  impulse  to  run  wilq 
Says  Alexis  DePlanque,  a  senior 
research  analyst  at  meta  Group  ii] 
Stamford,  Conn.:  "We  need  to  be  ' 
sure  we're  not  just  empowering 
people  to  shoot  themselves  in  thej 
foot."  That's  true  whether  the  dat 
come  from  supermarket  scanners 
or  the  Bible. 

Coy  is  business  week's  associ] 
ate  economics  editor. 
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I't  sign  anything 
until  you  can 


ee  the  whites 


of  their  eyes. 


networkMCi  Lonlerencing"  brings  you  somet 
never  before  seen  in  videoconferencing:  outstanding 
picture  quality. 

It's  like  you're  sitting  right  across  the  conference  table. 
Whether  you  want  group  videoconferencing  between 
any  two  points  or  more,  or  desktop  to  desktop  between 
several  individuals,  you'll  clearly  see  the  benefits  of 
MCI's  advanced  communications  network. 

We'll  provide  you  with  everything  you  need,  from 
equipment  to  service. 

And  you  don't  even  have  to  be  an  MCI  long  distance 
customer  to  use  it. 

To  get  a  better  picture  of  how  you  can  get  a  better 
picture,  visit  www.mci.com.  For  a  demonstration,  or 
to  learn  about  our  special  offers,  call  1-800-475-3555. 


RIOR  CLARITY 
0C0NFERENCING 


Is  this  a  great  time,  or  what?  :  -) 


MCI 


News:  Analysis  &  Commentary 


BUSINESS  WEEK /HARRIS  EXECUTIVE  POLL 


EXECS  DON'T  SE 


The  economic  tea  leaves  aren't  too  conclu- 
sive of  late.  The  Purchasing  Managers' 
index  for  May  rose  to  its  highest  level 
since  late  1994.  Yet  April's  consumer  spending 
was  up  just  0.1%,  and  the  Conference  Board's 
index  of  leading  indicators  actually  declined. 
How  does  all  this  leave  executives?  Still 


THE  BIG  PICTURE 

How  would  you  characterize  your  outlook  for  the  U.  S.  economy? 

MAY  1997  DEC.  1996  MAY  1997    DEC.  1996 

Very  optimistic  19%  ..13%  Somewhat 

Somewhat  pessimistic  3%  7% 

optimistic  77%  ..  80%    Very  pessimistic  1%  0% 

TAKING  BETS  ON  GROWTH 

Compared  with  the  past  12  months,  do  you  think  the  rate  of 
growth  of  the  gross  domestic  product  will  go  up,  go  down,  or 
stay  the  same? 

MAY  1997  DEC.  1996  MAY  1997    DEC.  1996 

Go  up  27%. ..27%    Stay  the 

Go  down  21%. ..18%    same  52%  55% 

PRICE  HIKES? 

Compared  with  the  past  12  months,  do  you  think  the  rate  of 
inflation  will  go  up,  go  down,  or  stay  the  same? 

MAY  1997  DEC.  1996  MAY  1997    DEC.  1996 

Go  up  37%. ..31%    Stay  the  same  ....58%.. ..63% 

Go  down  5%  ....5%    Don't  know  0%  1% 

TRACKING  TREASURIES 

Compared  with  where  it  is  right  now,  do  you  think  the  30-year 
Treasury  bond  rate  will  go  up,  go  down,  or  stay  the  same? 

MAY  1997  DEC.  1996  MAY  1997    DEC.  1996 

Go  up  52%. ...38%   Stay  the  same. .31%  39% 

Go  down  14%  ....17%   Don't  know  3%  6% 

THE  JOBLESS  ISSUE 

Compared  with  the  past  12  months,  do  you  think  the 
unemployment  rate  will  go  up,  go  down,  or  stay  the  same? 

MAY  1997  DEC.  1996  MAY  1997    DEC.  1996 

Go  up  23%  28%   Stay  the  same  ..57%  53% 

Go  down  20%  19% 

COMPANY  REPORT  CARD 

And  now  some  questions  about  your  company.  Do  you  think 
each  of  the  following  will  increase  or  decrease? 

INCREASE  DECREASE 


PARTY  ENDING 


feeling  sanguine,  according  to  a  semi-ann 
business  WEEK/Harris  Executive  Poll  of  expec 
tions  for  the  next  12  months.  Execs'  view 
their  companies'  prospects  actually  has 
proved  since  December,  and  they  are  looking 
hire  more  workers.  The  sole  cloud:  inter* 
rates,  which  most  now  think  will  move  up 


STAY 
SAME 


DON'T 
KNOW 


...4%. 
...6%. 

.23%. 
.34%. 


.11%. 
.19%. 


.1%. 
.1% 

.1%. 
.0% 


Sales 

MAY  1997   93%  2% 

DEC.  1996    92%  1% 

Full-time  employees 

MAY  1997    55%  21% 

DEC.  1996    48%  18% 

Typical  prices  of  standard  products  or  services 

MAY  1997    57%  14%  27%  2% 

DEC.  1996   37%  20%  41%  2% 

Exports 

MAY  1997  55%  8%  . 

DEC.  1996   40%  4%  . 


AVERAGE 
INCREASE 


.9.8% 


.1.8% 


.1.9% 


INCREASE 


DECREASE 


Wage  and  salary  rates 

MAY  1997   89%  1%  

DEC.  1996   84%  1%  

Health-care  costs  per  employee 

MAY  1997   64%  ll%  

DEC.  1996    55%  15%  


STAY 
SAME 


.10%. 
.15%. 

.21%. 
.29%. 


DON'T 
KNOW 


.0%  , 
.0% 

.4% 

.1% 


AVERAGE 
INCREASE 


.4.0% 


.3.3% 


JUDGING  THE  PRESIDENT 

How  do  you  rate  President  Clinton's  handling  of  the  economy 
— excellent,  pretty  good,  only  fair,  or  poor? 

MAY  1997  DEC.1996  MAY  1997  DEC.199C 

Excellent  4%  5%     Poor  9%  10% 

Pretty  good  43%  40%    Don't  know  ....1%  4% 

Only  fair  43%  41% 

BUDGET  MATTERS 

White  House  and  congressional  negotiators  have  reached  a 
settlement  that  would  balance  the  federal  budget  in  2002.  Do 
you  agree  or  disagree  that: 


AGREE  DISAGREE 


DON'T 
KNOW 


26% 
37% 


.6.0% 


The  balanced  budget  will  produce 

long-term  gains  for  the  economy  ...75%  22%  3% 

Negotiators  have  only  delayed 
spending  that  will  send  the  budget 

out  of  balance  after  2002   59%  33%  8% 

Balancing  the  budget  at  this  point  will 

have  little  effect  on  the  economy  ...41%  57%  2% 

The  deal  ultimately  won't  balance 

the  budget  by  2002   75%. ........21%  4% 

CAPITAL-GAINS  EFFECT 

As  a  result  of  budget  negotiations,  the  capital-gains  tax  could 
drop  from  28%  to  20%.  What  effect  do  you  think  such  a  cut 
would  have  on  investment? 
Spur  significant  new  investment  throughout 

the  economy  39% 

Encourage  only  modest  investments  in  certain 

industries  42% 

Have  little  effect  on  investment,  producing  only  a  tax 

savings  for  individual  investors  18% 

Don't  know  1% 

EDITED  BY 
KEITH  H.  HAMMONDS 

Survey  of  403  senior  executives  at  large  public  companies.  Inter- 
views were  conducted  May  19-30  for  business  week  by  Lcuis  Har- 
ris &  Associates  Inc.  For  the  complete  results  of  this  poll  go  to: 
www.businessweek.com  or  America  Online:  Keyword-.  BW 
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Helping  9  million  Americans 

do  better  financially  can  be  very  rewarding. 

We're  American  General. 


No  one  becomes  a  teacher 
to  get  rich.  Or  a  fireman 
or  a  nurse.  The  job  has 
rewards  all  its  own.  At 
American  General  we  believe  those  rewards  should 
also  include  financial  security.  We're  helping  millions 
of  people  with  retirement  services,  life  insurance,  and 
consumer  loans.  And  today,  we've  grown  to  become  a 
corporation  with  $67  billion  in  assets  and  $5.2  billion 
in  shareholders'  equity.  By  doing  what  we  do  best, 
we're  helping  people  do  what  they  do  best. 


Helping  9  million  Americans  do  better  financially. 

Retirement  Services  •  Life  Insurance  •  Consumer  Finance 

American  General  Life  •  Franklin  Life 
American  General  Life  and  Accident 
American  General  Finance  •  VALIC 


For  information  call:  1  (800)  AGC  -  1111 


News:  Analysis  &  Commentary 


ECONOMICS 

OF  MICE,  MEN, 
AND  MARKETS 

Can  animal  responses  shed 
light  on  economic  behavior? 

Economists  usually  study  the  behav- 
ior of  consumers  and  producers.  But 
at  the  May  30-June  2  Neurobehav- 
ioral  Economics  Conference  in  Pitts- 
burgh, they  focused  on  monkeys  and 
rats.  Why?  Because  they  figure  there 
may  be  similarities  between  how  ani- 
mals respond  to  stimuli  and  how  hu- 
mans behave  in  the  market. 

Take,  for  example,  the  rat  who  re- 
peatedly pushes  a  lever  to  choose  elec- 
tric pleasure  over  food,  until  it  starves 
to  death.  Sound  a  bit  like  the  guy  whose 
credit-card  balances  exceed  his  annual 
earnings? 

But  seriously.  Neuropsychologists  are 
encouraging  economists  to  consider  Eco- 
nomic Man  as  an  animal  that  has  a  bit 
of  extra  brain  cortex.  These  scientists 
want  economists  to  take  into  account 
not  just  human  reason,  but  the  dark 


sea   of  instincts  and 
emotions  that  can  over- 
power formal  intellect. 
"Economics    overem-  / 
phasizes  the  areas  that 
distinguish  us  from  ani- 
mals," says  conference 
organizer  George  Loew- 
enstein,  an  economist 
at  Carnegie  Mellon 
University 
IMPULSES. 


(BYKj 

take  into  account 
propensity  to  opt  fc 
mediate  pleasure: 
Security,  for  instan  |l( 
there    for  those 
won't  save.  But  mos 
icy  is  based  on  th 
sumption  that  we  a 
our  own  econorr 


ill  I 


THINKING  ABOUT  ECONOMICS 


in  the 

terest.  "'With  p<  .  .. 
we  can  talk 


Building    Two  sectors  of  the  brain  weigh  in     changing  goals,' 


Burial 


and    hu-     — 'H-JOi   Technology  wh 


on  what  they  have 
learned  in  experi- 
ments with  rats, 
monkeys, 

mans,  scientists  are 
testing  hypotheses 
about  which  centers 
of  the  brain  figure  in 
economic  decision-making.  The  scientists 
speculate  that  the  section  known  as 
the  amygdala — a  source  of  emotional 
thought — fights  for  supremacy  with  the 
more  deliberative  prefrontal  cortex.  So 
it  could  be  your  amygdala  talking  when 
you  take  the  kids'  college  money  to  the 
Porsche  dealer. 

It's  precisely  this  kind  of  impulsive 
behavior  that  keeps  economists  so  busy 
trying  to  predict  or  guide  the  course  of 
economies.  Some  economic  policy  does 


PREFRONTAL  CORTEX  This 
region  controls  serious  analytical 


Peter  Diamonc 
economist  at  M 
chusetts  Instit 


de 


AMYGDALA  This  is  an  area 
closely  associated  with  emotions 
and  desires 


I 


tended  the  co 
ence.  "That's  ha 
do  with  a  rat." 
Did  the 
burgh  conference  change  how  e< 
mists  think  about  how  economic  I 
ing  works?  The  brain,  some  of 
say,  should  no  longer  be  viewed  as 
cialistic  model  of  rational  planning 
a  bustling,  free-market  econom 
Turkish  bazaar  alive  with  music 
smells  and  whispered  enticemt 
Someday,  economists  may  learn  en 
about  the  brain  to  make  sound 
seem  pleasurable,  too. 

By  Stephen  Baker  in  Pittsb 
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MARKETING 


BECAUSE 
IT'S  THERE 

A  lot  of  money  is  being  made 
off  a  disaster  on  Mt.  Everest 

The  moment  TV-movie  producer 
Bernie  Sofronski  read  about  the 
May,  1996,  Mt.  Everest  freak  storm 
that  killed  eight  people  near  the  summit 
in  one  day,  he  saw  a  movie  in  it.  He 
wasn't  the  only  one.  He  says  that  with- 
in weeks,  7  of  the  17  surviving  par- 
ticipants in  the  ill-fated  expedition 
had  contacted  him  trying  to  sell 
their  stories. 

Sofronski  wound  up  buying  film 
rights  from  three  climbers.  And  by 
this  May,  Sofronski  was  in  Austria 
to  shoot  Death  on  Everest.  "From 
the  moment  this  tragedy  happened, 
everyone  involved  has  been  fishing 
around,  trying  to  make  money  off 
it,"  he  admits. 

Americans  seem  to  have  a  huge 
appetite  for  tales  of  the  1996 
tragedy  that  is  creating  a  bonanza 


writer  Jon  Krakauer's  chilling  eyewit- 
ness account  of  the  debacle,  Into  Thin 
Air,  released  May  1,  sold  320,000  copies 
in  its  first  23  days  on  the  market.  Two 
more  books  and  two  movies  will  soon 
offer  even  more  details  about  the 
expedition. 

The  media  blizzard  began  almost  im- 
mediately after  two  veteran  guides  and 
six  clients  died  in  a  storm  near  the  peak 
of  Everest  on  May  10,  1996.  Socialite 
Sandy  Hill's  online  accounts  of  the  trip 
and  the  tale  of  adventure  writer 
Krakauer,  who  had  been  commissioned 
by  Outside  magazine  to  chronicle  the 
trip,  quickly  turned  the  disaster  into  a 
macabre  phenomenon. 


KRAKAUER  SIGNING  BOOKS:  A  freak  storm  iras 


for  those  who  survived.  Freelance  followed  by  some  aggressive  marketing 


Villard  Books,  a  division  of  Rar  — 
House,  rushed  Krakauer's  book  to  j.  bid 
in  time  for  this  year's  climbing  ses 
Krakauer  is  now  on  a  30-city  pr<  jj™ 
tional  trek  complete  with  slides.  "P(  ^.j 
came  to  see  the  car  wreck,"  says  " *', 
drew  Burns,  an  Atlanta  teacher 
novice  climber  who  went  to  a  Krak  ! 
show.  Krakauer  declined  to  commei'  = 
MORE  FILMS.  Close  behind  Krakaue 
the  mountain  last  year  was  D  m 
Breashears.  He  stopped  filming  an  ;  ;r 
to  help  fellow  climbers,  and  now  his 
is  to  be  released  next  spring.  M  y 
while,  TriStar  Television  will  air  Di- 
on  Everest   during  the   Noven  L 
sweeps  week  on  abc.  And  An*  r 
Boukreev,  a  guide  on  another  Er 
est  expedition,  is  finishing  !  ; 
Climb,  a  book  on  his  efforts  to 
climbers  during  the  storm. 

The  interest  in  Everest  s$ 
has  surprised  even  adventure 
el  pros.  "This  year,  40,000  pe 
hit  our  Web  site  during  the 
our  group  summited,"  says 
don  Janow,  whose  company 
been  guiding  trips  up  Evei^l 
since  1992. 

Given  the  public's  fascinate 
with  Everest,  it  is  doubtful  ml 
numbers  have  peaked. 

By  Brad  Wolverton  in  Atla'> 
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Business  This  Week 


BY  KELLEY  HOLLAND 


ISON  GIVES  UP 
EAT  WESTERN 

MANSON  IS  FINALLY 

in  the  towel.  After  a 
id  acrimonious  four- 
ittle  for  Great  West- 
ncial,  the  giant  Cali- 
ift  decided  on  June  4 
crease  its  hostile  $6.7 
id  for  its  crosstown 

a  second  time.  That 
reat  Western  is  free 
e  with  Washington 
which  made  a  friend- 
'or  it  in  March.  Over 

month,  Washington 

stock  has  risen  as 
ry  Killinger  worked 
(i  on  Wall  Street,  and 
ve  the  value  of  its 
1  above  Ahmanson's. 
straw  came  on  June 
Ahmanson  lost  a 
ttle  over  the  timing 


)SING  BELL 


>SED  DISKS 

victim  of  technopho- 
/ali  Street:  Seagate 
>gy.  On  June  2,  the 
pplier  of  hard-disk 
aid  revenues  and 
i  for  its  fourth  quar- 
ig  June  30  would  fall 
expectations.  Sea- 
med weak  demand 
igh-end  drives, 
s  knocked  Seagate's 
lown  8.6%,  to  38^, 
3— 31%  off  their  52- 
»h.  Analysts  say  the 
i  faces  growing  corn- 
But  Todd  Bakarof 
;ht  &  Quist  sees 
ibove  55  in  a  year. 


'  JUNE  3 

ilOOMBERG  FINANCIAL  MARKETS 


of  the  merger  vote.  Now, 
banking-industry  sources  say 
Ahmanson  could  itself  become 
a  target — perhaps,  one  day, 
of  Washington  Mutual. 

A  WHITE  HOUSE  NOD 
FOR  A  MEDICARE  FIX 

SIDESTEPPING  A  LAND  MINE 

that  could  have  blown  up  the 
bipartisan  budget  deal,  Pres- 
ident Clinton  signaled  on 
June  3  that  he  would  accept 
a  gop  plan  to  let  500,000  el- 
derly Americans  try  out 
Medicare  medical  savings  ac- 
counts (msas)  as  part  of  the 
plan.  The  seniors  would  get 
vouchers  for  health  insurance 
for  serious  illnesses,  plus  a 
savings  account  to  pay  rou- 
tine bills.  Backers  say  MS  A 
users  will  spend  health-care 
money  more  carefully  because 
they  can  keep  what's  left  at 
yearend.  But  MSA  foes — in- 
cluding Clinton — say  the  ac- 
counts will  work  only  for  rel- 
atively healthy  beneficiaries. 

CROSS-BORDER 
BANK  SHOPPING 

CANADIAN  IMPERIAL  BANK  OF 

Commerce  is  in  the  final 
stages  of  talks  to  buy  New 
York's  Oppenheimer  &  Co., 
according  to  Wall  Street 
sources.  The  Toronto  bank  al- 
ready has  a  presence  in  the 
U.S.  market  through  its  cibc 
Wood  Gundy  Securities  unit. 
But  Oppenheimer's  600  retail 
brokers  and  the  $11  billion  in 
assets  they  have  under  man- 
agement would  expand  cibc's 
U.  S.  presence.  The  cibc  talks 
come  in  the  wake  of  failed 
negotiations  between  Oppen- 
heimer and  pnc  Bank.  Both 
Oppenheimer  and  CIBC  de- 
clined to  comment. 


GM  PUTS  THE  BRAKES 
ON  POLITICAL  GIFTS 

GENEPvAL  MOTORS  IS  JUST  SAY- 

ing  no  to  soft-money  politi- 
cal contributions.  The  car- 


HE ADLINER:  BOSTON  CHICKEN 


COMING  HOME  TO  ROOST 


The  feathers  are  flying  at 
Scott  Beck's  Boston  Chick- 
en. On  May  30,  Larry 
Zwain,  a  top  lieutenant  of 
ceo  Beck,  stepped 
down  after  months 
of  losses  at  more 
than  1,000 
Boston  Market 
outlets.  Many  in- 
vestors are  flying 
the  coop:  Boston 
Chicken's  share 
price  has  swooned  by 
more  than  half,  to  roughly 
15,  in  recent  months. 

Beck  first  made  a  name 
for  himself  as  a  vice  chair- 
man of  Blockbuster  Video. 
And  in  its  early  days, 
Boston  Chicken  reported 
robust  profits  from  royalty 
fees  and  interest  on  loans 
from  franchisees.  But  those 
profits  haven't  held  up:  The 


chain's  consolidated  losses 
totalled  $166  million  from 
1994  through  1996.  And  a 
costly  promotional  cam- 
paign has  failed  to 
boost  sales.  Now 
Beck  has  laid  off 
115  employees. 

Beck  needs  to 
move  fast  to  fix 
Boston  Chicken's 
problems.  "Boston 
Chicken  has  been 
given  more  time  and 
money  than  any  other  re- 
tailer on  this  planet  to  de- 
velop a  concept,"  says  inde- 
pendent restaurant-industry 
analyst  Roger  Lipton.  In 
the  past,  Beck  has  vowed  to 
triple  the  number  of  stores, 
to  more  than  3,000,  by  2003. 
First,  he'll  have  to  get  his 
existing  henhouses  in  order. 

By  Eric  Schine 


maker  has  decided  to  put  an 
end  to  these  gifts — contribu- 
tions to  political  parties  that 
in  practice  are  often  funneled 
to  candidates.  The  reason? 
"We  couldn't  find  out  exactly 
how  the  money  was  being 
spent,"  says  a  spokesman,  gm 
is  the  biggest  company  that 
has  publicly  halted  the  soft- 
dollar  giving,  and  the  move 
could  lead  other  companies 
to  follow  suit.  In  1995  and 
1996,  gm  poured  $503,325  into 
the  Democrats'  and  Repub- 
licans' soft-money  coffers.  GM 
will,  however,  keep  making 
donations  to  political  action 
committees. 


COKE  VS.  DR  PEPPER: 
A  STICKY  BATTLE 

THE   SODA   WARS   ARE  BUB- 

bling  up  just  in  time  for  the 
long  hot  summer.  Coca-Cola 
is  making  an  offer  of  free 
syrup  to  any  McDonald's  fran- 
chisees who  will  agree  to  ban 
Dr  Pepper,  which  is  owned 


by  Cadbury  Schweppes,  from 
their  restaurants  and  serve 
instead  only  Coke  brands. 
Coke  would  like  to  see  the 
Dr  Pepper  brand  replaced 
with  its  own  spicy  cherry 
drink,  Mr.  Pibb,  which  is  a 
distant  competitor  to  Dr  Pep- 
per, the  No.  5  soft-drink  brand 
in  the  country.  But  Dr  Pepper 
is  fighting  back:  The  company 
is  offering  free  syrup  to  any 
restaurant  proprietors  who 
say  they  will  keep  Dr  Pep- 
per or  add  it  to  their  foun- 
tain offerings. 

ETCETERA... 

■  President  Clinton  picked 
Charles  Rossotti,  a  high-tech 
executive,  to  head  the  IRS. 

Kodak  is  launching  '  'olor- 
burst,  a  discount  film,  to  go 
with  Gold  and  Royal  Gold. 

■  Perot  Systems  acquired 
the  software  and  core  staff  of 
Jim  Manzi's  Nets  Inc. 

■  No  more  happy  pills:  The 
fda  will  regulate  supple- 
ments containing  ephedrine. 
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Was  it  a 


11 


'ream.' 


or  was  it  the  miles? 


Of  course,  nobody  worships  miles  like  they 
do  heroes.  But  when  you  use  your 
Citibank  A^Advantage '  card,  you'll 
earn  one  AAdvantage  mile  on 
American  Airlines"  for  every  dollar 
you  spend.'  And  over  12  million 


A^A  citibank 

/Advantage 

OTIBAMO  fp 


AA 


/"Advantage 


4128  0012  345b  1SR0 


locations  gladly  accept  the  Citibank 
AAdvantage  card.  So  you'll  have  pier 
of  opportunity  to  earn  miles  when 
you  tip  your  cap  to  the  old  greats. 
To  apply,  call  I-800-FLY-4444. 
Never  miss  another  mile. 


•The  maximum  number  of  AAdvantage  miles  you  can  earn  with  the  Citibank  AAdvantage  card  is  60,000  miles  per  calendar  year  (purchases  recorded  on  your  Jan-Dec  billing  statements)  Amencan  Airlines  Advantage  Platinum'  and  Advantage  G< 
members  are  excluded  from  this  limit,  American  Airlines.  AAdvantage,  AAdvantage  Platinum  and  AAdvantage  Gold  are  registered  trademarks  of  American  Airlines,  Inc  American  Airlines  reserves  the  nght  to  change  AAdvantage  program  rules,  regul;  K 
travel  awards,  and  special  offers  at  any  time  without  notice,  and  to  end  the  AAdvantage  program  wrth  six  months  notice.The  Citibank  AAdvantage  card  is  issued  by  Citibank  (South  Dakota),  N.A  ©  1 997  Citibank  {South  Dakota),  N.A.  MemberfJ)| 


shington  Outlook 


)  BY  OWEN  ULLMANN 


LL  CONGRESS  BUILD  A  SAFER  HARBOR 
AINST  INVESTOR  LAWSUITS? 


;een  months  ago,  when  Congress  overruled  President 
iton  and  enacted  a  law  making  it  harder  for  investors 
sue  public  companies  for  fraud,  cheers  resounded 
lout  Silicon  Valley.  But  the  celebration  has  proven 
ire.  High-tech  execs  claim  the  Private  Securities  Lit- 
Reform  Act  hasn't  produced  the  promised  relief  from 
us"  lawsuits,  and  they're  clamoring  for  a  new  fix. 
problem:  Investors'  lawyers  are  getting  around  the 
law  by  filing  class  actions  under  more 
state  statutes.  In  April,  the  Securities  & 
ge  Commission  reported  the  number 
*al  securities  cases  dropped  by  34%  in 
t  year  after  passage  of  the  new  law, 
itate  suits  rose  63%  in  the  first  10 

of  1996  vs.  1995.  So  now  a  coalition  of 
:h  companies,  venture  capitalists,  the 
es  industry,  and  accounting  firms  is 
*  Congress  to  ban  securities  class  ac- 

state  courts.  On  May  21,  Representa- 
ma  G.  Eshoo  (D-Calif.)  and  Rick  White 
h.)  introduced  a  bill  that  would  do  just 
spresentative  Tom  Campbell  (R-Calif.) 
roduced  a  similar  bill,  and  Senator 
pher  J.  Dodd  (D-Conn.)  is  expected  to, 
State  courts  are  being  used  as  an 
i  around  federal  reforms,"  gripes  Dou- 
.  Comer,  Intel  Corp.'s  legal  affairs 
'.  "Nationally  traded  companies  should-  ~ 
;  to  follow  50  sets  of  rules  in  50  different  states." 
D?  Intel  is  one  of  181  high-tech  companies  that  wrote 
5s  in  April  calling  for  new  reforms.  One  beef:  They're 
efiting  from  the  most  hard-fought  provision  in  the  1995 
ation  of  a  "safe  harbor"  to  protect  companies  from  be- 
d  by  angry  investors  if  optimistic  projections  turn 
)e  wrong  and  their  shares  tank, 
ers  of  the  original  reforms  say  the  safe  harbor  en- 
s  high-tech  companies,  which  tend  to  have  volatile 


A.PITAL  WRAPUP 


CAMPBELL:  High-tech  fan 


stocks,  to  give  investors  valuable  information  without  fear 
of  being  sued.  But  Mark  H.  Gitenstein,  an  attorney  for  the 
high-tech  group,  says  companies  are  still  withholding  projec- 
tions because  of  fears  of  state  suits.  "These  new  companies  are 
the  very  ones  that  investors  need  to  know  about,"  he  says. 

The  prospect  of  closing  state  courts  to  litigation  is  spurring 
furious  opposition  from  consumer  and  investor  groups,  trial 
lawyers,  and  state  and  local  governments  that  invest  public 
funds.  The  federal  law  is  so  strict,  they  con- 
tend, that  defrauded  investors  would  have  little 
protection  from  stock  manipulators  if  state 
courts  are  off  limits.  "It's  astounding  that  Con- 
gress would  say  to  people,  'We  will  leave  you 
exposed,' "  says  Richard  Vuernick,  legal  policy 
director  of  Citizen  Action,  a  consumer  group. 

The  opponents'  fears  were  heightened  by  a 
federal  district  judge's  May  22  decision  to  dis- 
miss a  fraud  class  action  against  Silicon  Graph- 
ics Inc.  in  Mountain  View,  Calif.  The  plaintiffs 
accused  the  company  of  inflating  stock  prices 
by  releasing  upbeat  statements  it  knew  to  be 
wrong.  In  a  rare  move,  the  sec  weighed  in 
with  the  investors.  But  the  judge  ruled  the 
plaintiffs  had  to  prove  intentional  misconduct, 
rather  than  the  standard  of  recklessness  that 
had  been  sufficient  in  pre-reform  cases. 
"There's  nothing  about  this  suit  that  is  frivo- 
lous," says  Mem  Horan,  executive  director  of 
the  National  Association  of  Securities  &  Commercial  Law  At- 
torneys. "It's  exactly  what  we  were  afraid  of." 

For  now,  Clinton  isn't  taking  sides.  Instead,  he's  named  a 
task  force  to  study  the  issue.  In  1995,  he  backed  trial  lawyers 
by  vetoing  the  original  bill,  but  high-tech  support  on  the  Hill 
was  so  strong  that  lawmakers  overrode  him.  Clinton  is  unlikely 
to  be  more  supportive  this  time.  And  that  means  he  could  be 
heading  for  another  nasty  showdown  with  Congress. 

By  Susan  B.  Garland 


KS  FLY  OVER  TOBACCO        CLINTON  COURTS  CONGRESS 


ie  July,  Congress  will  face  its 
iattle  over  tobacco.  That's  when 
ouse  Appropriations  Committee 
is  how  much  money  to  give  the 
&  Drug  Administration  to 
.■e  a  new  rule  curbing  tobacco 
to  teens.  The  fda  wants  $34  mil- 
)  monitor  retailers  who  sell  ciga- 
i.  Pro-tobacco  lawmakers  want 

spending  for  enforcement.  But 
obacco  health  groups  plan  a  lob- 

and  public-relations  campaign 
it  for  the  full  amount. 


►  Clintonites  are  doing  more  congres- 
sional hand-holding  on  foreign  policy 
to  avoid  a  repeat  of  first-term  woes. 
Ignored  lawmakers  had  forged  their 
own  policies  on  Cuba,  Iran,  Libya, 
and  Taiwan.  This  time,  Clinton  is  tak- 
ing members  of  Congress  on  foreign 
trips,  and  National  Security  Adviser 
Samuel  R.  Berger  and  Secretary  of 
State  Madeleine  K.  Albright  fre- 
quently consult  on  the  Hill.  A  payoff 
of  the  new  approach:  Senate  passage 
of  the  chemical-weapons  pact. 


A  MEANER,  LEANER  FED? 

►  Even  the  hidebound  Federal 
Reserve  has  caught  downsizing  fever. 
In  the  wake  of  congressional  criticism 
that  the  central  bank  is  overstaffed 
with  high-paid  employees,  the  Fed  is 
offering  buyouts  to  150  senior  Wash- 
ington employees  who  are  currently 
eligible  for  retirement.  That's  about 
9%  of  the  headquarter's  staff  of  1,700. 
The  cash  inducement:  six  months' 
salary.  The  Fed  expects  at  least  half 
will  accept  the  offer.  Some  vacated 
posts  could  be  refilled  at  lower  pay. 
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LONG  LIVE 
THE  WELFARE  STATE! 

Will  the  French  revolt  cripple  reform  throughout  Europe? 
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The  Ripple 
Effect 


GERMANY 


Empowered  by  Jospin's 
win,  Germany's  Social 
Democrats  could  block 
further  economic  reform. 
Kohl's  agenda — and  his 
job — may  be  threatened. 


MONETARY  UNION 


Could  be  postponed  by  two 
years  or  more  if  the  new 
government  decides  the 
euro  isn't  worth  more  aus- 
terity. If  France  and 
Germany  push  ahead  on 
schedule,  the  euro  is  likely 
to  be  born  weak. 


FRENCH  PRIVATIZATION 


Under  pressure  to  save 
jobs,  the  Socialists  will 
probably  stall  sell-offs  of 
France  Telecom,  defense 
and  electronics  giant 
Thomson  CSF,  and  Air 
France. 


MARKETS 


Prospects  of  an  EMU  col- 
lapse could  reverse  10  years 
of  convergence,  bringing 
back  wild  currency-  and 
bond-market  swings  as 
investors  put  their  money 
only  into  countries  where 
they  see  stability. 

DATA:  BUSINESS  WEEK 


)r  free  marketers,  it  was  a 
Dreath  of  fresh  air.  Last  July, 
French  carmaker  Renault,  46% 
government-owned  and  hit  with 
nassive  losses,  announced  it 
close  its  3,100-worker  plant  in 
de,  Belgium,  and  lay  off  3,000 
ees  back  in  France.  The  move 
iled  as  a  triumph  of  corporate 
i  sense  over  labor-coddling  tra- 
3ut  campaigning  before  France's 
election,  candidate  Lionel  Jospin 
ed  voters  that  if  he  became 
s  new  Prime  Minister,  he  would 
enault  managers  to  reverse  their 
n  and  restore  the  French  and 
jobs. 

magnanimous  gesture  sent  a  chill 


through  French  compa- 
nies. When  Jospin's  So- 
cialist Party  swept  to 
victory  the  next  day, 
business  leaders  steeled 
themselves  for  what 
they  fear  will  be  a  dan- 
gerous step  backward 
for  the  French  economy. 
If  the  Socialists  carry 
out  their  agenda,  they 
will  increase  government 
intervention  in  the  econ- 
omy, stall  privatizations, 
bolster  a  costly  welfare 
state,  and  tighten  labor- 
market  rules  that  are  al- 
ready too  rigid. 

Jospin  didn't  seek  a 
mandate  to  return  to 
the  spendthrift  socialism 
of  the  early  1980s.  But 
that's  what  he  got.  By 
giving  President  Jacques 
Chirac's  conservative  al- 
lies the  boot,  voters  re- 
jected economic  reform, 
fiscal  austerity,  and  oth- 
er realities  of  the  global 
economy — just  when 
France  most  needs  such 
measures  to  compete  in 
world  markets. 

Ironically,  the  French 
are  reacting  to  a  process 
that  has  barely  begun. 
Because  the  welfare 
state  remains  largely  in- 
tact, they  have  felt  rela- 
tively little  pain  from 
globalization — unlike  the 
U.  S.  and  Britain,  or 
even  "noncore"  Euro- 
pean nations  such  as 
Italy,  Ireland,  Spain,  and 
Sweden,  whose  reforms 
are  now  restoring  their 
economies  to  growth. 
"The  States,  Britain,  Holland,  and  others 
have  had  their  revolution.  .  .  .  But 
France  looks  like  it  may  be  the  last 
wagon  on  the  train,"  says  Jacques 
Buhart,  a  corporate  lawyer  with  Coud- 
ert  Freres  in  Paris. 

Voters  also  showed  that  the  govern- 
ment has  done  a  bad  job  of  selling  them 
on  European  Monetary  Union,  which 
comes  with  strict  requirements  on  in- 
flation, debt,  and  deficits  that  the  French 
blame  for  their-  economic  woes.  The  elec- 
tion results  represent  "a  defeat  for 
France  and  for  Europe,"  says  Do- 
minique Mo'r'si,  deputy  director  of  the 
French  Institute  of  International  Rela- 
tions, a  Paris  think  tank. 

The   backlash   could  reverberate 


around  Europe.  Encouraged  by  their 
French  counterparts'  strong  showing, 
Social  Democrats — already  in  power  in  a 
majority  of  EU  nations — could  militate 
against  further  economic  reform  in  then1 
countries.  If  European  governments 
backpedal  on  budget-cutting,  the  long- 
heralded  goal  of  monetary  union  could 
be  postponed  or  even  scotched.  That 
would  throw  financial  markets  into  tur- 
moil as  investors  once  again  move  their 
money  only  into  countries  they  perceive 
as  stable. 

NEW  FIRE.  If  Europe  still  rushes  into  a 
common  currency  by  dumping  fiscal  pru- 
dence, the  new  euro  will  be  born  weak. 
In  the  short  term,  that  could  boost  Eu- 
rope's economies  by  making  its  exports 
cheap.  But  it  would  also  end  its  leaders' 
dream  of  creating  a  strong,  unified  trad- 
ing bloc  and  a  new  global  reserve  cur- 
rency to  rival  the  dollar  and  the  yen. 

Already,  the  French  election  has  fired 
up  leftists  around  Europe  who  believe 
creating  jobs,  not  competitiveness  or 
monetary  union,  should  be  governments' 
priority.  Jospin's  cabinet,  appointed  June 
4,  includes  technocrat  Dominique 
Strauss-Kahn,  the  father  of  the  Social- 
ists' plan  to  create  700,000  new  jobs 
and  now  France's  economic  czar. 
French  unions,  feeling  empowered,  are 
demanding  pay  increases  that  could 
boost  wage  costs  by  20%.  In  Germany, 
the  opposition  Social  Democrats  imme- 
diately called  on  Kohl  to  hold  an  early 
election,  a  suggestion  Kohl  will  ignore. 
Polls  show  that  if  a  vote  were  held  to- 
day, he  would  lose. 

Kohl  is  vulnerable  because,  like 
Chirac,  he  has  so  far  failed  to  convince 
voters  of  the  need  to  face  up  to  the 
global  economy.  In  fact,  the  two  cham- 
pions of  European  integration  are  look- 
ing more  and  more  like  the  Continent's 
economic  laggards.  A  Europe  split  into 
two  tiers — countries  that  tackle  their 
competitiveness  problems  and  those  that 
refuse — is  another  recipe  for  volatility. 
"It's  clear  now  that  the  biggest  threat 
to  the  whole  of  Europe  is  the  lack  of 
dynamism  at  its  core,"  says  economist 
Christopher  Potts  of  Paris  brokerage 
Cheuvreux  de  Virieu. 

Indeed,  France's  12.8%  unemployment 
and  flagging  growth  are  why  voters  are 
so  mad.  But  despite  his  campaign 
promises,  Jospin's  policies  won't  produce 
many  new  jobs.  The  Socialists  played 
to  their  core  constituency,  government 
workers,  by  saying  they  would  hold  off 
on  privatizing  state-owned  companies, 
such  as  France  Telecom  and  Air  France, 
and  banks.  To  create  the  700,000  jobs, 
half  of  them  in  the  public  sector,  the 
Socialists  want  to  cut  the  workweek 
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showed  its  first 


from  39  hours  to  35 
while  keeping  pay  at 
current  levels. 

In  the  long  term, 
however,  France  will 
boost  growth  and  job 
creation  only  by  becom- 
ing more  competitive. 
"The  risk  is  that  there 
will  be  a  lag  in  the  pace 
of  restineturing  French 
industry,"  worries  Serge 
Tchuruk,  chief  executive 
of  telecommunications 
giant  Alcatel  Alsthom. 
CLIPPED  WINGS.  France 
can  ill  afford  to  wait. 
Airline  deregulation 
threw  Europe's  protect- 
ed markets  open  to 
competition  on  Apr.  1, 
allowing  low-cost  earn- 
ers to  proliferate.  Air 
France,  which  in  1996 
profit  in  eight  years,  now  seeks  privati- 
zation as  a  way  to  keep  pace  with  leaner 
competitors.  But  unions  that  have  re- 
sisted Air  France's  streamlining  will  fight 
privatization  even  harder  now  that  their 
Socialist  allies  are  in  power  in  Paris. 

Similarly,  starting  on  Jan.  1,  dozens  of 
lean  and  savvy  players  such  as  British 
Telecommunications  PLC  and  COLT  Com- 
munications will  race  into  France  as 
telecom  deregulation  begins  on  the  Con- 
tinent. Although  France  Telecom  Chief 
Executive  Michel  Bon  has  won  support 
over  the  past  20  months  for  price  cuts 
and  a  surprising  degree  of  internal  re- 
structuring, the  $26.5  billion  company 
will  be  handicapped  in  the  fight  for  mar- 
ket share  outside  France.  "A  state- 
owned  company  won't  be  able  to  com- 
pete. It  doesn't  have  the  right  incentive 
structure,"  says  Jonathan  Story,  profes- 
sor of  international  political  economy  at 
INSEAD,  a  business  school  near  Paris. 

Jospin's  main  antidote  for  unemploy- 
ment— the  shrunken  workweek — could 
also  backfire.  The  35-hour  week  would 
raise  unit  labor  costs  by  around  W/e, 
reckons  Carl  B.  Weinberg,  chief  econo- 
mist of  High  Frequency  Economics  in 
New  York.  If  the  new  week  is  intro- 
duced without  any  measures  to  improve 
efficiency,  it  would  send  French  unem- 
ployment soaring  as  companies  cut  back 
on  their  head  counts.  "Being  a  leader  in 
not  working  won't  create  employment," 
says  Bernard  Giroud,  a  venture  capi- 
talist with  Schroder  Partners  in  Paris. 

To  he  sure,  top  private-sector  French 
companies,  like  their  counterparts  else- 
where in  Europe,  are  quietly  working 
behind  the  scenes  to  boost  competitive- 
ness despite  the  hostile  environment. 


After  two  years  of  restructuring,  Alcatel 
posted  a  $438  million  profit  in  1996,  up 
from  a  $4.4  billion  loss  in  1994.  Compa- 
nies such  as  Air  Liquide,  lvmh,  Rhone- 
Poulenc,  and  Carrefour  lead  the  list  of 
strong  global  players.  That's  partly  why 
the  French  stock  market  rose  steadily  in 
the  days  after  the  election. 

But  bond  and  currency  markets  could 
be  in  for  a  rougher  ride  as  the  new 
government's  agenda  unfolds.  The  rea- 
son is  that  traders  have  their  eyes  fixed 
on  progress  toward  monetary  union.  Al- 
though the  Socialists  are  officially  behind 
the  euro,  they  want  to  ease  the  pain  of 
whipping  France's  budget  into  shape 
for  its  creation.  In  the  days  following 
the  election,  benchmark  French  10-year 
bonds  and  the  franc  both  slumped. 

The  German  mark  is  already  seesaw- 
ing (chart).  Even  after  the  election's 
first  round,  investors  deserted  the  mark 
for  the  dollar,  expecting  Jospin  to  press 
Kohl  for  easier  terms  on  EMU.  But  if 
Bonn  and  Paris  hit  such  loggerheads 
that  the  project  is  postponed,  the  mark 
could  once  again  become  a  safe  haven  in 
a  new  burst  of  European  currency  tur- 
moil."! It's]  not  at  all 
clear  that  the  markets 
have  factored  in  the 
true  extent  of  a  Social- 
ist victory,"  says  Union 
Bank  of  Switzerland 
economist  Richard 
Reid. 

Indeed,  the  odds  that 
Jospin  and  Kohl  can 
reach  agreement  on 
how  much  austerity 
emu  requires  seem  to 
be  getting  lower.  Kohl's 
government  on  June  3 


THE  MARK  S  WILD  RIDE 
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caved  in  to  the  a 
money  Bundesi 

over  using  paper  pi 
from  revalued  golu 
serves  to  make  I 
many's  budget  dfl 
look  lower.  If 
won't  fudge  its 
books,  it  probably 
tolerate  any  more| 
toring   from  Fr{ 
either 

The  Bundesbj 
power  play  makJ 
unlikely  that  Gerr] 
will    go    for  Josl 
squishy  interpret! 
of  the  singie-curr| 
rules.  To  make 
more  palatable  to  I 
ers,  Jospin  want! 
amend  the  Maasti 
treaty  with  clauses! 
emphasize  job-creation  and  growth! 
pose  softer  penalties  for  countries  [ 
don't  meet  their  budget  targets, 
early  admission  to  Italy  and  Spain,! 
create  a  euro  that  is  "not  overvall 
against  the  U.  S.  dollar.  "What  we  ] 
know  is  that  monetary  union  mus| 
compatible  with  more  jobs  and 
growth  in  Europe,  or  there  won't 
monetary  union,"  warns  economist 
THE  BIG  SALE.  French  voters  cert^ 
aren't  ready  for  emu  now.  Indeed, 
haps  Jospin's  biggest  challenge  will 
convince  his  constituents — as  his 
decessors  couldn't — that  reform  a| 
can  save  them  from  economic 
Chirac  and  former  Prime  Minister 
Juppe  had  begun  to  cut  spending,  ojj 
haul  social  security  programs,  and| 
form  parts  of  France's  overburde 
pension  system.  But  they  never 
plained  that  changing  France  to  njb 
the  challenges  of  a  global  econonrji 
in  the  national  interest. 

Whether  Jospin  can  do  better  is  qijs 
tionable.  "The  country  is  disturbed," ji 
mits  Michel  Rocard,  the  former  Sociw 
Prime  Minister  who  may  be  named  I 
senior  post  in  the  rjv 
government.  That's 
enough  at  a  time  w| 
France's  econoif 
health  and  global  skv 
tus  are  at  risk.  [ 
even  worse  for  a  cop 
try  that  must  plajl 
pivotal  role  in  decidi 
Europe's  future. 

By  Bill  Javetski  c\d 
Ga  il  Edmondson 
Paris,  with  Thane 
tiTsoii    in  Iiiferlak'i 
and  bureau  reports 
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INDONESIA 


SUHARTO 
CAPITALISM 

Will  the  economy  survive  his  final  years  in  power? 


■  n  the  violence  that  preceded  In- 

■  donesia's  recent  election,  one  day  in 
I  May  stands  out.  Rampaging  election 

■  mobs  tore  through  streets  in  towns 
throughout  the  archipelago,  setting  fire 
to  a  department  store  and  burning  alive 
123  rioters  trapped  inside.  Anticipating 
violence,  thousands  of  Indonesians  had 


family  and  friends  are  fueling  mass  re- 
sentment. The  tiny  middle  class  is  feel- 
ing just  enough  trickle-down  to  make 
them  envious  of  the  rich  but  not  enough 
to  feel  satisfied.  And  small  business- 
people  cut  out  of  the  economic  boom 
are  angry  too. 

Can  the  system  Suharto  built  from 


stocked  up  on  goods  and 
locked  themselves  up  in 
the  safety  of  their  homes. 
Some  had  even  ordered 
cable  television  to  watch 
the  news.  Thus,  Indovi- 
sion,  News  Corp.'s  pay-TV 
network  in  the  country, 
scored  a  record  number  of 
sales  as  hundreds  of  new 
subscribers  paid  about 
$1,000  each  for  their  first 
monthly  subscriptions,  dig- 
ital decoders,  dish  anten- 
nas, and  installation  fees. 

Strife,  tension,  corrup- 
tion, anger,  violence.  These 
are  becoming  standard 
terms  to  describe  life  in 
the  world's  fourth-most- 
populous  country.  As  an 
aging  President  Suharto 
solidifies  his  political  hold 
over  200  million  people  in 
yet  another  lopsided  elec- 
tion, the  capitalist  under- 
pinnings of  his  Indonesia 
are  shaking.  In  his  wan- 
ing years,  Suharto's  in- 
creasingly autocratic  iule 
is  cancelling  out  some  of 
his  most  important  eco- 
nomic achievements.  Os- 
tentatious displays  of 
greed  by  the  President's 

rTO/1ilH!SilH» 

With  economic  growth 
averaging  7%  from 
1985  to  1995,  an  elite 
class  has  become 
fabulously  rich 


I 

- 


the  ashes  of  upheaval  32  years  agc|ur- 
vive?  If  Suharto — who  turns  76ihis 
month — dies  without  setting  up  ;bo- 
litical  transition,  a  violent  uphdval 
sparked  by  economic  disparities  iu)d 
erase  many  of  the  gains  of  his  ei  A 
backlash  could  plunge  Indonesia  int 
olence  reminiscent  of  1965,  the  lar 
Suharto  himself  emerged  from  blfdy 
chaos.  "The  entire  Indonesian  ecorhiy 
is  in  one  hand.  If  the  President  is  nd  on 
duty,  or  if  he  passes  away,  no  onaan 
imagine  what  will  happen,"  says  affix- 
member  of  parliament. 

Suharto  still  has  a  chance  to  nut  ij 
things  right,  to  allow  more  of  the  mdii1 
class  and  business  in  on  econmii 
growth,  and  to  pull  more  people  a<w 
the  poverty  line.  Economists  and  ha- 
lysts  say  he  could  widen  the  miale 
class  by  lowering  the  cost  of  doing  fsi- 
ness.  Currently,  consumers  pay  ajifi- 
y  daily  high  prices — a  cfck- 

en  in  Irian  Jaya  c^ts 
$6.25,   or  nearly  tlee 
days'  wages.  Decentriz- 
ing  bureaucracy,  so  tat 
licenses  can  be  granteiby 
local  officials  instead  op- 
tional ministries  that  in 
trol  all  decisions  f ?m 
Jakarta,  could  spark  in- 
terprise  and  encouige 
competition.  Suharto  |so 
could  reduce  the  roll] of 
his  family  and  friend  in 
monopolizing  industij— 
and  cut  the  bribery  i(i 
red  tape  that  is  routin  m 
doing  business. 
CHEAP  LABOR.  Over  8 
years,  Suharto  has 
structed  a  remarkable  n- 
gine  of  growth,  showg 
flexibility,  shrewd  ii  a 
policy,  and  political  i 
ning.  He  has  openedkp 
the  country  to  $176  bil 
in  pledged  foreign  inv  t- 
ment,  luring  in  compai 
eager  to  staff  factor 
with  cheap  labor,  ex] 
some  of  the  richest  naiv 
al  resources  on  earth,  id 
enjoy  generous  tax  in< 
tives.  Growth  has  steal 
along  at  an  average  of  | 
over  the  last  decade.  A 
Indonesians  are  clea 
better  off  than  their  i 
ents  were. 

If  this  were  the  sum  >- 
tal  of  Suharto's  econo^c 
rule,  the  President  wod 
be  one  of  the  great  '- 
formers  of  the  region.  M 
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Before  you  invest, 
measure  our  success. 


hen  choosing  investments  to  fund  a  company's 
nent  plan,  brand  names  don't  always  measure  up. 
s  to  look  past  big  name  mutual  funds  to  the  retire 
accounts  of  The  Principal?  And  for  good  reason, 
ised  on  overall  performance  for  the  last  three 
our  retirement  accounts  outperformed  mutual 
with  the  most  401(k)  and  defined  contribution 
tssets  in  eight  major  categories*  This  is  the 
of  disciplined,  long-term  strategies  and  some 
lowest  expenses  in  the  industry. 
)u  get  fully  integrated  retirement 
srvices,  plus  a  satisfaction  guaran- 
11  this  from  a  company  committed 
illing  customers'  needs  for  118  years 


the: 


The  Principal  outperforms 

BIG  NAME  MONEY 

MANAGERS 

•Average  annual  return  after  investment  expenses  1994-1996 

3-Year 

3-Year 

Cateqorv 

Mutual  Fund 

Net  Return'    Principal  Retirement  Account 

Net  Return' 

Growth 

Fidelity  Magellan 

14.48% 

Medium  Company  Blend 

18.69% 

Growth  &  Income 

Vanguard  Windsor 

17  98 

U.S.  Stock 

18.33 

Equity-Income 

Fidelity  Equity-Income 

16  94 

Medium  Company  Value 

1826 

Small  Company 

Janus  Venture 

12.93 

Small  Company  Blend 

16.33 

Foreign  Stock 

Templeton  Foreign 

9.60 

International  Stock 

11.59 

Corporate  Bond 

Fidelity  Intermed.  Bond 

464 

Bond  8  Mortgage 

643 

Gov't  Mortgage 

Fidelity  Ginnie  Mae 

6.22 

Government  Securities 

538 

Balanced 

Fidelity  Puritan 

12.49 

Stock  Emphasis  Balanced 

12.39 

AVERAGE 

11.91% 

13.43% 

No  wonder  more  employers  choose  us  to  administer 
their  401  (k)  plans  than  any  mutual  fund,  bank  or 
insurance  company.** 

To  learn  more  about  what  can  make 
your  retirement  plans  work  best,  give  us 
a  call  at  1-800-255-6613.  Or  contact  us  at 
www.principal.com  on  the  Internet. 


Financial 
Group 


401  (k)  and  Pension  •  HMO/PPO  •  Mutual  Funds  •  Securities  •  Annuities 
Life,  Health,  Dental  and  Disability  Insurance  •  Home  Mortgages 

©1997  Pnncipal  Mutual  Life  Insurance  Company.  Des  Moines,  IA  50392.  'Pensions  &  Investments,  February  7, 1994.  "Mutual  Funds  With  The  Most  Defined  Contribution  Assets." 
magazine,  April/May  1996,  Senior  Financial  Executive  Ranking.   The  Principal  retirement  accounts  referenced  are  used  with  our  group  annuity  contracts  and  sold  to  qualified  retirement  plans 
and  services  offered  through  Principal  Mutual  Life  Insurance  Company  (The  Pnncipal)  and  its  subsidiaries.  Mutual  funds  distributed  through  Princor  Financial  Services  Corporation  (member  SIPC) 
Securities  through  Principal  Financial  Securities,  Inc.  Securities  and  health  care  products  not  available  in  all  states. 
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he  has  combined  enlightened  policies 
with  astonishing  cronyism,  doling  out 
rewards  to  his  faithful  retainers  and 
relatives  and  using  them  as  his  agents 
to  control  vast  stretches  of  the  economy. 
Everything  from  flour  milling  to  petro- 
chemical refining  is  protected  from  com- 
petition, with  licenses  doled  out  to  po- 
litically powerful  friends  of  Suharto  such 
as  Liem  Sioe  Liong  and 
Mohamad  "Bob"  Hasan. 
Major  international  in- 
vestors often  must  give 
equity  to  the  children, 
cousins,  and  pals  of 
Suharto,  fearing  they 
would  otherwise  be  un- 
able to  land  government 
permits. 

HEAVY  TOLL.  This  model 
benefits  mainly  an  elite, 
while  the  middle  class 
has  remained  small. 
Nearly  15%  of  the  pop- 
ulation lives  in  abject 
poverty.  Income  levels 
in  Jakarta  are  triple 
those  in  the  countryside. 
"On  the  surface,  we  can 
see  that  the  economy  is 
stable.  But  you  must  go 
outside  Jakarta  to  see 
that  inflation  is  growing 
very  fast  and  ordinary 
people  can't  afford  to 
buy  a  chicken,"  says 
Megawati  Sukarnoputri, 
daughter  of  Indonesia's 
founding  President  Su- 
karno and  a  government 
opponent. 

Unemployment  also 
is  a  problem.  The  rate 
is  only  4%  for  men 
over  35.  But  for 
younger  men,  unem- 
ployment is  a  high 
13%.  A  mass  of  2.5  mil- 
lion teenagers  comes  on 
the  job  market  every 
year,  full  of  resentment 
at  a  low  minimum 
wage  of  $2.20  a  day 
and  the  concentration 
of  wealth  in  Suharto- 
linked  companies. 

Suharto's  policy  of 
nepotism,  mixed  in  with 
monopolistic  industrial 
policy  takes  a  heavy  toll 
on  consumers.  Witness 
Indonesia's  national  car 
program,  a  project 
granted  without  bidding 
to  Suharto's  34-year-old 
son  Hutomo  Mandala 
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Putra,  or  Tommy.  The  goal  was  to  put 
an  affordable  car  on  the  streets  for  the 
middle  class,  and  Tommy  was  given 
preferential  luxury-tax  and  duty  breaks 
to  import  sedans  manufactured  by  Kja 
Motors  Corp.  in  South  Korea.  The  price 
is  $15,000  each,  double  what  his  ven- 
ture, Kia-Timor  Motor,  purchases  them 
for  and  more  than  10  times  the  average 
per  capita  income  of 
$1,300. 

Some  foreign  in- 
vestors are  finding  this 
climate  too  hot  to  han- 
dle. Both  Motorola  Inc. 
and  Ford  Motor  Co. 
have  decided  to  reduce 
their  involvement  in  the 
country,  and  gte  has  de- 
cided not  to  invest  at 
all.  On  Apr.  30,  Ford 
said  it  was  dropping 
plans  to  build  a  car  fac- 
tory because  of  Tom- 
my's monopoly.  Then,  in 
May,  Motorola  pulled 
out  of  a  joint  venture  to 
sell  pagers  because  its 
Indonesian  partner, 
Starpage,  refused  to 
stop  paying  "donations" 
of  $10,000  a  month  to 
the  Posts,  Telecom- 
munications &  Tour- 
ism Ministry,  industry 
sources  say.  That's  po- 
tentially a  violation  of 
the  Foreign  Corrupt 
Practices  Act.  Motorola 
declines  to  comment,  ex- 
cept to  say  that  it  is  re- 
maining in  its  other 
ventures. 

Other  foreign  in- 
vestors are  staying  put. 
But  even  they  get 
buffeted.  Denver-based 
Newmont  Mining  decid- 
ed to  remain  in  Indone- 
sia but  refused  a  sud- 
den demand  in  May  by 
Mining  &  Energy  Min- 
ister I.  B.  Sudjana  to 
give  up  10%  of  its  85% 
stake  in  a  $1.9  billion 
gold  and  copper  mine  on 
the  island  of  Sumbawa. 
The  10%  would  have 
gone  to  two  companies 
run  by  Prajogo  Panges- 
tu,  a  close  friend  of  the 
President,  and  Suharto's 
daughter  Siti  Hardiyan- 
ti  Rukmana,  known  as 
Tutut,  a  possible  succes- 
sor to  her  father.  Even 
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EST- 


BUT  MANY 
STAY  POOR 


though  the  Mining  Minister  issui  i 
few  thinly  veiled  threats  to  rebk 
Newmont's  contract,  he  eventil! 
dropped  the  demand.  "That  would  to 
wrecked  investor  confidence,"  saysm 
mining  executive. 

Suharto's  capitalism  hasn't  alw 
been  so  treacherous.  In  the  early  gj 
of  his  regime,  he  relied  on  a  groifc 
U.S.-educated  technocrats,  the  so-cjle 
Berkeley  mafia,  to  rescue  his  econri' 
They  ratcheted  down  inflation,  vtie 
had  been  running  at  1,000%  ann#. 
stabilized  the  currency,  and  wooedU 
eign  investors.  Then,  in  the  mid-lift 
when  the  price  of  oil  collapsed  [n 
forced  the  petroleum-rich  country  tjit 
knees,  Suharto  again  turned  towi 
Western-trained  technocrats  for  \\\ 
They  slashed  tariffs  and  ended  inpr. 
protections — even  for  some  of  thai 
vored  industries — to  attract  foreigH 
vestment.    Swiss    company  Soffits 
Generale  de  Surveillance,  or  SGS,  H 
brought  in  to  oversee  the  notoridj| 
corrupt  customs  service.  Capital  In 
trols  were  abolished,  and  the  stock  M 
ket  was  opened  to  foreigners. 

The  results  were  stunning:  Exjm 
and  manufacturing  boomed,  the  sm 
market  developed  into  a  thriving^ 
gional  bourse,  and  banks  sprouted 
mushrooms.  Growth  surged  mostl 
cause  of  a  jump  in  manufacturin 
companies  such  as  Nike  Inc.  and  M 
Inc.  moved  to  Indonesia. 
THREE  UNDERLINGS.  But  the  prosp 
of  the  1990s,  brought  about  by  t 
measures,  as  well  as  an  end-of-dyn 
assets  grab,  has  caused  Suharto  t 
vert  to  fomier  practices.  Now  the 
of  backsliding  are  everywhere,  fin 
Tommy's  national  car  monopoly  to  hi 
termination  of  the  sos  contract.  Et.n 
omists  were  also  dismayed  in  AW 
when  Sudjana  sacked  three  of  his  in 
derlings  in  the  Mining  &  Energy  B|n 
istry  who  had  clean  reputations  amiij 
foreign  investors. 

Most  observers  say  this  perhapl 
nal  term  of  Suharto  is  crucial  if  he  i|ti 
ensure  stability  after  his  death,  pi 
question  is  whether  he  will  do  enoug 
anything.  "I  have  no  confidence  tla 
he's  willing  to  change,"  says  Sofju 
Wanandi,  chairman  of  Gemala  Grc|p 
an  ethnic-Chinese,  family-run  congLn 
erate  with  diverse  holdings  from  suji 
markets  in  Jakarta  to  a  trailer  assenfc 
plant  in  Arkansas.  "He  has  been  sij 
cessful  for  the  past  30  years,  and  I 
government  party  got  a  mandate  of  II 
of  the  vote,  so  he  thinks,  'Why  d  . 
have  to  change?' " 

Suharto  has  made  some  half-heaif( 
attempts  to  even  out  income  gaps  ;jj 
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WE  TOOK  THIS  IDEA 
AND     r    a    n    WITH  IT. 


le  Cnevy™  Blazer1  has  outstanding  traction.  Its  exclusive 
Driver  Control  System'  sinhs  its  teetli  in  to  give  you  safety,  confidence  and  maneuverability. 

Whether  you  re  on  a  steep,  winding  mountain  road  or  on  Main  Street. 
Chevy  Bl  a  z  e  r :  A  little  hit  of  security  in  an  insecure  world.  For  a  free  test  drive  or  brochure 
call   1-800-950-0540  or  visit  wn  w.chevrolet.com/truch 

BLAZER 
LIKE  A  ROCK 


Excludes  other  GM  products  ©1996  CM  Corp.  Buckle  up.  America! 


Morningstar  ratings  are  on  an  overall  basis  and  are  as  of  3/31/97.  They  are  awarded  to  non-money  market  funds  with  at  least  3  years  of  performance.  Of  the  60  Federated  he 
classes  eligible  for  ratings,  5  received  5  stars,  30  received  4  stars,  and  18  received  3  stars.  •  Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance.  Thean 
ject  to  change  every  month  Past  performance  is  no  guarantee  of  future  results.  Ratings  are  calculated  from  the  funds'  3-,  5-  and  10-year  average  annual  returns  in  excess •  9 


FEDERATED 

THE  ROAD  YOU  SHOULD  BE  ON. 

42 

Our  years  of 
experience  managing  money. 

88 

The  percent  of  our 
rated  funds  that  receive 
3,  4  or  5  stars  from  Morn  ingstar. 

13 

Th  e  yea  rs  of  exp erieu  c e 
our  fund  managers  average. 


With  nearly  $120  billion  in  assets,  and  service 
rated  #1  by  DALBAR.  Federated  can  help  you 
reach  your  f  inancial  destination.  To  learn  how, 
call  1-800-341-7400.  You  will  receive  more  complete 
information,  including  a  prospectus,  which 
you  should  read  carefully  before  investing 


Federated 


Investors 


irns  with  appropriate  fee  adjustments,  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  The  top  10%  of  funds  in  a  rating  universe  receive  5 
2.5%  receive  4  stars,  and  the  next  35%  receive  3  stars.  •  Federated  Investors  was  ranked  #1  by  registered  representatives  for  overall  marketing  support  in  the  1995 
'Dealer  Survey.  •  Federated  Securities  Corp.,  Distributor 
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defuse  social  tension.  In  May,  he  sum- 
moned Muslim  Javanese  small  busi- 
nessmen and  ethnic  Chinese  conglom- 
erate leaders  to  his  summer  palace  in 
Bogor,  West  Java.  There,  he  reminded 
the  Chinese  that  they  were  "obliged" 
under  the  constitution  to  form  "part- 
nerships" with  small  businesses.  Then 
he  said  he  had  collected  donations  of 
2%  of  the  conglomerates'  earnings  to 
distribute  to  the  poor.  Suharto  also 
banned  construction  of  shopping  malls 
and  supermarkets  in  rural  areas  after  a 
street  peddler  had  publicly  complained 
that  he  couldn't  compete  with  the  slick 
new  rivals. 

RULE  OF  LAW.  These  measures  alone 
won't  solve  Indonesia's  problems.  What 
the  country  needs  is  more  openness, 
less  corruption,  and  more  freedom  for 
entrepreneurs.  Some  say  the  key  to 
making  Indonesia  more  stable  lies  in 
giving  courts  more  autonomy  to  pass 
just  verdicts.  Under  the  current  sys- 
tem, judges  behave  as  bureaucrats  act- 
ing to  enforce  decisions  of  Cabinet  min- 
isters. "Without  rule  of  law,  you  cannot 
give  certainty  to  people,  including  the 
business  community,"  says  Adnan 
Buyung  Nasution,  a  human-rights 
lawyer  and  founder  of  the  Legal  Aid 
Foundation  of  Indonesia. 

Analysts  say  Suharto's  top  priority 
should  be  planning  an  exit  that  ensures 
political  stability  and  guarantees  demo- 
cratic reforms.  Suharto,  however,  shows 
no  sign  of  doing  this.  "When  you  talk 
about  economic  institutions,  Indonesia 
is  going  global.  When  you  talk  about 
political  institutions,  Indonesia  is  Juras- 
sic Park,"  says  Sjahrir,  a  Harvard  Uni- 
versity-educated economist  who  runs 
the  Econit  consultancy  in  Jakarta. 

Suharto  could  also  strengthen  the  role 
of  technocrats.  There's  a  lot  for  good 
government  to  do  in  Indonesia,  from 
ensuring  that  land  rights  of  the  poor 
are  respected  to  dealing  with  Jakarta's 
growing  environmental  crisis,  which 
forces  the  poor  to  spend  a  good  part  of 
their  daily  wages  on  clean  drinking  wa- 
ter— or  run  the  risk  of  disease. 

But  don't  expect  to  hear  this  from 
Suharto  himself.  When  he  appears  in 
public,  it  is  in  carefully  choreographed 
events  where  he  seems  kindly,  presi- 
dential, in  control.  No  one  outside  his 
inner  circle  knows  how  Suharto  views 
the  challenges  that  lie  before  him,  or 
even  if  he  cares  about  them  at  all.  Yet 
only  he  can  prepare  his  economy  and 
people  for  the  great  uncertainties  that 
await  Indonesia  when  the  patriarch  ex- 
its the  scene. 

By  Michael  Shari  in  Jakarta,  with 
Mark  L.  Clifford  in  Hony  Kony 


INDIA 


THE  HUMAN  FLOOD 
THAT  GOULD  SWAMP  INDIA 

Timid  politicians  still  aren't  giving  leadership  on  family  plann 


At  a  bustling  street  comer  NflVVLYWEDS 

in  downtown  New  Delhi,  iNCjVVijI  WEjLFO 

a  big  electronic  board  is  At  current  birth 

clicking    ominously.    Once  rates,  India  will 

every  two  seconds-or  2  055  take  112yearstO 
times  every  hour — the  clock  £ 

ticks  to  show  another  baby's  close  bY  nal*  lts 

birth  somewhere  in  India,  income  gap  With 

Last  reading-949  million.  At  advanced  nations 

this  rate,  India  will  surpass 
China  as  the  most  populous  nation  with- 
in 50  years,  with  1.62  billion  people. 

These  are  alarming  statistics.  India's 
new  Prime  Minister,  I.K.  Gujral,  says 
that  along  with  poverty,  education,  and 
infrastructure,  population  is  an  impor- 
tant issue.  Yet  many  are  skeptical  he 
will  do  anything  about  it.  Politicians 
have  feared  losing  votes  by  advocating 
unpopular  family-planning  policies. 

If  Gujral  can  craft  a  coherent  family- 
planning  policy,  he  could  do  much  to 
reduce  rural  poverty.  According  to  the 
International  Monetary  Fund,  India  will 
take  112  years  to  close  by  half  its  in- 
come gap  with  the  world's  advanced 
nations.  "What  is  needed  is  demonstra- 
ble political  will  and  a  massive  mobi- 
lization of  private  agencies  and  the  pri- 
vate sector,"  says  Avabai  Wadia, 
founder  of  the  Family  Planning  Associ- 
ation of  India. 

Given  India's  checkered  past,  that 
will  take  a  heroic  political  act.  In  the 
1970s,  former  Prime  Minister  Indira 
Gandhi's  son,  Sanjay,  with  his  mother's 
blessing,  outraged  the  public  by  order- 
ing forcible  sterilizations  of  large  num- 


bers of  people.  Since  thenHK 
ministrations  have  stefl 
clear  of  the  subject.  Fanfc 
planning,  female  literacy |fe 
grams,  and  sterilization  ak 
nearly  halved  the  birth 
from  6  per  woman  in  193^ 
3.4  today.  But  India  is  U 
far  above  its  target  of  2.1' 
dia  spends  $420  million 
year  on  family  planning.  Yet  even JH 
retary  of  the  Ministry  of  Health  &  Vn? 
ily  Welfare  Y.N.  Chaturvedi  saysHj 
budget  is  not  enough. 
BAD  EXAMPLE.  A  number  of  factors*, 
acerbate  the  problem.  Indians  tenjl:! 
have  bigger  families  because  of  a  IB 
infant  mortality  rate  of  8%,  a  bias* 
ward  male  children,  and  the  needli 
extra  farm  hands.  Many  in  governnj|j 
set  a  bad  example.  Laloo  Prasad  m 
dav,  the  chief  minister  of  the  noH 
eastern  state  of  Bihar,  where  famjl| 
have  4.5  children  on  average,  haaij 
children  and  encourages  others  to  eh* 
late  him. 

Some  states  are  actively  discouraM 
large  families.  Rajasthan  has  passe(fl| 
ordinance  whereby  village  council  mi 
bers  lose  their  seats  if  they  have  nm 
than  three  children.  The  southern  stjaJ 
of  Kerala  and  Tamil  Nadu  have  lp 
ered  the  average  to  two  children  pj 
family.  What's  needed  now  is  for  HL 
politicians  to  make  such  efforts  theai 
tional  norm.  Meanwhile,  the  clock  keja 
on  ticking. 

By  Manjeet  Kripalani  in  New  Dm 
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BELFAST:  A  WHIFF  OF  PEACE 
IN  THE  SPRING  AIR 


Stormont  Castle,  the  heart  of  British  power  in  Northern 
Ireland,  is  a  brooding  edifice  in  the  hills  above  Belfast. 
But  the  jackdaws  crowing  from  its  towers  and  the  stone 
hellhounds  guarding  its  entrance  belied  a  new  mood  of  cau- 
tious optimism  as  talks  on  the  province's  political  future  re- 
sumed in  a  nearby  building  on  June  3. 

The  chances  of  drawing  one  of  the  world's  most  intractable 
conflicts  to  a  close  are  better  now  than  they  have  been  for 
years.  New  British  Prime  Minister  Tony  Blair  brings  energy 
and  a  clean  slate  to  the  peace  process,  which 
has  sputtered  since  the  Irish  Republican  Army 
ended  its  18-month  cease-fire  with  a  bomb  near 
London's  Canary  Wharf  in  February,  1996.  "I 
believe  [Blair]  is  very  determined  and  will 
push  hard  for  progress,"  says  former  U.  S. 
Senate  Majority  Leader  George  J.  Mitchell, 
who  is  chairing  the  talks. 

The  key  is  how  the  ira  uses  electoral  gains 
by  Sinn  Fein,  its  political  wing  led  by  Gerry 
Adams.  It  has  won  two  seats  in  Britain's  Par- 
liament and  helped  install  a  member  of  the 
moderate,  mostly  Catholic,  Social  Democratic  & 
Labor  Party  (sdlp)  as  Mayor  of  Belfast.  That 
ended  years  of  domination  by  Unionists,  who 
want  Ulster  to  remain  part  of  Britain.  The 
ira  could  opt  to  hang  up  its  guns  and  play  a 
political  card.  "I  am  convinced  that  the  re- 
publicans are  prepared  in  the  right  circum- 
stances to  have  a  cease-fire,"  says  a  Sinn  Fein  official. 
A  BUSTLING  DOWNTOWN.  There  is  a  growing  sense  on 
Belfast's  streets,  too,  that  the  long  nightmare  might  end. 
Commercial  real  estate  prices  have  doubled  since  August, 
1994.  The  downtown  area  is  bustling  with  fancy  shops,  restau- 
rants, and  even  an  Internet  cafe.  Foreign  investment  contin- 
ues to  pour  in,  aided  by  big  government  incentives.  Exports 
were  up  18%  last  fiscal  year.  "This  shows  you  how  well  we 
would  do  if  we  had  stability,"  savs  Rov  McNultv,  chairman  of 


ADAMS:  Headed  for  talks  ; 


aerospace  company  Short  Brothers,  a  major  empire 
However,  there's  still  a  tricky  road  to  travel.  And  till 
short.  The  summer  marching  season,  with  its  partisam 
provocative  demonstrations,  is  approaching.  If  BlaiiW 
Mitchell  can't  get  results,  the  process  could  unravel  fasl 
Blair  first  has  to  secure  a  new  ira  cease-fire.  Then,  he  I 
lever  Sinn  Fein  into  the  talks.  Past  parleys  have  broken  m 
at  that  point:  Unionists  refuse  to  meet  with  Sinn  Fein  untl 
ira  disarms,  a  demand  ira  militants  reject. 

Blair  has  a  better  crack  at  escaping!! 
catch-22  situation  than  did  his  predecel 
John  Major.  Blair's  huge  majority  means  ■ 
unlike  Major,  he  is  not  beholden  to  any  ol 
parties  in  the  talks.  The  Tories  were  in  ho< 
the  Ulster  Unionist  Party,  whose  votes  III 
needed  to  stay  in  power.  The  Unionists  a 
that  leverage  to  block  the  talks. 
WARNINGS.  But  with  the  change  of  powt 
London,  they  may  now  calculate  that  it's  tin  " 
deal  before  their  influence  slips  further.  Aa 
from  their  election  gains.  Catholics  are  gradj 
ly  catching  up  with  Protestants  in  popukii 
numbers  and  economic  clout.  Jobs  create 
the  1990s  have  gone  mostly  to  Catholics,  ii 
now  buy  homes  in  wealthy  neighborhoods) 
are  enrolling  in  university  in  greater  numb' 
Blair's  negotiators  can  afford  to  be  e'|i 
handed.  Already,  his  brash  Northern  Irei 
Secretary,  Marjorie  Mowlam,  has  roiled  Unionists  by  wari 
them  that  talks  would  proceed  without  them  if  they  won't 
down  with  Sinn  Fein.  She  gave  Sinn  Fein  the  same  messi 
Getting  Sinn  Fein  to  the  table,  of  course,  is  not  the  sam(; 
having  the  talks  catch  fire.  For  that,  the  mainstream  unici 
party,  the  UUP,  and  its  nationalist  counterpart,  the  sdlp,  n 
compromise.  If  they  do,  civilians  may  finally  wrest  the  p<| 
process  from  the  ira  and  Protestant  paramilitaries. 

By  Stanley  Reed  in  Bel\ 


GLOBAL  WRAPUP 


THE  EUROFIGHTER  MAY  FLY 

►  The  four-nation  Eurofighter,  dogged 
by  financing  problems,  may  go  ahead 
after  all.  German  Defense  Minister 
Volker  Riihe  says  he  now  has  govern- 
ment assurances  that  Germany's  $13 
billion  share  will  be  budgeted  next 
month.  Eurofighter  2000,  a  consor- 
tium of  Germany's  Daimler  Benz 
Aerospace,  British  Aerospace,  Italy's 
Alenia,  and  Spain's  casa,  threatened 
to  drop  the  project  unless  financing 
for  Germany's  share  was  agreed  upon 
before  the  end  of  July. 


II 


But  Ruhe's  victory  has  a  stiff  price. 
Finance  Minister  Theodor  Waigel  says 
he  will  raid  funds  that  have  been  ear- 
marked for  another  Euro-consortium, 
Airbus  Industrie,  to  finance  Euro- 
fighter. Except  for  Alenia,  the  compa- 
nies involved  in  Eurofighter  are  also 
participants  in  Airbus,  along  with 
France's  Aerospatiale. 

MEXICO'S  CAMPAIGN  HEATS  UP 

►  Mexico's  Institutional  Revolutionary 
Party  (PRi)-controlled  government 
announced  a  new  economic  blueprint 
on  June  3.  It  promises  5%  annual 


growrth  through  2000,  when  the  tern 
of  President  Ernesto  Zedillo  Ponce  ( 
Le6n  comes  to  an  end.  The  govern- 
ment  insists  that  the  plan's  main  goa 
is  to  avert  the  crises  that  occur  regu 
larly  with  the  change  of  Presidents.  A 
But  with  control  of  the  lower  hous 
of  Mexico's  Congress  as  well  as  seveii 
al  key  governorships  up  for  grabs  on"': 
July  6,  observers  say  that  the  plan  is 
blatantly  political.  A  worried  pri,  the 
contend,  is  trying  to  convince  disaffec- 
ed  voters  that  its  economists  are  bet. 
ter  equipped  than  the  opposition's  to 
chart  Mexico's  future. 
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STRATEGIES 


BRIGHTER  DAYS 
AT  CLOROX 

Its  solid  numbers  stand  out  in  a  slow  industry 


Who  would  have  guessed  that 
by  making  the  household 
cleaner  Pine-Sol  smell  like  a 
lemon,  sales  would  take  off? 
Or  that  masking  the  odor  of  chlorine 
could  help  decades-old  Clorox  bleach 
eke  out  additional  market  share?  This 
isn't  exactly  splitting  the  atom,  but  such 
modest  innovations  at  Clorox  Co.  have 
helped  the  staid  bleachmaker  clean  up. 

Under  Clorox  Chief  Executive  G. 
Craig  Sullivan,  tinkering  of  this  kind  has 
become  standard.  Since  moving  into  the 
top  spot  five  years  ago,  Sullivan,  57,  has 
been  on  a  mission  to  make  his  stable  of 
established  brands  grow  faster.  His  man- 
agers got  the  message.  When  Pine-Sol 
execs  surveyed  customers  about  the  ven- 
erable floor-and-wall  cleaner,  they  found 
that  most  of  them  didn't  actually  like 
the  smell  of  pine.  So  Clorox  cooked 
up  the  oxymoronic  "Lemon-Fresh 
Pine-Sol"  and  watched  as  annual 
shipment  growth  for  the  line  shot 
up  from  less  than  10%  to  more 
than    26%  over  the  next  two 
years.  Concludes  Glenn  R. 
Savage,  Clorox'  marketing  di- 
rector: "There's  power  in 
giving  people  very  clear 
objectives." 

The  Oakland  (Calif.) 
bleachmaker  is  feeling  that 
power  surge  across  the 
organization  these  days. 
To  cut  costs,  Sullivan 
made  the  usual  tough 
decisions,  discarding  en- 
tire divisions  and  elimi- 
nating complacent  man- 
agers. But  Sullivan 
didn't  just  chop;  he  set 
ambitious  growth  tar- 
gets and  demanded  new 
product  introductions 
from  the  broad  palette 
of  Clorox  brands — from 
bug  poisons  to  barbecue 
products.  He  also  made 
a  string  of  acquisitions 
to  pave  the  road  for  fu- 
ture growth. 


Those  moves  have  helped  boost  op- 
erating earnings  by  more  than  10%  a 
year  since  1993.  When  the  fiscal  year 
ends  on  June  30,  analyst  Lynne  R.  Hy- 
man  of  Credit  Suisse  First  Boston  Corp. 
expects  them  to  hit  $463.5  million. 
Sales — likely  to  top  $2.6  billion  for  the 
fiscal  year — grew  at  a  healthy  16% 
last  quarter  after  topping  10% 
annually  for  the  past  three 
years.  Wall  Street,  loving 
every  minute  of  it,  has 
pushed  the  company's 
shares  up  48%,  to 
125%   in  just  a 
year.  That's  al- 
most three 
times  higher 
than  when 


Sullivan  took  over.  Says 
Donald  Yacktman,  presi- 
dent of  Yacktman  Asset 
Management,  which  holds  Clorox 
stock:  "Sullivan  has  done  an  ex- 
cellent job." 

In  an  age  when  high-tech  giz- 
mo makers  can  double  sales 
every  couple  of  years,  10% 
growth  may  not  sound  excel- 
lent. But  when  the  person- 
able native  New  Yorker  be- 
came   CEO   in    1992,  he 
inherited  a  stagnating  com- 
pany in  a  slow-growing  in- 
dustry. Clorox  had  become 
content  with  annual  sales 
that  expanded  in  the  very 
low  single  digits. 
LEMON  TWIST.  With  more 
than  25  years  at  the  com- 
pany, starting  in  sales  in 
1971,  Sullivan  seemed  an 
unlikely    choice    to  stir 
Clorox  from  its  slumber. 
But  shortly  after  assuming 
the  reins,  he  called  for  an 


Since  arriving  at 
Clorox'  top  job  five  year 
ago,  Sullivan  has  been 
squeezing  more  growth 
out  of  established  brands 


SULLIVAN:  COST  CUTS  ONLY  GO  SO  FAR 


intense,  across-the-board  analysis  m 
assembled  a  strike  force  to  recommjict 
and  implement  strategies.  In  its  faw 
the  company  owned  one  of  the  claw 
American  brands  in  Clorox  bleachjis- 
well  as  such  familiar  names  as  Fornjls 
409  spray  cleaner,  the  Kingsford  nr- 
becue  lines.  Combat  bug  poisons,  iid 
Hidden  Valley  Ranch  salad  dresshjl 
If  the  company  could  identify  uncroi- 
ed  niches,  Sullivan  reasoned,  there  u| 
an  opportunity  to  expand  the  reaclrf 
those  brands. 

In  saturated  or  contracting  marks, 
that  meant  figuring  out  how  to  t;:e 
market  share  away  from  competit"? 
by  making  old  products  seem  n  v. 
Clorox  bleach,  for  example,  has  l<jl 
held  more  than  60%  of  the  liquid  bleffi 
business.  But  research  showed  tjit 
some  consumers  hated  the  smell  of  clb- 
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Dreyfus  Disciplined  Stock  Fund 

RETAIL  SHARES 


5  YEAR  LIFE  OF  FUND 

»% 
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AVERAGE  ANNUAL  TOTAL  RETURNS  AS  OF  3-31-97       (  12-31  -  87) 


The  biggest  threat  to  achieving 
long-term  goals  isn't  short-term 
market  fluctuation,  but  rather  a 
lack  of  commitment  to  these  goals. 
That's  why  the  Dreyfus  Disciplined 
Stock  Fund  could  be  a  smart  addition 
to  your  diversified  portfolio.  This 
five-star  rated  fund  seeks  to 


Overall  Rating  among  1 .919  domestic  equity 
*★*★* 

MORNINGSTAR 
RATING 

funds  based  on  its  5-year  record  as  of  3"3I"97 


outperform  the  S  &  P  5°0  Index 
by  focusing  mainly  on  large, 
high  quality  companies  with 
projected  above  average  earnings 
growth.  Call  us  to  discuss  how 
maintaining  an  equity  allocation 
in  today's  market  environment 
can  help  you  reach  your  goals. 


1  800  443  9794  ask  tor  ext.  4  3  3  8 
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To  discuss  this  Dreyfus  equity  fund,  or  others  with  different  investment  objectives  and 
performance  records,  call  for  a  Prospectus  containing  more  complete  information 
including  charges,  expenses  and  share  classes.  Please  read  it  carefully  before  you  invest. 
Past  performance  is  no  guarantee  of  future  results.  Share  price  and  investment  return 
fluctuate  so  that  upon  redemption  a  shareholder  may  receive  more  or  less  than  original 
cost.  Financial  Advisors  may  make  available  the  Fund's  Institutional  Shares  which  are 
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based  on  the  Fund's  retail  shares.  The  Fund's  3-year  and  $-year  Morningstar  ratings  as  of 
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Service  Corporation,  Broker-Dealer.  Premier  Mutual  Fund  Services,  Inc..  Distributor. 
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rine.  By  adding  a  squirt  of  floral  scent 
or  a  twist  of  lemon,  Clorox  wrestled  a 
full  share  point  away  from  much  less 
expensive  generic  competitors. 

Sullivan  also  put  costs  under  the  mi- 
croscope, slashing  everything  from  air- 
line deals  to  coffee-service  bills.  But  he 
went  deeper  than  simply  reviewing  con- 
tracts; he  reviewed  the  underlying  eco- 
nomics of  all  Clorox  businesses,  shed- 
ding those  that  sapped  the  bottom  line. 
Three,  for  example,  that  sold  appliances 
and  frozen  foods  to  restaurants  and  bot- 
tled water  to  offices,  accounted  for  10% 
of  the  company's  sales,  26%  of  its  em- 
ployment, and  a  dis-  hhmmmhhh 
maying  0%  of  its 
profits.  Soon  all  three 
were  gone.  "This  is 
not  rocket  science," 
Sullivan  says.  "But  it 
was  new  for  Clorox." 

Also  new  to  Clorox 
is  much  of  its  man- 
agement team.  Al- 
most half  the  old- 
timers  left  after 
Sullivan  made  it  clear 
that  anyone  unwilling 
to  make  a  significant 
course  correction  had 
best  move  on.  Those 
were  tough  moves  for 
a  man  who  came  up 
through  the  ranks, 
but  the  changes,  he 
says  resolutely,  "were 
all  about  growing 
shareholder  value." 
For  those  who 
stayed,  Sullivan 
beefed  up  the  bonus 
plan,  and  pushed  it 
four  times  deeper 
into  the  organization, 
rewarding  some  200 
managers  for  making 
their  numbers. 

LOOKING  OVERSEAS.  Those  bonuses 
have  undoubtedly  been  adding  up:  In 
1993  Clorox  home  cleaning  products 
held  about  a  22%  share  of  a  market 
growing  at  about  1%  a  year.  Today, 
Clorox'  share  of  the  $2.3  billion  market 
has  increased  to  26%.  "There  was  a  per- 
ception of  Clorox  as  an  also-ran  to  p&g," 
says  Hyman.  She  says  that  has  changed 
and  points  to  a  recent  battle  in  surface 
cleaners.  Just  before  Sullivan  took  over, 
p&G  introduced  Cinch,  a  cleaner  that 
could  be  used  on  glass  as  well  as  coun- 
ters. Instead  of  building  a  new  brand  to 
compete,  Clorox  tweaked  its  Formula 
409  to  eliminate  streaking  on  glass  and 
promoted  the  improvement  heavily  on 
TV.  From  an  initial  8%  market  share, 
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Hyman  says,  Cinch  shrank  to  about  3%; 
meanwhile,  409  jumped  from  17%  to 
20%. 

Sullivan's  biggest  opportunity  for 
growth  may  lie  overseas,  however.  In 
1993,  sales  outside  the  U.  S.  represented 
only  4%  of  Clorox'  total;  Sullivan  wants 
to  increase  that  to  20%  by  2000.  And  by 
the  end  of  the  last  fiscal  year,  he  was 
more  than  halfway  there,  with  about 
14%  of  sales  from  overseas.  Most  of 
that  gain  has  come  through  acquisitions. 
Of  the  $1  billion  spent  on  26  new  busi- 
nesses since  1992,  23  were  based  outside 
the  U.  S.,  mainly  in  Latin  America.  Sul- 
livan's  next  beach- 
head is  Asia,  where 
bleach  is  much  less 
widely  used.  Here, 
the  company  will 
probably  pursue  joint 
ventures  and  al- 
liances, not  outright 
acquisitions,  according 
to  Peter  Louras, 
group  vice-president 
for  international. 

Sullivan  has  not 
overlooked  opportuni- 
ties at  home,  either. 
In  1994,  he  bought 
the  premium  steel- 
wool  pad  S.  O.  S.  from 
Miles  Inc.  for  $116 
million.  In  January, 
Clorox  completed  its 
$360  million  acquisi- 
tion of  Armor  All,  a 
line  of  car  cleaners 
and  protectants.  Like 
the  Clorox  of  old,  Ar- 
mor All  suffered  from 
high  overhead  and 
marginal  acquisitions. 
However,  with  no 
deep-pocketed  com- 
petitors, Hyman  says, 
Clorox  should  be  able  to  "jump-start 
what  had  become  a  tired  business." 

Success  has  inspired  Sullivan  to  raise 
the  bar,  bumping  up  the  miUennium  sales 
target  to  $3.5  billion  from  $3  billion.  To 
achieve  that,  annual  sales  growth  has  to 
inch  up  to  12%  from  about  10%  in  each 
of  the  next  three  years — and  Clorox  is 
on  track:  In  the  first  three  fiscal  quarters 
of  1997,  growth  was  about  15%.  Sulli- 
van says  he  is  "bound  and  determined" 
to  hit  those  growth  targets.  Cutting  costs 
is  fine,  says  Sullivan,  but  "the  only  place 
you  get  the  beef  is  by  growing  the  busi- 
nesses." So  far,  Sullivan  has  shown  him- 
self to  be  a  man  with  a  healthy 
appetite. 

By  Joan  O'C.  Hamilton 
in  Sail  Mateo,  Calif. 
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the 

"how  do  we 

more  stuff  to 
more  people 

q  more  places? 

solution 


Growing  your  business  used 
to  mean  investing  in  brand  new 
infrastructure  and  all  that  goes 
with  it.  IBM  Internet  solutions 
are  helping  to  change  all  that. 

Today,  companies  are  using  IBM 
( iommercePoint™  software  and 
services  to  build  virtual  stores 
that  go  beyond  Websites. 
A  customer's  Web  \  isit  is  turned 
into  a  more  efficient  business 
transaction  that  can  boost  sales. 
Even  remote  customers  are  able 
to  order  merchandise  online, 
without  setting  foot  in  a  store. 

That's  the  real  power  you  get  with  an 
IBM  Internet  solution,  a  unique 
combination  oi  technology, 
professional  sen  ices  and  know- 
how  that's  enabling  a  world  of 
e-business  opportunities. 

Learn  how  you  can  reach  new 
customers  on  the  Internet. 
Just  drop  b\  www.ibm.com/ 
internetsolutions,  or  give  us  a 
call  at  1  800  [BM-7080,  ext. 
N(  !0  t,  for  our  free  brochure 
on  commerce  solutions. 


Solutions  for  a  small  planet 


People 


LAWYERS 


THE  BIG  FOUR 
WHO  BATTLE  BIG  TOBACCO 

Plaintiffs  attorneys  Scruggs.  Motley.  \\  ilner.  and  Gauthier  have  the  industry  on  the  n 

Crisscross 
the  counti 
in  his  Lear, 
SCRUGGS  sc 

the  states  o| 
suing  the 
tobacco 
industry;  th\ 
brought  Big 
Tobacco  to  t 
table.  Using 
political  ties 
and  persiste 
he  seemed  c 
to  a  deal,  bu 
talks  broke 
down.  He"s 
not  giving  up 


On  the  morning  of  May  7.  even  a 
first-day  paralegal  could  have 
smelled  trouble  at  the  tobacco 
talks  in  Dallas.  At  a  strategy  ses- 
sion for  13  of  the  state  attorneys  gen- 
eral suing  the  industry,  courtroom  war- 
riors Ronald  L.  Motley  and  Norwood 
S.  ^llner  recounted  their  recent  loss  in 
a  Florida  suit  seeking  damages  for  the 
estate  of  a  smoker  who  died  of  lung 
cancer.  The  states'  suits  seeking  to  re- 
cover smoking-related  Medicaid  costs, 
the  lawyers  warned,  won't  be  slam 
dunks.  "I'm  the  sumbitch  that's  got  to 
try  the  cases,  and  let  me  tell  you.  it's 
going  to  be  hard  to  win."  Motley  said. 

That  afternoon  at  a  session  with  in- 
dustry lawyers,  the  negotiators  expect- 
ed to  take  up  meaty  issues — the  states' 


demands  for  a  $300  billion  settlement 
and  Big  Tobacco's  efforts  to  cap  indi- 
vidual claims  and  limit  exposure  to  puni- 
tive damages.  But  the  meeting  quickly 
descended  into  bickering  over  protocol. 

That's  when  Dickie  Scruggs  walked 
out.  It  was  no  ploy.  As  a  lawyer  for  20 
of  the  32  states  suing  the  industry. 
Richard  F.  Scruggs  had  spent  nearly  a 
year  engineering  the  talks,  and  he  had 
had  enough  of  the  chaos.  The  meeting 
fell  apart,  and  Scruggs  locked  himself  in 
a  room  with  Mississippi  Attorney  Gen- 
eral Mike  Moore,  whose  lawsuit  had 
launched  the  states'  assault.  He  up- 


braided Moore.  "Some  of  these  guys 
basically  prohibitionists,  and  you're 
ing  too  deferential  to  them."  he 
plained.  Eager  to  get  home  to  Pa 
goula.  Miss.,  to  celebrate  his 
anniversary.  Scruggs  hopped  his  I 
jet.  leaving  Moore  to  catch  a  ride 
Motley. 

■  A  SHUDDER."  In  his  New  Orleans 
fice.  meanwhile.  Wendell  H.  Gauthier 
keeping  tabs  on  the  meeting  by  phi 
At  first.  Scruggs's  exit  shocked  the  pi 
erful  class-action  lawyer,  who's  overseti 
more  than  a  dozen  tobacco  suits.  Thei 
saw  that  the  tantrum,  out  of  characS 


With  talks  stalled,  opponents  f:l 


68  5.5  \555  .'.55- 


disciplined  Scruggs,  could  create 
e.  "It  demonstrated  that  Dickie 
i  could  walk  away  from  the  deal," 
=r  says.  "It  sent  a  shudder 
1  everybody." 

ggs,    Motley,    Gauthier,  and 
The  names  call  to  mind  a  back- 
aw  firm.  But  these  four  Southern 
fs'  lawyers  are  the  vanguard  of 
al  attack  on  Big  Tobacco.  Con- 
crossing  paths,  sometimes  com- 
sometimes  cooperating,  they 
oven  a  legal  net  around  the  in- 
Working  with  other  plaintiffs' 
3,  AGs,  researchers,  health  ex- 
nd  especially  Mississippi's  Moore, 
tve  brought  the  industry  to  the 


ed  there  will  yet  be  a  deal  but  conceded 
that  Mississippi's  suit,  set  for  July  7,  will 
probably  go  to  trial  first.  "When  you've 
got  32  AGs  together,"  he  noted  wryly, 
'It's  hard  for  them  to  agree  on  anything." 

Among  the  plaintiffs'  attorneys, 
Scruggs  is  the  chief  strategist.  He  first 
recruited  states  to  sue,  then  began 
pushing  for  a  settlement.  His  motiva- 
tion, he  says,  is  pragmatism:  "You  don't 
want  to  give  any  kind  of  a  pass  to  an 
industry  that  you've  said  so  many  nasty, 
terrible  things  about,  but  at  the  same 
time,  nobody  has  collected  a  penny  from 
them."  Motley  is  the  club — the  steely 
litigator  the  industry  must  face  if  talks 
fail.  Gauthier  masterminded  a  massive 


oom  performer  with  victories  for  plaintiffs  in 

,  Dalkon  shield,  and  breast-implant  cases,  MOTLEY 

i  avenge  his  mother's  death  from  smoking-related 
ma.  While  others  sought  a  settlement,  he  ached  to 
Tobacco  in  court 


ting  table — and  the  brink  of  a 
settlement.  But  on  May  29,  the 
roke  down  amid  disputes  about 
;  the  $46  billion  industry's  expo- 
punitive  damages, 
une  3,  Scruggs  and  Moore  were 
)gether,  this  time  talking  strategy 
Motley's  new  92-foot  yacht  in 
Carolina's  Charleston  Harbor, 
hile,  health  experts  led  by  for- 
od  &  Drug  Administration  Com- 
er David  A.  Kessler  were  fining 
*  own  strategy  session  for  June  5, 
to  make  smoking  reduction  a  key- 
f  any  pact.  Still,  Scruggs  predict  - 


class-action  assault  that  has  spawned 
cases  in  15  states  and  a  separate  na- 
tional case.  Wilner  broke  through  last 
year  by  winning  a  $750,000  judgment 
that,  if  it  sticks  on  appeal,  will  be  the 
first  payment  ever  by  the  industry. 

Motley,  Scruggs  &  Co.  put  the  indus- 
try on  the  ran.  Big  Tobacco,  which  nev- 
er acknowledged  even  the  possibility  of 
settlement  until  last  fall,  has  spent 
weeks  discussing  a  landmark  treaty. 
Among  the  bitter  pills  makei-s  may  swal- 
low: paying  $300  billion  over  25  years  for 
state  Medicaid  costs,  funding  aggressive 
antismoking  ads,  extinguishing  such  icons 


as  Joe  Camel  and  the  Marlboro  Man, 
and  paying  big  fines  if  youth  smoking 
doesn't  decline.  In  exchange,  they  seek  a 
ban  on  punitive  damages,  limits  on  com- 
pensatory awards,  and  a  guarantee 
against  an  fda  nicotine  ban.  But  with 
talks  stalled,  Moore  has  vowed  to  quit 
his  leadership  role  early  this  month  to 
prepare  for  trial. 

Whatever  happens,  the  plaintiffs'  at- 
torneys are  in  for  rough  going.  If  the 
talks  with  Philip  Morris  Cos.  and  R.J. 
Reynolds  Co.  lead  to  a  deal,  they're  sure 
to  face  scorn  for  letting  the  industry  off 
too  easily  and  outrage  over  the  big  fees 
they'll  pocket.  If  there's  no  deal,  they 
face  a  grueling  lineup  of  individual  cases 
against  a  rich  and  vigorous  opponent. 
GREAT  EXPECTATIONS.  Already,  public- 
watchdogs  are  attacking  their  motives. 
"The  underlying  core  of  what  they've 
been  talking  about  is  money,"  says 
Kessler.  "It's  money  for  victims,  money 
for  lawyers,  money  for  states,  financial 
security  for  the  industry.  None  of  that 
in  and  of  itself  will  reduce  the  number 
of  people  who  smoke." 

By  far  the  loudest  complaint — and 
the  one  most  threatening  to  a  deal — is 
that  the  public-health  community  has 
not  had  enough  say  in  the  talks.  Richard 
Daynard,  head  of  the  Tobacco  Products 
Liability  Project,  says  health  advocates 
are  right  to  be  skeptical  of  any  deal  on 
which  they  aren't  adequately  consult- 
ed. "Closed  forums  are  the  forums 
where  the  tobacco  industry  has  its 
greatest  advantage,"  he  says.  Kessler 
and  Representative  Hemy  A.  Waxman 
(D-Calif.)  have  criticized  several  pro- 
posals. Such  opposition  could  kill  the 
deal  in  Congress,  where  House  Speaker 
Newt  Gingrich  on  June  3  threatened  to 
block  any  settlement  if  lawyers'  fees 
are  too  high.  President  Clinton  has 
vowed  to  block  any  pact  not  backed  by 
the  health  community. 

The  carping  annoys  Scruggs.  He  says 
he  and  Moore  personally  appealed  to 
Kessler  three  times  to  join  the  talks  but 
that  Kessler-  declined  because  he  wanted 
to  be  able  to  take  an  objective  stance.  "If 
Kessler  and  Waxman  had  been  in  outer 
space  for  the  last  six  months  and  sud- 
denly landed  on  earth  and  saw  what  we 
have,  they  would  sign  immediately  and 
say,  'This  is  fantastic!'"  says  Scruggs. 
As  the  talks  have  proceeded,  he  believes, 
public  expectations  have  risen  unreason- 
ably high.  Narrowing  his  eyes  behind 
aviator  glasses,  the  balding,  46-year-old 
Scruggs  asserts:  "The  perfect  has  be- 
come the  enemy  of  the  good." 

As  for  money,  if  the  dozens  of 
lawyers  involved  got  just  1%  of  the  eur- 


Gingrich  to  former  FDA  head  Kessler  are  piling  on 
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Cherries  in  winter, 
peaches  in  spring.  It's 
not  the  weather  that's 
changed,  it's  the 
packaging. 


Every  clay,  at  36,000  feet,  a  global 
exchange  of  sorts  takes  place. 
Millions  of  freshly  picked  items  crisscp 
the  globe,  many  of  them  gently  nestle] i 
packaging's  version  of  a  first-class  seal^ 
a  carton  or  container  designed  by 
International  Paper. 
Chilean  grapes  land  in  Marseilles. 
California  melons  touch  down  in  Warsaw! 
Tuscan  tomatoes  arrive  in  Kyoto. 
What  helps  them  survive  the  trip? 
Package  design  that  anticipates  realit 
temperature  swings,  humidity,  jostling 
customs  delays,  curious  spiders  and  t£ 
occasional  1 5-foot  plunge  from  a  carg 
ship's  hoist. 

Packaging  also  has  to  be  specific. 
Frozen  chicken,  fresh  juice,  fine  chin 
each  poses  a  very  different  challenge 
Last  year  alone,  our  engineers  design 
over  44,000  distinct  kinds  of  packagin 
for  businesses  all  over  the  world.  Anoi 
a  lab  where  we  mimic  the  rigors  of  gk| 
travel,  our  packages  are  tested  until  tl 
reveal  their  every  strength  and  weakm 
We  do  it  for  our  customers,  and  for  all) 
you  who  crave  fresh,  unbruised  cherr  - 
in  midwinter. 


INTERNATIONAL^)  PAPIF 

We  answer  to  the  world 


www  ip.i|HT  (  urn 


People 


rent  settlement  target — much  less  than 
the  25%  Scraggs  typically  gets  for  set- 
tling a  big  case — they  would  split  $3 
billion.  Scruggs  says  the  lawyers'  pay- 
day hasn't  yet  been  discussed  but  that 
he  doubts  it  will  be  calculated  like  a 
contingency  fee.  "Nobody  complained 
about  fees  when  we  took  this  case  and 
put  millions  of  our  own  money  into  it," 
says  Scruggs.  He  claims  he  has  spent 
$2.5  million,  and  Motley  twice  that. 
ONE  SKIRMISH.  Iii  many  ways,  Big  To- 
bacco's travails  can  be  dated  to  the  mo- 
ment in  1993  when  Scruggs  and  Motley 
looked  up  from  the  largest  asbestos  tri- 
al ever,  tried  in  Scruggs's  hometown  of 
Pascagoula,  and  asked  each  other: 
"What's  next?"  Earlier,  the  two  had 
helped  engineer  a  record  $1  billion  set- 
tlement with  20  asbestos  makers. 

Along  the  way,  they  grew  knowl- 
edgeable about  smoking,  which  asbestos 
lawyers  constantly  blamed  for  the  lung 
and  heart  ailments  plaintiffs  complained 
of.  Then  Scruggs  took  a  break  from  the 
asbestos  case  to  help  Don  Barrett,  a 
friend  from  University  of  Mississippi 
law  school,  try  a  tobacco  case.  They 
lost,  but  after  one  skirmish  with  Big 
Tobacco,  Scruggs  was  hooked. 

Within  weeks,  he  launched  a  full-scale 
war.  The  chance  came  through  Missis- 
sippi's Moore.  A  friend  whose  mother 
had  died  of  cancer  asked  Moore  to  con- 
sider suing  the  tobacco  industry  on  the 
state's  behalf  to  recover  Medicaid  costs. 
Moore  liked  the  idea  but  not  his  chances. 
And  the  estimated  $5  million  cost  made 
a  suit  politically  risky.  "I  needed  some- 
one I  could  trust,  and  I  mean  trust  with 
my  heart  and  soul,"  he  says. 

Scruggs  was  an  obvious  candidate. 
Moore,  like  Scruggs,  was  from  Pasca- 
goula, also  the  hometown  of  Senate  Ma- 
jority Leader  Trent  Lott,  Scruggs' 
brother-in-law.  Scruggs  and  Moore  had 
become  friends  in  law  school,  which 
Scruggs  attended  after  a  stint  as  a 
Navy  fighter  pilot. 

Scruggs  had  launched  his  law  career 
with  a  brief  stint  at  a  big  firm  but  soon 
hung  out  his  shingle  in  Pascagoula.  His 
first  big  hit  was  a  multimillion-dollar 
judgment  against  Pascagoula's  own  In- 
galls  Shipbuilding  Inc.  He  later  made 
millions  pursuing,  and  mostly  settling, 
asbestos  claims. 

When  Moore  decided  to  target  to- 
bacco, Scruggs  wasn't  the  only  one  who 
wanted  in.  Motley,  too,  made  a  bid  for 


r 


the  business.  Rather  than  compete, 
Scruggs  decided  to  work  with  him. 
Through  research  by  pollster  Dick  Mor- 
ris, he  had  learned  that  only  60%  of  po- 
tential jurors  sympathized  with  the 
state's  case.  Moreover,  the  industry  was 
famous  for  burying  rivals  in  paperwork, 
and  Scruggs's  10-lawyer  firm  was  vul- 
nerable. Motley  could  offer  crucial  fi- 
nancial and  legal  resources  and  dazzling 
courtroom  skills. 

Raised  in  hardscrabble  North 
Charleston,  S.  C,  the  son  of  a  gas  sta- 
tion owner,  Motley,  53,  is  a  renowned 
courtroom  thespian.  Costumes?  The  tall, 
dark-haired  lawyer  once  dressed  as  a 
doctor  to  cross-examine  a  pretentious 
expert  witness.  Props?  During  one  trial, 
he  spun  "the  asbestos  wheel  of  misfor- 
tune," with  panels  displaying  each  of 
the  industry's  excuses  for  the  deadly 
ailments  its  product  caused. 

In  addition  to  triumphing  over  the 
asbestos  industry,  Motley  had  won  major 
victories  in  cases  involving  the  Dalkon 
shield  and  breast  implants.  And  he  says 
that  in  1984,  as  his  mother,  a  longtime 
smoker,  lay  dying  of  emphysema,  he 
vowed  to  avenge  her  death.  But  he  did 
not  move  into  tobacco  until  1993.  By 
mid-1994,  he  was  hosting  leading  anti-to- 


WILNER 

triumphed 
after  paperf 
Florida 
with  produc 
liability  suit 
avoiding  tho 
issues  such 
addiction.  H 
surprising  fr 
win  helped 
the  industry 
talk.  But  in 
May,  with  th 
world  watch 
he  lost  his 
second  case 


bacco  lawyers  at  a  strategy  sessio 
his  9,800-square-foot  mansion  on  Kr 
Island,  S.  C.  "A  lot  of  good  plotting 
done  there,"  he  says  with  satisfacti 
Moore  filed  Mississippi's  lawsu' 
May,  1994.  Within  days,  he  and  Sc" 
were  practically  living  out  of  Scru 
jet,  trying  to  recruit  other  AGs  to 
But  it  was  a  tough  sell.  Only  Flo 
and  West  Virginia  signed  on.  Minne 
launched  an  independent  case. 
"SCARED  TO  DEATH."  In  the  mids 
their  recruiting,  Scruggs  twice  dre 
toriety.  He  persuaded  whistleblo 
Merrell  Williams  to  give  Congress 
ternal  documents  he  had  taken  fro 
law    firm    representing  Brown 
Williamson  Tobacco  Corp. — then  bo 
Williams  a  house  and  boat  and  paid 
a  $3,000  monthly  "consulting"  stip 
in  return.  Scruggs  is  contesting  a 
suit  against  him  for  facilitating  the  lflP 
Later,  his  representation  of  former  liv 
research  chief  Jeffrey  Wigand  rai;( 
new  questions  of  conflicts  of  interit 
In  November,  1995,  after  a  Kentuh 
court  forbade  Wigand  from  discussw 
his  B&w  career,  Scruggs  escorted  Itt 
into  a  Pascagoula  courtroom  to  giVj.1 
court-ordered  deposition  in  the  Mis: 
sippi  suit — putting  his  client  at  odi 


ger  for  back-channel  negotiations  with  RJR,  Scruggs 
tiled  his  brother-in-law,  Senator  Trent  Lott,  for  help 
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FORGET  THE  CORKSCREW  ROLLER  COASTER  AND  THE  CENTRIFUGE  RIDE. 
NOTHING  TAKES  YOUR  BREATH  AWAY  LIKE  LOSING  A  MULTIMILLION-DOLLAR  LAWSUIT. 


Even  the  most  entertaining  business  needs  to  be  hilly 
pared  tor  a  disastrous  event.  And  when  that  business 
mall,  its  very  existence  can  be  threatened  by  inade- 
te  or  inappropriate  insurance  coverage. 

With  over  75  years'  experience  in  managing  total 
"ketplace  risk,  AIG  specializes  in  designing  the  kinds 
:ustom  coverages  that  companies  must  have  to  cope 
cesstully  with  the  unexpected  and  the  unusual.  AIG 

experts  in  hundreds  ot  commercial  categories,  Irom 
ition  to  construction  to  restaurants. 


Whether  your  business  employs  100  or  10.000,  AIG  has 
the  insurance  and  financial  services  you  need. 

Services  like  corporate  accident  plans  tor  small  busi- 
nesses, equipment  breakdown  coverage  and  directors 
and  officers  insurance. 

Most  important,  we've  got  top  financial  ratings,  so 
we'll  be  here  to  keep  your  business  from  V^TVSI 
that  downward  slide.  USj 

WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  International  Group.  Inc .  Dept  A.  70  Pine  Street.  New  York,  NY  10270 


THEY  BET 
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FARM 


With  a  vision  for  the  Internet  and  the  trust  of  thousands  on  the  line,  DIGEX 
needed  a  company  that  provided  a  lot  more  than  just  hardware. 


Very  simply,  the  people  at  DIGEX  "  bet  the 
farm  on  Compaq  running  Windows  NT* — a 
combination  that  is  changing  the  way  we  do 
business  on  the  Internet  forever.  Two  years  ago 
DIGEX  was  a  small  regional  Internet  Service 
Provider.  Today  they  are  a  national  Internet 
carrier  and  the  world's  largest  web  site  man- 
agement facility  based  on  Microsoft  NT. 

Providing  industrial-strength  Internet 
hosting  services,  DIGEX  is  home  to  many 
of  the  most  popular  and  innovative  web 
sites  today,  including  Bombay  Company, 
Allstate  Insurance,  Ernst  &  Young  and  Net 
Grocer.  By  going  beyond  the  RISC/UNIX 
alternative  and  partnering  with  Compaq,  they 
made  doing  business  on  the  Internet  a  much 


easier  and  more  accessible  undertaking  for 
thousands  of  businesses. 

Compaq  was  chosen  to  be  the  exclusive 
NT  platform  to  power  this  business  because 
the  people  at  DIGEX  needed  a  company 
that  provided  a  lot  more  than  servers.  Even 
the  most  powerful,  manageable  and  reliable 
servers.  DIGEX  needed  the  best  proven  solu- 
tions to  implement,  manage  and  grow  with 
NT  web  hosting.  With  state-of-the-art  systems 
management  and  continuous  service  and 
support,  Compaq  provides  exactly  that.  And 
Compaq's  alliance  with  Microsoft  makes 
certain  DIGEX  is  running  the  most  robust 
and  open  platform  for  the  Internet.  This  is 
how  DIGEX's  vision  became  a  realitv. 


i  1997  Compaq  Computer  Corporation,  All  rights  reserved  Compaq  registered  U.S  Patent  and  Trademark  Office  DIGEXisa 
|  rVI/~CV"  »  rvicc  mark  ol  DIG1  X.  I.»  Windows  NT  is  a  registered  trademark  ol  M»  rosofl  I  orporation  All  othel  brands  and  producl 
r^'^^f*        nann  s  an  trademarks  or  registered  trademarks  "I  ih.-ir  respective  companies 
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Critics  fear  the  lawyers  might  accept  a  rich  deal  thai 
doesn't  fully  address  public-health  issues 


with  the  Kentucky  court.  "Dickie  talked 
him  into  testifying.  Wigand  was  scared 
to  death,"  says  Barrett,  who  was  there. 

Testimony  such  as  Wigand's  upped  the 
pressure  on  Big  Tobacco.  In  March,  1996, 
Liggett  Group  agreed  to  settle  its  share 
of  the  Mississippi  suit.  Suddenly,  states 
were  vying  to  sign  on  with  Scruggs,  Mot- 
ley, and  competing  lawyers.  Ultimately, 
32  states  and  a  half-dozen  municipalities 
would  sue.  Then  rjr  Nabisco  Chairman 
Steven  F.  Goldstone  shocked 
everyone  by  telling  London's  Fi- 
nancial Times  he  would  consider 
a  global  settlement. 

Emboldened,  Scruggs  called 
Lott,  then  Senate  majority  whip, 
and  asked  him  to  open  a  back- 
channel  negotiation.  That  led  to 
a  meeting  between  industry  rep- 
resentatives and  the  attorneys 
general  of  four  states.  But  when 
a  draft  proposal  was  leaked  to 
The  Wall  Street  Journal  last 
August,  everything  stopped. 
PAY  DIRT.  That's  when  Woody 
Wilner  stepped  into  the  game. 
After  crisscrossing  Florida  at 
the  controls  of  his  two-engine 
Piper  to  recruit  clients,  Wilner, 
based  in  Jacksonville,  had  filed 
more  than  200  suits  against 
cigarette  makers.  A  49-year-old 
University  of  Florida  law 
school  graduate  with  a  Yale 
University  physics  degree, 
Wilner  planned  to  dodge  the 
industry's  paper  barrage  by 
bringing  simple  product-liability 
cases,  trying  them  quickly,  and 
seeking  reasonable  verdicts. 
His  strategy  appealed  to  Mot- 
ley, who  began  working  with 
Wilner.  On  Aug.  9,  Wilner  hit 
pay  dirt.  A  jury  awarded 
$750,000  to  the  family  of  Grady 
Carter,  a  retired  air-traffic  con- 
troller who  contracted  lung 
cancer  after  smoking  for  25  years. 

Like  Motley  and  Scruggs,  Wilner  had 
fought  in  the  asbestos  trenches — but  on 
the  industry  side.  To  win  the  Carter 
case,  he  used  statistics  he  had  compiled 
over  15  years  of  defending  asbestos  by 
blaming  tobacco. 

After  Wilner's  win,  Scruggs  again  be- 
gan working  to  find  a  line  into  the  in- 
dustry and  establish  a  negotiating  struc- 
ture. At  one  point  he  tried  to  set  up  a 
Presidential  commission  to  work  out  a 


deal.  Then  he  found  that  a  rival  was 
sniffing  out  an  alternate  route.  New  Or- 
leans-based Gauthier  was  meeting  with  a 
top  tobacco  lobbyist,  Thomas  H.  Boggs 
Jr.,  hoping  to  open  a  settlement  parlay. 

After  his  best  friend  died  of  emphy- 
sema, Gauthier  had  recruited  65  of  the 
nation's  top  trial  lawyers  to  pay  $100,000 
each  to  fund  a  class-action.  Since  cases 
generally  fail  because  makers  point  out 
that  smokers  chose  to  smoke,  Gauthier's 


After  a  federal  judge  threw  out  his  big 
class-action  case,  GAUTHIER  launched  class 
actions  in  15  states  and  a  national  case 
based  in  Illinois.  He  won  his  seat  at  the 
bargaining  table  after  he  went  duck-hunt- 
ing with  a  key  lobbyist  at  the  industry's 
playground,  Tobacco  Stick  Lodge 

team  tried  a  novel  charge:  Cigarette 
makers  addict  their  customers.  When 
the  suit  was  thrown  out  of  federal  court 
for  technical  reasons,  the  group  scram- 
bled to  duplicate  it  in  as  many  state 
class-actions  as  possible. 

Despite  his  expertise  in  mass  class 
actions — he  grew  rich  representing  vic- 
tims of  the  1980  mgm  Grand  Hotel  fire  in 
Las  Vegas  and  the  1982  crash  of  Pan 
Am  flight  759 — it's  easy  to  underesti- 
mate Gauthier.  Puckish  and  silver-haired, 


he  has  the  bayou  brogue  of  an  Iota  ( 
native  and  a  diploma  from  little  kn 
Loyola  of  New  Orleans  Law  School 
When  Scruggs  learned  Gauthier 
duck-hunting  with  Boggs  at  the  Tob 
Stick  Lodge,  an  industry  playgrounc 
Chesapeake  Bay,  he  sprang  into  acl 
After  a  day  spent  tracking  him  dc 
he  phoned  Gauthier  and  announced?! 
was  flying  in  to  break  up  the  ta 
"Dickie,"  Gauthier  protested,  "this  is  s< 
cial  call.  You  can't  cornea 
here."  Scruggs  relented  i ! 
when  Gauthier  agreed  not  toj: 
any  deal  and  to  meet  Scnfi 
in  New  Orleans  the  next  | 
There,  Scruggs  invited  Gaity 
er's  group  to  join  his  talks.  I 
With  the  blessing  of  indus 
CEOs  and  close  monitoring) 
the  White  House,  substanl 
negotiations  began  on  Apr.  1 
Washington.  Tense  but  prod 
tive  meetings  followed  in  Chi 
go  and  Dallas.  When  Wilner 
Motley  lost  Wilner's  second 
bacco  case  on  the  eve  of 
Dallas  meeting,  the  indus 
hardened  its  stand.  But  desj; 
friction,  there  have  been  i 
ments   of  humor.  Gauthit' 
forces  became  known  as  " 
Girths,"  because  they  inch 
such  portly  lawyers  as  Pr<| 
dential   brother-in-law  Hi 
Rodham  of  Miami.  To  dispel  i 
stress  at  one  session,  th  e 
Girths  encircled  Moore,  be  | 
bounced  the  slender  Mississi 
pian,  and  pronounced  him  t 
honorary  Girth. 

In  Motley's  view,  the  bre.: 
down  of  the  talks  isn't  all  bi 
As  he  received  news  of  it| 
his  home  off  Charleston  H 
bor,  he  was  excited  by  li 
prospect  of  litigating  the  fl 
state  suit  and  having  Moci 
free  to  help.  "Finally,"  he  said, 
client  can  start  getting  ready  for  trii 
Last  fall,  as  Scruggs  struggled  to 
vive  the  moribund  tobacco  talks,  Mot 
offered  this  advice:  "Dickie,  let's 
ready  for  trial.  Quit  tilting  at  wii 
mills."  Unless  there's  a  sudden  tui 
around  in  the  tobacco  talks,  Motley  a 
Scruggs  will  be  tilting  at  far  more  si 
stantial  foes  come  July  7. 

By  David  Greising  in  Pascagou 
Miss.,  with  bureau  reports 
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NEW  PROGRAMS  AND 
POLICIES  MAKE  SENSE 


PENNSYLVANIA  IS 
OPEN  FOR  BUSINESS 


AUVtnllbtMtlMI 


MAKES  GOOD  BUSINESS  SENSE 


WHY  PENNSYLVANIA  IS  GOOD  FOR  JOBS 


n  the  last  two  years,  Pennsylvania  has  dismantled 
the  barriers  to  economic  growth  and  well- 
being.  Business  taxes  have  been  slashed,  red  tape 
.cut  and  government  bureaucracy  moved  "out  ot 
the  way,"  making  Pennsylvania  the  place  to  do 
business.  A  national  model  for  the  reuse  of  abandoned 
industrial  sites  was  created.  Those  who  have  come  to 
Pennsylvania  have  found  the  state  rich  with  resources 
that  can  be  the  key  to  business  prosperity. 

Global  Vision 

Building  on  its  long  and  prestigious  manufacturing 
heritage,  Pennsylvania  is  taking  the  lead  in  a  new 
generation  ot  innovative  industries.  Nearly  5,000 
high-tech  companies  are  located  here,  employing 
almost  150,000  Pennsylvanians.  Pennsylvania  ranks 
eighth  in  the  country  in  both  the  number  ot  high- 
tech companies  and  the 
number  ot  workers 
employed  by  high-tech 
firms,  and  ranks  third  tor 
investment  m  cooperative 
technology  programs. 
Today,  Pennsylvania  is 
home  to  companies 
specializing  in  advanced 
materials  manufacturing, 
business  services,  informa- 
tion technologies,  biomed- 
ical products,  agribusiness, 
and  environmental 
technologies.  Tourism  is 
the  second  largest  industry. 
Visitors  love  the  state1 

Key  Location 

Forty  percent  ot  the 
nation's  population  and 
purchasing  power  and  60 


percent  of  Canada's  are  within  500  miles  of  the  St  ^ 
Capitol.  That's  six  out  of  the  ten  major  U.S.  mark  V- 
areas.  Pennsylvania  is  known  as  the  Keystone  Statjj 
because  ot  its  strategic  location. 


Infrastructure  and  Energy 

A  center  for  transportation,  over  10  interstates 
cross  Pennsylvania.  The  Commonwealth  has  six 
international  airports  and  an  extensive  railway  syst 
Pennsylvania  is  the  only  state  with  ocean,  freshwat 
and  inland  river  ports  and  upgrades  are  now  in 
progress  at  the  states  three  major  shipping  hubs. 

Our  telecommunications  systems  are  unsurpass 
Businesses  also  benefit  from  an  abundant  supply  o 
energy  and  fresh  water.  Pennsylvania  ranks  secon 
in  power  production  with  62  power  generating 
stations.  The  state  is  served  by  major  gas  and 

petroleum  pipelines  an 
has  the  largest  reserves 
of  natural  gas  in  the 
mid-Atlantic  states. 


A  Solid  Workforce 

Employers  directly 
benefit  from  Pennsylvai 
well-established  school-p 
work  programs,  which 
prepare  high  school 
students  to  enter  the 
modern  workforce. 
Pennsylvania's  colleges 
and  universities  —  whi< 
number  192  —  not  onl 
ensure  a  highly  trained  1 
workforce,  but  serve  as 
important  resources, 
consultants  and  test  bed 
for  business  and  industr 
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Pennsylvania's  business 
climate  is  on  the  move  — 
you  might  even  say  it  has 
been  completely  recycled. 
A/e've  cut  business  taxes,  slashed 
'ed  tape,  and  are  nurturing  our 
ilready  vibrant  technology  com- 
nunity.  We've  solidified  our 
iommitment  to  helping  business 
iourish.  And  it's  working! 

Last  year,  Site  Selection 
magazine  crowned  Pennsylvania 
he  "Biggest  Up  and  Comer,"  mint- 
ng  the  phrase  "Quaker  State 
Business  Earthquake"  to  describe 
)ur  job  creation  efforts.  And  today, 
Pennsylvania  businesses  are  reachi- 
ng new  heights,  turning  in  the  latest 
)owerhouse  performances  in  the 
Jynamic  global  marketplace. 
Pennsylvania's  new  business  tools 
ire  helping  make  this  happen: 

Hashing  Taxes  and  Costs 

•  By  the  end  of  1997,  the  cost  of 
doing  business  in  Pennsylvania 
will  have  been  cut  by  $3  billion 
since  1995. 

'  Dramatic  changes  in  Pennsylvania's 
workers'  compensation  system 
mean  an  average  of  25  percent 
savings  for  employers. 

1  Elimination  of  Pennsylvania's 
burdensome  computer  services 
sales  and  use  tax  will  save 
employers  an  estimated  $83 
million,  helping  catapult  business 
into  the  21st  century  at  full  speed. 

•  In  December,  we  enacted  legisla- 
tion that  will  inject  competition 
into  our  electricity  marketplace 
beginning  in  1999,  making 
Pennsylvania  only  the  fourth 
state  in  the  nation  to  introduce 
customer  choice. 


Creating  New  incentives 
for  Business 

•  The  $1 5  million  Job  Creation  Tax 
Credit  rewards  businesses  for 
creating  jobs. 

•  Pennsylvania's  Opportunity  Fund 
provides  customized  funding  to 
meet  the  specific  needs  of  major 
job  projects. 

•  Pennsylvania's  Business 
Resource  Network  is  the  first  of 
its  kind  in  the  country,  providing 
instant,  Internet-based,  world- 
wide access  to  information  about 
doing  business  in  Pennsylvania. 

Forging  New  Alliances 

•  Team  Pennsylvania,  a  public/ 
private  partnership,  links  compa- 
nies to  every  resource  necessary 
for  launching  or  sustaining 
success  in  our  state;  one  phone 
call  gives  businesses  an  express 
ticket  to  expansion  or  relocation 
assistance. 

•  Technology  21  is  an  industry-led 
technology  strategy  for  the 
Commonwealth  dedicated  to 
generating  family-sustaining  jobs 
for  the  21st  century.  The  strategy 
calls  for  the  creation  of  skill  cen- 
ters to  prepare  Pennsylvania 
workers  for  the  new  millennium. 


As  the  momentum  builds,  this 
list  keeps  growing.  Add  to  it  the 
Department  of  Environmental 
Protection's  Land  Recycling 
Program  —  a  national  model. 
We're  turning  brownfields  into 
job-producing  projects,  visions 
into  reality. 

And  the  world  is  taking  note. 
A  Pennsylvania  redevelopment 
project,  the  Industrial  Plaza  of  York, 
won  the  prestigious  Phoenix  Award 
at  this  year's  International  Industrial 
Site  Recycling  Conference.  This 
project  site,  dormant  for  35  years, 
was  transformed  by  Buchart- 
Horn/BASCO,  a  Pennsylvania-based 
engineering  and  architectural  firm. 
The  effort  created  500  new  jobs. 
This  first-ever  national  brownfield 
award  was  created  to  recognize 
pioneering  efforts  to  reuse  contami- 
nated industrial  sites.  Pennsylvania 
was  proud  to  help  sponsor  this 
significant  event. 

Since  creation  of  the  Land 
Recycling  Program  less  than  two 
years  ago,  more  than  100  sites 
have  been  cleaned  up  and  put  back 
to  constructive  use.  All  while 
preserving  Pennsylvania's  valuable 
greenspace. 

Today,  Pennsylvania  is  more 
economically  and  environmentally 
vital  than  ever  before.  In  the  spirit 
of  progress,  I  invite  you  to  read 
more  about  the  Land  Recycling 
Program  in  this  section,  and  to 
contact  our  office  about  planting 
ideas,  renewing  plans  or  starting 
fresh  in  Pennsylvania. 
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PENNSYLVANIA'S  LAND  RECYCLING  PROGRAM 

NEW    OPPORTUNITIES    THROUGH    INDUSTRIAL    SITE  REUSE 


f    ]l"    \  he  Pennsylvania  1  )epaitment  ofEnvironmental 
Protection  has  accomplished  the  unthinkable  — 
J I      the  creation  of  an  environmental  program  that 
balances  the  preservation  of  natural  resources  with  the 
economic  realities  of  competition.  The  new  hand  Recycling 
Program  streamlines  the  remediation  of  abandoned 
industrial  sites. 

This  timely,  common-sense  solution  evolved  from 
concept  to  reality  so  successfully  that  Governor  Ridge, 
at  a  ceremony  marking  its  one-year  anniversary, 
described  the  program  as  "simply  a  case  of  government 
making  sense." 

Why  It  Works 

I  Ins  is  the  only  state  program  that  prov  ides  a  statu- 
tory liability  release,  standardized  procedures,  realistic 
goals,  cleanup  options,  and  funding  assistance.  These 
features  destroyed  the  barriers  that  stood  in  the  way 
of  prev  ious  remediation  programs.  Prev  ious 
programs  required  contaminated  sites  to  be  returned  to 
pristine  conditions  —  a  standard  that  was  financially 
and  sometimes  technologically  prohibitive. 

Don't  think  that  the  Land  Recycling  Program  uses  lax 
environmental  standards.  On  the  contrary,  the  program 
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used  sound  science  to  establish  cleanup  standards  that  L 
protect  public  health  and  the  environment.  The  different 
is  that  these  standards  are  realistic  enough  to  promote  th^i 
reuse  of  contaminated  sites. 


Benefits  to  Business 


mill; 

l' 
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I  he  program's  four  cornerstones  —  uniform 
cleanup  standards,  standardized  review  procedures, 
releases  from  liability,  and  financial  assistance  —  all 
address  crucial  business  issues. 

Uniform  standards,  under  four  cleanup  options,  gi\  -j, 
land  recyclers  the  flexibility  they  need  to  attack  this 
nationwide  problem.  Total  costs  and  project  time  are 
also  easier  to  establish.  Agreements  to  protect  buyers' 
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i  A  S  E    FROM    LIABILITY  REMOVES 

FOR    DEVELOPERS    AND  BACKERS 
IWS    REDEVELOPMENT    OF  OLD 
E  H  0  U  S  E  . 


and  the  financial  viability  of  ow  ners  of  multiple 
ninated  sites  are  available  to  business, 
ndardized  review  procedures  provide  a  uniform 
ide  process  tor  cleanups, 
inica]  guidance  manual  was 
hed,  in  plain  language,  to 


CASE  HISTORY 


Hotel  and  Offices  Planned  for  Abandoned  Warehouse 


Looking  at  the  abandoned 
buildings  on  the  corner  of 
Eighth  Avenue  and  25th 
Street  in  Altoona,  most 
people  see  blight  and  decay. 
But  New  York  architect  and 
developer  John  Radionoff 
sees  opportunity. 

For  more  than  three  years 
Radionoff  had  tried  to  devel- 
op the  space  —  which  is 
directly  across  from  one  of 
Altoona's  busiest  hospitals  — 
but  never  proceeded,  fearing 
liability  for  the  property's 
previous  environmental  trans- 
gressions. Radionoff's  vision 
and  patience  paid  off  with  the 
introduction  of  Pennsylvania's 
Land  Recycling  Program, 
which  brought  with  it  a 
release  from  liability  for 


innocent  parties  who  restore 
a  site  to  specific  environmen- 
tal standards. 

Radionoff  and  his  local 
partners  took  ownership  of 
the  property  in  January; 
Altoona-based  Leonard  S. 
Fiore,  Inc.  soon  will  begin 
construction  to  convert  the 
existing  four-story  structure 
into  a  103-room  all-suite  hotel 
and  a  26,000-square-foot 
office  complex.  The  project 
will  bring  100  new  jobs  to 
the  area. 

"This  really  is  a  win-win 
program,"  says  Radionoff. 
"Development  stays  off  of 
greenspace  and  you  keep 
commercial  space  where 
commerce  already  exists." 
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leases  from  liability  take  the 
ut  of  undertaking  a  remedia- 
roject.  Anyone  who  cleans 
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New  Solutions  for  City's  Industrial  Land  Shortage 


The  city  of  Erie  is  exper- 
iencing a  business 
development  boom. 
Several  years  ago,  with 
industrial  sites  around 
the  city  reaching  maxi- 
mum capacity,  the 
Greater  Erie  Industrial 
Development 
Corporation  (GEIDC) 
began  looking  for 
creative  solutions 
to  its  land 
shortage  problem. 

About  the  same  time, 
Pennsylvania  launched 
the  Land  Recycling 
Program,  opening  up  new 
opportunities  for  redevelop- 
ment of  old  industrial  sites. 
One  such  site  was  an  aban- 
doned 17-acre  parcel,  which 
had  been  used  as  an  auto 
salvaging  operation  for  the 
past  50  years. 

"We  saw  that  the  Land 
Recycling  Program's  release 
from  liability  would  make 
this  an  appealing  site  for 
developers  who  had  previ- 
ously shied  away  because 
of  the  site's  environmental 


liability,"  says  Bob  Ploehn, 
executive  director  of  GEIDC, 
which  purchased  the 
property  and  received  state 
assistance  for  the  assess- 
ment as  well  as  the  cleanup. 

This  past  year,  the  site  was 
converted  into  four  four- 
acre  parcels,  which  will 
bring  new  industries  and 
as  many  as  400  new  jobs. 
"The  Land  Recycling 
Program  set  out  a  clear, 
streamlined  process 
that  allowed  us  to  act 
quickly,"  says  Ploehn. 


up  a  site  to  the  new  standards  is  released 
from  any  additional  cleanup  ot  the  old 
contamination.  This  liability  travels  with 
the  property  and  can  extend  to  financial 
institutions,  economic  development 
agencies,  and  local  authorities. 

Funding  may  be  considered  the  keysto 
because  remediation  takes  money.  The 
program  set  up  the  Industrial  Sites  Cleani 
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EASY,    STREAMLINED  PROCESS 
SPARKS    SPEEDY  REDEVELOPMENT 
OF    PRIME    INDUSTRIAL  SPACE. 


ADVERTISEMENT 


)    RECYCLING    PROGRAM  MAJOR 


CASE  HISTORY 


r  O  R    IN    DECISION    TO  CONVERT 


r    OF    FORMER    STEEL    PLANT  INTO 


ONAL    INDUSTRIAL  MUSEUM 


Smithsonian  and  Steel  Giant  Propose  Industrial  Heritage  Museum 


ind  stocked  it  with  $15  million.  Grants  and 
terest  loans  are  available  to  cover  up  to  75 
t  of  the  cost  of  site  assessment  and  remediation, 
'epartment  or  Community  and  Economic 
>pment  is  ready  to  assist  land  recyclers. 
nsylvania's  Land  Recycling  Program  oilers 
ources  to  help  business  succeed. 
:  opportunity  is  yours. 


Bethlehem  Steel  Corporation  In 
Bethlehem  produced  the  steel 
that  helped  to  build,  defend 
and  transport  America  for 
virtually  all  of  this  century.  In 
recent  years,  the  steel  giant 
began  considering  future  uses 
for  some  of  its  buildings  which 
would  no  longer  be  used  in 
steelmaking.  With  the  advent 
of  the  Land  Recycling  Program, 
Bethlehem  Steel  has  joined 
with  the  Smithsonian 
Institution  to  create  a  new 
industrial  museum.  This 
project  would  be  a  truly 
innovative  reuse  of  a  former 
industrial  site. 

"The  museum  would  be 
independent,  but  would  have 
an  affiliation  with  the 
Smithsonian  and  rely  on  it  as 
the  major  source  of  industrial 
artifacts,"  explained  Curtis 


"Hank"  Barnette,  Bethlehem 
Steel's  chairman  and  CEO. 

According  to  Barnette  this 
agreement  —  the  first  in  the 
Smithsonian's  nationwide 
program  to  share  its  collec- 
tions across  America  —  is 
possible  in  part  because  of  the 
Land  Recycling  Program, 
which  encourages  buyers  to 
consider  inactive  industrial 
sites  for  new  ventures. 

"It's  been  said  that 
Pennsylvania  has  the  most 
progressive  brownfields  law 
in  the  country,"  Barnette  said. 
"Certainly,  this  is  making 
possible  the  revitalization  of 
our  site  in  Bethlehem  that 
might  otherwise  have  had 
a  very  limited  future.  The 
potential  economic  impact 
is  tremendous.  Thank  you, 
Governor,  for  your  leadership." 


ADVERTISEMENT 


From  Gas  Plant  to  Community  Park 


Creating  a  clear,  streamlined 
framework  for  environmen- 
tal remediation  is  one  of  the 
cornerstones  of  the  Land 
Recycling  Program.  PECO 
Energy  Company  discov- 
ered this  first  hand  during 
the  clean  up  of  its  old  West 
Chester,  PA,  manufactured 
gas  plant,  which  dated  back 
to  1852. 

From  1991-93  PECO  Energy 
spent  $700,000  on  studies 
to  determine  the  environ- 
mental impacts  from  the 
former  plant  operation, 
explains  Mike  Heisler  of 
PECO  Energy's  environ- 
mental affairs  division.  If 
asked  in  1994  —  before  the 
Land  Recycling  Program 
went  into  effect  —  what  to 
do  with  the  site.  Heisler 
would  have  said,  "it's  not 


clear  how  to  solve  this;  at 
a  minimum  it  could  take 
an  additional  five  years  and 
$5  million  to  remediate." 

In  the  end,  PECO  Energy 
spent  only  a  year  and  a  half 
and  $1.5  million  —  far 
less  than  Heisler's  original 
estimate  —  to  complete  the 
site  cleanup.  "The  new  pro- 
gram provided  a  framework 
that  didn't  exist  before," 
says  Heisler.  "The  standards 
were  clear  and  allowed  us 
to  develop  a  fast-track 
closure  strategy." 

With  the  site  now  clear  of 
any  possible  hazards,  the 
company  plans  to  turn  over 
the  property  to  the  borough, 
which  may  build  a  public 
park  on  the  site. 


NEW    FRAMEWORK  ALLOWS 


DEVELOPERS    TO    PROCEED  WITH 


PROJECTS    MORE    QUICKLY  AND 


ECONOMICALLY    THAN    EVER  BEFORE 


The  Department  of  Environmental  Protection  offers  numerous  brochures 
fact  sheets  and  a  technical  manual  to  help  interested  parties  get  started 
with  the  Land  Recycling  Program.  You  can  order  by  using  one  of  the 
options  below. 

Information  Request  Line 

Copies  of  this  document  or  any  other  land  recycling  publications  may  b 
obtained  by  calling  717-783-7816. 

E-Mail 

Questions,  comments,  or  requests  for  information  may  be  directed  to  t 
land  recycling  e-mail  account  at:  Iandrecyclng@a1.dep.state.pa.us 

World  Wide  Web  Site 

Visit  the  Department's  World  Wide  Web  site  at:  http://www.dep.state.pas 

All  land  recycling  information  is  available  on  the  Web. 
Check  under  "Information  by  Environmental  Subject," 
"Land  Recycling  and  Waste  Management,"  "Land  Recycling." 
Alternately,  the  direct  address  for  the  Land  Recycling  Homepage  is: 
http://www.dep.state.pa.us/dep/deputate/airwaste/wm/landrecy/default.fn 

Tom  Ridge,  Governor 
James  M.  Seif ,  Secretary 
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UCT  LIABILITY 


IE  GLOVES  COME 
"F  OVER  LATEX 

srs  of  medical  gloves  face  an  explosion  of  lawsuits 


ien  West  Chester 
Pa.)  dentist  Lise  C. 
3orel  broke  out  in 
turned  bright  red, 
Duldn't  catch  her 
during  a  patient 
hree  years  ago,  the 
ing  she  thought  to 
was  the  gloves  she 
st  slipped  on.  But 
ousands  of  Ameri- 
lorel  is  severely  al- 

0  latex,  the  rubber- 
impound   in  most 

gloves.  Her  doctors 

the  condition  has 
isthma  and  possibly 
>roblems,  and  warn 
it  a  slight  exposure 

could  trigger  a  life- 
ning  seizure, 
si,  42,  no  longer 
3S  dentistry  and  is 
bilitation.  She  can't 
pend  much  time  in 
offices.  Because  the 
ing  powder  used  on 
nedical  gloves  ab- 
llergenic  proteins  in 
;ex — and  then  be- 

airborne — she  be- 
that  she  could  suf- 

1  attack  just  by 
y.  Says  Borel:  "My 

2  system  is  in  overdrive." 
Borel's  and  others'  latex  trou- 

e  spreading  to  the  health-care 
cturers.  Johnson  &  Johnson,  Al- 


THE  NEXT  WAVE 
IN  TORTS? 


BOREL:  Did  latex  cause  heart  problems  requiring  rehabilitation 


OCT. '96  JUNE  '97  JUNE '98 
•PROJECTED 
DATA  MEADOWS.  ICHTER  &  TRIGG 


legiance  Healthcare,  Safeskin,  Ansell 
Perry,  and  several  smaller  companies 
are  facing  an  explosion  of  suits  from 
people  like  Borel.  Since  January,  1996, 
the  number  of  latex  allergy 
suits  has  risen  from  25  to 
about  200  (chart).  And  that's 
just  the  tip  of  the  iceberg.  Re- 
cently, 45  federal  cases  were 
consolidated  into  one  lawsuit 
before  Philadelphia  District 
Judge  Edmund  V.  Ludwig. 
That  will  make  it  easier  for 
plaintiffs'  lawyers  to  investi- 
gate the  manufacturers — and 
is  expected  to  spur  yet  anoth- 
er wave  of  filings. 

The  alleged  victims,  pri- 


marily doctors  and  nurses  who  come 
into  repeated  contact  with  the  gloves, 
hold  the  manufacturers  responsible  for 
failing  to  wain  them  properly — even  af- 
ter studies  dating  back  to  the  early 
1980s  showed  latex  to  be  risky.  "At 
stake  are  the  careers  of  potentially  hun- 
dreds of  thousands  of  health-care 
providers,  nurses,  and  physicians,"  says 
Philadelphia  plaintiffs'  attorney  David 
S.  Shrager,  who  leads  an  18-law-firm 
steering  committee  in  the  federal  con- 
solidated suit.  That  committee  is  now 
putting  more  than  $1  million  into  a  "war 
chest"  to  fund  the  litiga- 
tion, he  says. 

AIRBORNE.  But  the  compa- 
nies say  the  plaintiffs' 
lawyers'  cases  are  built  on 
untested  scientific  theories. 
While  the  manufacturers 
generally  acknowledge  that 
latex  can  cause  allergies, 
they  say  that  it  is  present 
in  thousands  of  common 
products  other  than  gloves, 
including  everything  from 
adhesive  tape  to  balloons. 
They  also  challenge  the 
plaintiffs'  lawyers'  key  the- 
ory that  airborne  latex  pro- 
teins can  cause  allergy  at- 
tacks. "We've  spent  more 
than  $2  million  researching 
this  ourselves,  and  a  lot  of 
[the  plaintiffs']  scientific 
claims  are  unconfirmed," 
says  Ansell  Perry  spokes- 
person Patty  A.  Fleming. 

Even  if  the  plaintiffs' 
attorneys'  science  is  in- 
conclusive, concern  about 
latex  allergies  is  spread- 
ing. In  1992,  the  Ameri- 
can College  of  Allergy  & 
Immunology  urged  pre- 
cautions for  health  profes- 
"  sionals,  noting  that  more 
than  600  serious  reactions  had  been 
reported.  In  1993,  the  fda  urged  that 
manufacturers  voluntarily  put  warn- 
ings on  glove  boxes  and  is  now  con- 
sidering making  warnings  mandatory. 
Meanwhile,  hospitals  across  the  coun- 
try are  increasingly  purchasing  low- 
allergen  gloves.  Oregon  legislators  are 
weighing  a  bill  that  would  ban  pow- 
dered latex  gloves  in  hospitals. 

Riding  this  tide  of  concern,  many 
plaintiffs'  lawyers  are  betting  that  latex 
allergy  will  be  the  next  big  tort.  While 
no  one  knows  how  many  people  have 
serious  allergies — in  part  because  the 
condition  is  still  latent  in  many  of  them — 
New  York  plaintiffs'  lawyer  David  Rhein- 
gold  estimates  that  several  thousand 
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IMPRESSIVE  PERFORMANCE 
FROM  A  CONSERVATIVE  FUND 


T.  Rowe  Price  Equity  Income  Fund, 

one  of  our  most  conservative  stock 
funds,  has  consistently  outperformed 
its  Lipper  Category  Average.  To  seek 
substantial  income  and  long-term 
capital  growth  with  reduced  risk,  the 
fund  invests  in  dividend- paying  stocks 
of  established  companies. 

Past  performance  cannot  guaran- 
tee future  results.  Minimum  invest- 
ment is  $2,500  ($1,000  for  IRAs).  No 
sales  charges. 


Average  Annual  Total  Returns 

as  of  3/31/97' 
I  Equity  Income  Fund 
B   Lipper  Equity  Income  Funds  Average 


18.06% 


16.95% 


1180%  13,35% 


10.43% 


1  year 


5  years  10  years 


Call  24  hours  for  a  free  information  kit 
including  a  prospectus 

1-800-401-4765 


Invest  With  Confidence 

T.RoweRice 


'Source:  Lipper  Analytical  Services,  Inc.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capi- 
tal gain  distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at 
redemption  than  at  original  purchase.  Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment 
Services,  Inc.,  Distributor.  EIF036388 
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Legal  Affairs 


I! 


health-care  workers  could  be  entitli  tc 
$1  million  or  more  for  lost  wagesand 
urireimbursed  medical  expenses.  Ijre- 
cruit  new  plaintiffs,  Rheingold's  fLia  is 
now  advertising  on  the  Internet  aj  in 
nursing  and  medical  journals.  Bujlk 
competition  for  clients  is  growing  fpc-p 
Last  month,  the  first  "how-to"  seijfei 
devoted  exclusively  to  latex  allerg 
es  took  place  in  Washington. 

While  there's  no  reason  to  be 
the  latex  allergy  dispute  will  ever 
to  the  massive  scale  of  the  asbestji 
breast-implant  litigation,  Wall  Sie< 
now  is  beginning  to  pay  attenhn. 
Should  the  plaintiffs'  lawyers  start  pi- 
ning, it  could  put  some  small  Con- 
nies that  do  a  large  percentage  of  jeii 
business  in  latex  gloves  "out  of  fci- 
ness,"  says  William  J.  Plovanic,  a  fri- 
ical  technology  analyst  at  MadisorSe- 
curities  Inc.  in  Chicago. 
WARNING  LABELS.  The  market  for  tag 
gloves  exploded  in  the  late  1980s,  jfeir 
the  federal  government  required  heiiii 
care  workers  to  take  greater  prepH 
tions  against  the  Hiv  virus.  But  Atlata 
plaintiffs'  attorney  Lauren  Antomo 
says  that  although  medical  evidenw 
the  riskiness  of  latex  gloves  has  exited 
since  the  early  1980s,  most  manufadir- 
ers  failed  to  provide  any  warnim 
bels  until  1993— when  the  Food  &  ijpg 
Administration  suggested  they  deso. 
And  even  then,  Antonino  says,  ie 
warnings  were  inadequate.  They  fasd 
to  tell  people  how  serious  their  inji 
could  be  and  neglected  to  tell  therto 
call  a  doctor  if  they  showed  prelimiisry 
signs  of  latex  allergy,  such  as  wary 
eyes  and  wheezing,  says  Antonino. 

The  manufacturers  respond  that  tWr 
warnings  have  been  sufficiently  po\jr- 
ful.  The  companies  are  also  likeMo 
have  some  strong  legal  defenses,  >e- 
cause  many  victims  took  a  long  timto 
recognize  the  symptoms  of  latex  atr 
gies,  their  claims  may  be  barreday 
statutes  of  limitations.  Most  users  bo 
used  several  brands  of  gloves,  wMi 
could  make  it  difficult  for  them  to  piili 
ability  on  any  one  maker.  And  the  np- 
ufacturers  also  have  a  good  story  to3l 
in  a  courtroom:  While  latex  gloves  liy 
hurt  some  health-care  workers,  tsv 
have  prevented  many  injuries  as  vlH. 
"The  whole  reason  there  has  beeis. 
surge  in  the  use  of  latex  gloves  is  tit 
they  make  an  excellent  barrier  agast 
transmittable  diseases,"  says  Allegia'* 
spokesperson  Donna  J.  Gaidamak.  Jst 
as  in  the  asbestos  and  breast-imphl 
cases,  juries  will  have  plenty  of  (w- 
dence  on  both  sides  to  weigh. 

By  Joseph  Weher  in  Pltiladelph. 
with  Mike  France  in  New  York 
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k   A  COMI4CT  «PO»T? 
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WE'RE  GETTING  HIT  LIKE  CRAZY! 


With  an  average  of  a  million  hits  —  that's  about  100,000 
page  views  —  every  day,  pgatour.com  is  one  of  the  most 
popular  sports  sites  on  the  worldwide  web. 

Why?  There's  only  one  way  to  find  out.  Don't  miss  out  — 
log  on  to  pgatour.com  for  official  real-time  scoring  on 
the  PGA  TOUR,  Senior  PGA  TOUR  and  NIKE  TOUR,  in- 
depth  player  features,  records  and  statistics  and  lots 
of  other  information  you  won't  find  anywhere  else. 

We're  not  only  getting  hit,  we  are  one! 
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#1  ball  in  golf.® 


Workplace 


UNIONS 


AT  UPS,  PART-TIME  WORK 
IS  A  FULL-TIME  ISSUE 

If  the  delivery  giant  doesn't  produce  more  full-time  jobs,  the  union  could  walk 


United  Parcel  Service  of 
America  Inc.  is  a  pow- 
erhouse of  a  company. 
In  recent  years,  it  has 
racked  up  record  profits  and 
enjoys  the  delivery  indus- 
try's highest  margins.  It  is 
invading  the  turf  of  rivals 
such  as  Federal  Express 
Corp.  in  air  deliveries.  The 
Atlanta  company  also  pays 
top  dollar  to  its  190,000 
Teamsters  employees:  Deliv- 
ery drivers  earn  $20  an  horn; 
while  part-time  sorters  and 
loaders  start  at  $8  and  hit 
$10  after  two  years. 

The  pretty  picture  stems 
in  part  from  an  aggressive 
growth  strategy  based  on 
hiring  scads  of  part-timers 
to  keep  labor  costs  low.  True, 
ups  has  created  46,000  new 
unionized  jobs  since  1993,  a 
stunning  27%  increase.  But 
more  than  80%  of  the  new- 
comers are  part-timers, 
whose  pay  rates  haven't 
changed  since  1982.  With 
few  full-time  jobs  opening 
up,  many  part-timers  feel 
they  have  no  prospects  of 
jumping  up  to  the  better 
posts  and  that  their  work  is 
demanding  and  dangerous: 
ups  has  twice  the  injury  rate 
of  other  delivery  companies. 
ups  says  the  union  exagger- 
ates the  safety  problems. 
Turnover  among  part-timers 
exceeds  400%  a  year. 
STANDOFF.  The  issue  is  com- 
ing to  a  head  in  contract 
talks  with  the  Teamsters,  ~ 
whose  pact  with  ups  expires  on  July  31. 
Teamsters  President  Ronald  Carey,  him- 
self a  former  ups  driver,  wants  to  turn 
thousands  of  part-time  jobs  into  full-time 
ones  and  naiTow  the  pay  gap.  ups  may 
lift  part-time  rates  a  little,  to  attract 
new  hires  amid  mounting  labor  short- 
ages. But  the  company  says  it  can't  come 


BURNS:  "I'm  fed  up,  but  the  people  after  me  are  a  lot  worse  off 


close  to  meeting  Carey's  demands.  In 
fact,  ups  wants  to  use  more  lower-wage 
part-timers  to  fend  off  nonunion  rivals 
nipping  at  its  heels.  The  standoff  prompt- 
ed Carey  and  his  bargaining  team  to 
abruptly  storm  out  of  negotiations  on 
May  13,  returning  only  on  June  3.  "We're 
married  to  part-time  work,"  says  ups 


chief  labor  negotiator  II 
Murray.  "We  don't  have! 
choice  in  the  matter-." 

It's  too  early  to  tell  I 
much  both  sides  are  poJ 
ing  or  whether  the  Ta 
sters  would  actually  stl 
Whatever  happens  at  I 
though,  it  isn't  the  I 
place  where  these  issues! 
playing  out.  Across  I 
country,  millions  renj 
stuck  in  temporary  or  p] 
time  jobs  that  pay  less  I 
offer  fewer  routes  fori 
vancement,  despite  soa] 
profits,  plentiful  jobs, 
rising  wages.  The  good  I 
remain  scarce  for  ml 
workers  who  lack  coll 
degrees.  What  happens 
ups  may  be  something 
an  indicator  for  the  eci 
my  as  a  whole.  After  all 
a  company  as  strong  as 
doesn't  feel  it  can  ere 
more  good  jobs,  few  otr! 
are  likely  to  either,"  s 
University  of  Pennsylv* 
management  professor 
ter  Cappelli. 

UPS's  extensive  use 
cheaper  part-timers  arose 
most  by  accident.  Origin; 
delivery  drivers  loaded  tl 
own  trucks.  But  that 
came  impossible  as  deliv 
became  more  complex, 
the  company  sought  coll 
students  who  didn't  wan 
career  at  ups  to  load  tru  4 
in  the  morning  and  unltd 
the  pickups  at  night. 
As  ups  grew,  the  Teaw 
sters  never  pushed  for  higher  part-tiffl 
wages.  Instead,  they  focused  on  til 
full-time  drivers  who  were  more  ccj-j 
mitted  to  the  union.  So  the  pay  ga 
between  the  two  groups  widened  (chil 
page  90).  And  while  the  closely  ha 
company  has  doubled  its  stock  prja 
since  1991,  union  members,  who  sA 
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A  Retirement  Company  For 
Those  Who  Feel  That  The  First  65 
Years  Are  Only  A  Warm-Up. 


There  are  people  we  know  in  this  world  who  will  never  be  old.  Not  at  65.  not  at  85,  not  at  100.  People 
who  see  retirement  not  as  the  culmination  of  a  lifetime  of  work,  but  as  the  beginning  of  a  lifetime  of 
learning  Italian,  writing  a  book,  opening  a  bed  and  breakfast  — who  knows?  A  view  that,  incidentally, 
coincides  rather  nicely  with  ours.  And  whether  it's  annuities,  401  (k)s.  IRAs,  mutual  funds  or 
life  insurance  for  your  family,  we've  packaged  a  unique  set  of  tools  to  help  you  take  your  life  to 
the  next  new  and  exciting  level.  Which  is  appropriate.  Especially  since  you've  got  experience 
working  for  you.  For  a  free  brochure,  call  1-800 -AETNA-60  or  visit  us  at  http://www.aetna.com. 

Build  for  Retirement.  Manage  for  Life." 


Retirement  Services 
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The  new  interactive  computer  shopping  g 
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two  thirds  of  total  employees,  ownBJj 
2.7%  of  the  company  (28,000  man *$> 
own  about  29%).  The  company,  felts 
part,  reaped  an  increasing  cost  acp-< 
tage  from  the  lower  pay  of  part-tiiffs, 
who  also  get  reduced  benefits. 

Then,  in  1988,  ups  started  its  ajli- 
vision  to  compete  with  FedEx  andm- 
er  rivals  that  deliver  overnight.  UP»s 
done  well,  and  its  air  revenues  »e 
more  than  doubled  in  the  1990s,  t|$6 
billion  last  year,  or  27%  of  ups's  ami 
But  to  keep  costs  down,  it  has  ltt 

UPS  IS  USING  MORE 
PART-TIMERS... 
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15  _  PART-TIME  WORKERS  AS  A  SHARE  OF  _ 
UPS'S  UNION  WORKFORCE 


, PERCENT 


...AND  WIDENING 
THE  PAY  GAP 
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mostly  part-timers.  The  rationB 
FedEx  drivers  earn  30%  to  50%  tt 
than  its  unes.  And  because  FedEfe 
nonunion,  "they  can  change  [work  ins] 
overnight,"  says  Murray. 

Today,  though,  many  part-time  jog 
aren't  really  so  part-time.  Air  delivjy 
service  means  that  large  UPS  facilifts 
are  virtually  round-the-clock  operatids. 
Many  are  staffed  by  staggered  for- 
hour  shifts  that  often  start  just  an  h  I 
or  two  after  the  last  one.  Fully  10%  )f 
the  company's  128,000  part-timers  wlk 
30  or  more  hours  a  week,  yet  theye 
still  paid  the  lower  rates.  Meanwh:, 
few  full-time  drivers  leave  their  plw 
jobs.  At  the  main  air  hub  in  Louisvi;, 
part-timers  comprise  about  4,900  of  te 
5,200  workers.  Just  50  have  landed  fv- 
time  jobs  since  1993.  Throughout  t|e 
company,  only  13,000  part-timers  ha] 
moved  up  since  then,  out  of  sop 


The  most 
important 
job  of 
your  life 
just  might 
be  your 
first. 


As  a  member  of  Teach  For  America, 
you  will  be  part  of  the  national  teacher 
corps  of  outstanding  recent  college 
graduates  from  diverse  cultural  back- 
grounds who  commit  two  years  to 
teach  in  America's  under-resourced 
urban  and  rural  public  schools. 

You  don't  have  to  be  an  education 
major.  Teach  For  America  is  seeking 
talented,  dedicated  individuals  from 
every  academic  major  who  want  to 
ensure  that  all  children  in  this  nation 
have  the  opportunity  to  attain  an  excel- 
lent education.  There  is  a  particular 
need  for  people  of  color,  bilingual 
speakers,  and  math,  science,  and 
foreign  language  majors. 

To  get  information  and  an 
application  before  the  deadline,  call  us, 
reach  us  online,  or  contact  your  career 
placement  adviser  on  campus. 

This  is  your  chance  to  become 
part  of  the  nationwide  movement  of 
dynamic  individuals  who  have  joined 
Teach  For  America  and  assumed 
leadership  roles  in  classrooms  and 
schools  across  the  country.  Your  decision 
will  affect  not  only  the  rest  of  your  life 
but  the  lives  of  many  others. 

1-800-832-1230 

http://www.teachforamerica.org 

TEACH  ORAMERICA 


AN  AMERICORPS  PROGRAM 


The  Kaufman n  Fund 

A  Small  Company  Aggressive  Growth  Fund 


#1  Diversified  Fund  Since 
the  Market  Low  of  1987 


Ten-Year  Compounded 
Annual  Return 


Kaufmann  Five -Year  Return  ..  16.9% 
Kaufmann  One -Year  Return  ..  .0.9% 

Periods  ending  3/31/97 
per  Lipper  Analytical  Services 


per  Mutual  Fund  Forecaster* 


"Tough  Guys  Finish  FIRST" 

—  Mutual  Funds  Magazine,  April  '95 


Lawrence  Auriana  and  Hans  Utsch, 
Portfolio  Co-managers  with  over  65  years 
of  combined  Wall  Street  experience 


#1  Small  Company  Growth  Fund 
For  the  10  Years  Ending  3131 197 


per  Lipper  Analytical  Services'1 


For  a  prospectus  call: 

(800)  562-92 1 0 

24  hours  per  day,  7  days  a  week 


*(  )ut  of  482  open-end  diversified  equity  funds  for  the  period  of  12/4/87  -  3/31/97. 
Oul  of  li)  equity  funds  for  the  period  of  3/31/87  -  3/31/97. 

Total  returns  for  periods  ending  March  31,  1997  are  historical  and  include  change 
in  share  price,  reinvestment  of  dividends  and  capital  gains.  There  is  a  0.2%  redemp- 
tion fee  and  a  I2b-1  fee  in  excess  of  0.25%.  Tine  S&P  is  an  unmunaged  index  con- 
sisting of  the  common  stock  of  500  publicly  traded  U.S.  companies.  The  Russell 
2000  Index  consists  of  2,000  small  and  mid-cap  companies.  For  more  complete 
information  including  charges,  expenses,  and  risks  on  small-cap  stocks  please  read 
the  prospectus  carefully  before  you  invest.  The  performance  cited  represents  past 
performance  which  is  not  indicative  of  future  results;  investment  performance  fluc- 
tuates; fund  shares  when  redeemed  may  be  worth  more  or  less  than  original  cost. 
The  prices  of  small  company  slocks  are  generally  more  volatile  than  those  of  large 
companies. 

The  Kaufmann  Fund,  Inc. 

140  East  45th  Street,  New  York,  NY  10017  •  Fax  (2 1 2)  66 1 -2266 
Internet  -  http://www.kaufmann.com     Prodigy  -  Jump  Kaufmann 
AOL  -  Keyword:  Kaufmann 
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half  a  million  who  have  been  hflf 
Craig  S.  Bums  is  one  who  has  stfl 
out.  He  joined  ups  in  college  in  19fl 
the  Louisville  hub,  but  stayed  on  aftfl 
got  a  ba  in  business.  Today,  at  age  'm 
works  30  hours  a  week  and  makes  fflk 
an  hour  as  a  part-time  loader.  I 
No.  170  on  Louisville's  seniority* 
ahead  of  4,000  others.  But  at  todays 
of  openings,  he'll  have  to  wait  a  dM 
to  land  a  $20-an-hour  driver  job.  I 
fed  up,  but  the  people  after  me  areB 
worse  off,"  says  Burns. 

Despite  the  Teamsters'  vocalB 
mands,  it's  not  clear  how  hard  the  m 
will  actually  push  for  part-timers,  'p 
they  wield  more  clout  in  the  union 


TWO  TIERS 


Fully  10| 

of  the  company's 
128,000  part-timers 
work  30  hours  or  moil 
per  week-yet  they 
are  still  paid  at  a 
lower  rate 


that  they're  a  majority  of  the  UPS  mK 
bership.  And  even  full-timers  synH 
thize:  75%  ranked  more  full-time  ml 
opportunities  as  a  high  priority  forBpf 
current  talks  in  a  recent  Teamsters  B 
vey.  Still,  local  Teamsters  leaders  at 
years  all  but  ignored  part-timers,  m-  ■ 
cause  so  many  quit  the  company — rap 
the  union.  Locals  also  keep  all  of  a  m 
member's  union  initiation  fee,  whicjkv 
as  much  as  $500  in  some  cities.  So  Yto\ 
turnover  is  a  financial  boon  to  the  lo<m 

Still,  Carey  seems  determined  to  (h- 
front  the  issue.  He  has  a  personal  In- 
terest; he  drove  a  ups  truck  forHh 
years  and  then  headed  the  TeamstjH 
largest  ups  local  for  24  years  benlp 
winning  the  union's  top  job  in  1992JI 
recent  months,  the  union  has  called  hji- 
dreds  of  rallies  at  UPS  sites  around  M 
country.  "We  can't  let  big  compart! 
shift  good  jobs  into  lousy  ones  with  jw 
pay,"  Carey  told  a  May  22  rally  ail 
distribution  hub  in  Chamblee,  Ga. 

ups  is  vulnerable  even  to  a  paral 
walkout  and  probably  will  meet  at  lew 
some  of  the  Teamsters'  concerns,  tyt 
the  heart  of  the  conflict — the  secoil 
tier  status  of  pail-timers — is  likely (d 
remain  an  issue  for  years  to  come. 
By  Aaron  Bernstein  in  Washingm 


>ody  has  a  longer  walk  to  school. 


Motorola  is  proud  to  sponsor  the  1997 
Motorola  Western  Open,  benefiting  the 
Evans  Scholarship  Foundation.  This  year, 
because  of  the  Evans  Scholarship,  over 
800  caddies  from  across  the  country  will 
get  where  they  want  to  go.  To  college. 
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MARKET 


hese  days,  even  those  in- 
vestors who  think  they've 
seen  it  all  can  be  found 
shaking  their  heads  in 
disbelief.  With  each  new 
record  it  sets,  the  stock 
market  both  amazes  and 
2S  investors.  How  long,  they  ask 
ilves,  can  this  go  on?  Convinced 
xi  times  can't  last,  more  and  more 
r  whether  they  should  pull  back, 
safe  than  sorry. 

lble  is,  if  investors  had  followed 


I '  01  C 
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ITRATIONS  BY  COLIN  JOHNSON 


that  advice  two  years  ago,  or  a  year, 
or  even  six  months,  today  they  would 
be  safe  and  sorry.  Stocks  that  looked 
fully  priced  a  year  ago,  when  the  Dow 
Jones  industrial  average  was  at  5700, 
now  look  to  have  been  a  steal.  Little 
wonder  that  after  the  stock  market  sold 
off  this  spring  in  the  wake  of  Alan 
Greenspan's  musings  about  irrational 
exuberance  and  worries  that  inflation 
I  might  revive,  investors  soon  flocked 
back  to  stocks.  Regret,  as  much  as 
greed,  has  been  a  powerful  motivator. 

More  than  anything  else,  though,  it's 
the  economy's  strong  showing  that  pro- 
vides the  critical  underpinning  for  this 
market.  Low  inflation,  low  unemploy- 
ment, strong  productivity  gains,  and 
healthy  profits  are  propelling  growth, 
and  there  are  few  signs  of  pressure  or 
trouble  ahead.  To  be  sure,  the  Federal 
Reserve  may  opt  to  crank  up  the  key 
fed  funds  rate  a  notch  in  July.  And 
wage  gains,  instead  of  being  tame,  could 
trend  higher,  which  will  certainly  raise 
the  odds  of  higher  interest  rates.  In- 
vestors will  have  to  be  on  the  lookout. 

While  it  may  be  reasonable  for  in- 
vestors to  worry,  there's  no  need  for 
them  to  run  for  cover.  Instead,  busi- 
ness week  recommends  a  discriminat- 
ing approach.  There  are  ways  to  play 
this  market,  from  searching  out  new 
values  in  the  technology  area  to  taking 
a  gander  at  some  merger  stocks. 

The  recent  beating  Intel  Corp.'s  stock 
took  on  disappointing  earnings  projec- 
tions didn't  rattle  the  tech  sector  as  it 
might  have  a  few  months  ago — even 
small-cap  tech  stocks  weathered  the 
news  admirably.  Indeed,  tech  stocks 
may  yet  have  a  lot  of  room  to  run.  Prof- 
its at  tech  companies  are  still  strong 
and  expected  to  do  well  the  rest  of  the 
year.  The  pros  are  definitely  focusing 
on  the  smaller  ones,  though  (page  98). 
Of  course,  if  you're  wary  of  doing  your 
own  stockpicking,  you  could  leave  the 
job  to  someone  else.  Be  forewarned: 
About  95%  of  mutual  fund  managers 
were  trounced  by  the  Standard  &  Poor's 
500-stock  index  this  year  (page  128). 

Then,  too,  there  are  other  territories 
to  stake  out — from  bonds  to  overseas 


Wall  Street 
still  has  lots 
of  avenues- 
ifyou  know 
where  to  look 


markets  to  real  estate  investments.  The 
supply  of  new  bonds  is  shrinking,  mak- 
ing it  harder  to  find  worthwhile  invest- 
ments, but  there  are  some  smart  plays 
(page  120).  The  pros  make  eclectic  se- 
lections overseas — from  a  Swedish  com- 
puter-services company  to  a  Hong 
Kong-based  manufacturer  of  corrugated 
packaging — but  most  agree  there  are 
good  buys  in  Europe  (page  112).  Real 
estate  investment  trusts  (REITs),  mean- 
while, have  gained  some  respectability 
and  offer  a  good  shot  at  steady,  low- 
double-digit  returns  (page  124). 

With  the  market  at  these  breathtak- 
ing heights,  this  is  no  time  to  step  out 
without  taking  a  few  precautions,  and 
business  week  shows  the  way.  As  al- 
ways, there's  a  collection  of  stocks  only 
a  short-seller  could  love  (page  106).  And 
the  growing  popularity  of  online  invest- 
ing not  only  makes  investing  more  effi- 
cient but  also  introduces  plenty  of  perils 
(page  108).  For  the  hardy  investor, 
though,  such  potholes  are  no  obstacle — 
nor  is  an  already  lofty  market.  There's 
still  money  to  be  made  out  there. 
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Stocks 


HOW  TO  PLAY  THIS  MARKET 


AFRAID  OF  MARKET  HEIGHTS? 
DONT  CLIMB  DOWN  NOW 


The  signs  are  still  heady:  Low  inflation  worldwide,  strong  profits,  and  rising  productivity 


Mountain  climbers  often  de- 
scribe the  intoxicating  rush 
they  experience  from  scaling 
ever-higher  peaks.  They're 
also  mindful  that  the  lack  of  oxygen  at 
high  altitudes  can  make  them  ill  and 
cloud  their  judgment  so  much  they  may 
not  know  when  it's  time  to  turn  back. 
The  Dow  Jones  industrial  average,  at 
7289,  has  risen  more  than  800  points  so 
far  this  year  and  has  nearly  doubled 
since  late  1994.  Still,  millions  of  investors 
are  pouring  billions  into  stocks.  Are  they 
suffering  from  altitude  sickness? 

Not  at  all.  The  stock  market  may 
seem  like  it's  at  Himalayan  heights,  but 
this  is  no  time  for  investors  to  get  off 
the  mountain.  True,  the  market  can  be 
scary  up  here.  The  Dow  lost  nearly  700 
points  from  Mar.  11  to  Apr.  11.  But 
what  has  been  propelling  stocks  for  the 
last  several  years  is  still  at  work:  rising 
profits,  low  inflation,  and  much-improved 
productivity. 

COOL  SENTIMENT.  The  case  for  stocks 
may  be  even  more  compelling  now.  Eco- 
nomic growth  surged  to  the  highest  lev- 
el in  more  than  a  decade,  unemploy- 
ment to  the  lowest  level  in  more  than 
two  decades — and  even  so,  inflation  re- 
mained quiescent.  The  likelihood  of  a 
reduction  in  the  capital-gains  tax  and  a 
political  shift  toward  a  balanced  budget 
make  it  a  nourishing  environment  for 
equity  investments. 

Low  inflation  is  a  worldwide  phe- 
nomenon. "That's  not  just  the  result  of 
monetary  policy,"  notes  Greg  A.  Smith, 
chief  investment  strategist  for  Pruden- 
tial Securities  Research.  "The  fall  of 
the  Berlin  Wall,  the  spread  of  capitalism, 
and  the  rise  of  global  competition  have 
unleashed  forces  that  are  keeping  infla- 
tion in  check."  So  there's  little  danger 
that  the  U.  S..  with  its  huge  appetite 
for  foreign  goods,  will  unwittingly  begin 
to  import  inflation. 

The  global  business  environment 
plays  right  to  the  strengths  of  large 
U.  S.  multinational  companies  like  Gen- 
eral Electric,  IBM,  Intel,  Merck,  Micro- 
soft, and  Procter  &  Gamble,  which,  not 
surprisingly,  have  been  among  the  lead- 


ing  stocks  in  the  U.  S.  market.  Many 
portfolio  managers  and  strategists  think 
they're  likely  to  remain  so,  much  to  the 
frustration  of  those  who  invest  in  small- 
to  mid-cap  stocks.  So  far  this  year,  the 
Standard  &  Poor's  500-stock  index  is 
up  14.3%,  well  ahead  of  9.9%  for  the 
s&P  MidCap  400  and  7.4%  for  the  s&P 
SmallCap  600  (chart). 

Despite  the  most  positive  environment 
for  equities  since  the  1950s,  some  of  the 


pros — especially  those  who  control  orh- 
fluence  large  pools  of  equity  capital— ce 
surprisingly  cuo]  Inward  stocks.  Sh 
momentum  can  take  the  market  upti 
additional  5%,  says  Byron  R.  Wien,  Lb. 
investment  strategist  for  Morgan  Stany. 
Dean  Witter,  and  Discover,  "but  thei 
will  get  volatile,  and  ugly."  Wien  to 
been  advising  his  clients  to  raise  cash,  r- 
guing  that  the  economy  is  strengthen  1 
so  much  that  long-term  interest  rail 


it 
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cket  toward  7.5%  or  8%  and  blow 
lole  in  the  stock  market, 
ironger  U.  S.  economy  in  the  sec- 
ilf?  Not  likely.  The  economy  is  al- 
showing  signs  of  slowing  from 
st  quarter's  blistering  5.8%  gdp 
i.  The  second  quarter  could  come 
ow  as  3%.  There's  a  good  chance 
ilicymakers  at  the  Federal  Re- 
Board  are  also  expecting  growth 
ierate.  After  hiking  short-term 
it  rates  a  quarter 
in  March  to  cool 
onomy  and  ward 
Nation,  the  Fed 
members  declined 
e  any  action  at 
lay  meeting. 
,  even  with  a 
op  of  steady  in- 
rates  and  sur- 
ly good  earnings, 
nvestors  are  con- 
about  valuation 
Drs.  The  market's 
larnings  ratio  is 
;han  21,  and  the 
id  yield,  just  1.75%.  But  recall 
Locks  looked  richly  valued  one 
id  1600  Dow  points  ago,  and  the 
I  kept  rising  nonetheless. 
•nce.  "Those  who  have  become 
;d  with  valuation  measurements 
nissed  the  market,"  says  Ray- 
A  Worseck,  chief  economist  for 
Idwards  &  Sons.  "There  are  plen- 
people  who  are  trying  to  talk 
he  market  because  some  magical 
r  in  their  model  has  been  violat- 
eck,  even  Fed  Chairman  Alan 
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Greenspan  couldn't  talk  the  market 
down  from  its  heights. 

What  many  valuation  models  don't 
factor  in  is  the  extraordinary  demand 
for  stock  from  individuals,  mutual  funds, 
foreigners,  and  coiporations.  That's  what 
mutual-fund  manager  Tom  Gunderson 
of  Advantus  Capital  Management  in 
Minneapolis  discovered.  During  1995  and 
1996,  his  usually  reliable  asset  alloca- 
tion model,  which  he  used  to  apportion 
fund  assets  among 
stocks,  bonds,  and  cash, 
left  him  with  too  few 
stocks  and  lagging  re- 
turns. Back  at  the 
drawing  board  he  real- 
ized, despite  a  booming 
market  for  new  issues, 
that  demand  was  over- 
whelming supply  by  2%, 
putting  upward  pres- 
sure on  prices. 

The  resilience  of  the 
bull  market  is  remark- 
able— and  is  what 
makes  market  maven 
Laszlo  Birinyi  of  Birinyi  Associates  Inc. 
upbeat.  "When  the  market  goes  down, 
it's  usually  because  investors  became 
price-sensitive  and  stopped  buying,  not 
because  of  a  huge  amount  of  selling," 
he  says.  Such  behavior,  he  adds,  sug- 
gests investors  are  not  acting  recklessly. 

Ironically,  the  evidence  shows  that 
bearish  sentiment  is  a  plus  for  the  mar- 
ket, notes  Richard  Bernstein,  director  of 
quantitative  research  at  Merrill  Lynch 
&  Co.  The  reason:  Bad  news  is  already 
discounted  and  investors  have  lots  of 


THE  BIG  STOCKS  MAKE 
THE  BIGGEST  GAINS 
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cash.  And  right  now,  investment  advisers 
are  downbeat.  One  of  Bernstein's  indica- 
tors measures  the  equity  allocations  rec- 
ommended by  Wall  Street  strategists. 
Late  last  year,  that  indicator  went  below 
50%,  and  whenever  that  happens,  stocks 
gain  some  20%  in  the  next  12  months. 

Perhaps  the  hardest  decision  facing 
investors  now  is  whether  to  stay  with 
the  pricier  large-cap  growth  stocks  that 
have  done  so  well  or  to  turn  to  the  re- 
covering small-  and  mid-caps.  Edward 
Keely,  portfolio  manager  of  Founders 
Growth  Fimd,  has  invested  in  secondary 
stocks  such  as  lam  Research,  Sunbeam, 
and  Qualcomm,  but  still  thinks  the  best 
opportunities  are  in  the  big  companies 
like  American  Home  Products,  Lucent 
Technologies,  and  Northern  Telecom. 

Some  investors  may  wish  to  hedge 
by  taking  some  profits  in  big-caps  and 
investing  in  smaller  issues.  But  the  most 
important  thing:  Stay  on  the  mountain. 

By  Jeffrey  M.  Laderman  in  New  York 
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HE  MARKET  OVERVALUED? 


d  Bernstein,  38,  director  of 
utive  research  at  Merrill 
&  Co.,  uses  computers  to 
3  data  on  thousands  of  com- 
in  search  of  winning  invest- 
trategies. 

IE  VALUATION  OF  THE 
<  MARKET 

tock  market  is  fairly  valued, 
'e  not  even  been  close  to 
uation  extreme  of  1987. 
arket's  price-earnings  ratio 
sn  higher  in  1992.  People 
enly  equate  price  apprecia- 
th  overvaluation." 

IE  CASE  FOR  STOCKS 

interest  rates  easing  and  earn- 
ronger  than  expected,  valua- 
improving.  In  addition,  corn- 
have  so  much  cash  they'll  be 
to  spend  it  on  dividends,  buy- 
and  acquisitions." 


RICHARD  BERNSTEIN  Merrill  Lynch 


ON  THE  IMPACT  OF  INTEREST 
RATES  ON  STOCKS 

"The  stock  market  will  be  increasing- 
ly sensitive  to  changes  in  interest 
rates.  That's  because  as  the  growth 
rate  of  corporate  earnings  slows  down, 


earnings  play  less  of  a  role  in 
determining  the  value  of  stocks. 
So,  interest  rates  take  on  even 
more  importance." 

ON  TECHNOLOGY  STOCKS 

"Technology  stocks  are  the  most 
dollar-sensitive  of  all  industry 
groups,  so  the  weakening  dollar 
should  help  them  .  But  a  slowing 
economy  could  cause  some  prob- 
ems,  too,  since  technology  is 
capital  spending.  I  still  expect 
tech  stocks  to  outperform  the 
market  in  1997." 


ON  LARGE-CAP  VS.  SMALL-CAP 
STOCKS 

"The  economy  is  slowing,  so  I'd 
stick  with  high-quality,  large-cap 
stocks.  Small-caps  do  best  when 
growth  is  accelerating.  Over  the  next 
year,  the  gap  between  the  perfor- 
mance of  large-cap  and  small-cap 
stocks  will  widen." 
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RIDING  TECH  STOCKS 
TO  GREATER  HEIGHTS 


Expect  growth  in  chips,  but  beware:  This  bull  market  can  buck  you 


It  was  bound  to  happen.  A  two-year 
rally  that  more  than  doubled  the  val- 
ue of  technology  stocks  finally  ended 
with  a  sharp  about-face  early  this 
year.  The  sell-off  was  triggered  on  Jan. 
22  by  worries  about  a  slowdown  at  net- 
working companies.  From  the  Jan.  22 
peak  to  the  trough  on  Apr.  25,  tech 
stocks  dropped  14.4%,  as  measured  by 
the  Pacific  Exchange  Tech  Index.  Net- 
working stocks  plummeted  34%. 

But  the  powerful  boom  in  high-tech 
stocks  seems  far  from  over.  They've 
come  roaring  back  since  their  April  low. 
Even  potentially  disastrous  news  on 
May  30  about  sharply  lower  second- 
quarter  profits  at  Intel  Corp.  wasn't 
enough  to  spoil  a  powerful  May  rally 
that  pushed  tech  stocks  to  new  highs 
for  the  year.  Through  June  2,  the  Pacif- 
ic Exchange  Tech  Index  was  up  16.3%, 
slightly  outpacing  the  Standard  &  Poor's 
500-stock  index,  which  was  up  14.5%. 
Networking  stocks,  which  are  heavily 
owned  by  momentum  investors  looking 
for  rapid  growth,  skyrocketed  39% 
through  June  2. 

Many  tech  gurus  are  bullish  on  the 
second  half.  Two  concerns  are  the 
perennial  summer  sell-off  and  a  poten- 
tial price  war  in  the  personal-computer 
industry.  Yet  Intel's  bombshell  failed 
to  change  analysts'  generally  rosy  out- 
look. The  reason:  Most  tech  companies 
are  still  making  big  profits.  Industry 
earnings  are  expected  to  be  up  30%  in 
the  second  half,  according  to  analyst 
estimates  compiled  by  First  Call. 
"We've  had  a  major  bear  market  with 
absolutely  no  change  in  industry  fun- 
damentals," says  Garrett  R.  Van  Wag- 
oner, a  small-cap  specialist  who  man- 
ages three  mutual  funds  under  his 
name.  "There  are  unbelievable  values 
out  there,"  he  says. 
"DIRT  CHEAP."  In  the  second  half,  the 
most  closely  watched  segment  of  the 
high-tech  industry  will  be  small-cap  tech 
stocks,  where  analysts  are  eagerly  an- 
ticipating a  rebound  following  the  most 
severe  correction  in  years.  From  May 
21,  1996,  to  Apr.  25,"  1997,  the  Ham- 
brecht  &  Quist  Growth  Index,  which 


tracks  275  small  tech  stocks,  dropped 
42%,  while  the  s&P  500  rose  12%.  Al- 
berto W.  Vilar,  head  of  Amerindo  In- 
vestment Advisors  Inc.,  says  that  was 
the  worst  fall-off  in  small  tech  stocks 
since  the  crash  of  1987.  As  a  result, 
"small-cap  tech  stocks  are  dirt  cheap 
compared  to  stocks  in  the  s&P  500."  He 
predicts  the  h&q  Growth  Index  will  dou-  I 
ble  in  the  next  three  to  five  quarters,  I 
outperforming  the  market. 

Many  tech-stock  gurus  are  hedging  j 
their  bets,  buying  both  small  and  large  j 
tech  issues.  They're  focusing  on  nar-  j 
row  sectors.  One  current  favorite:  spe- 
cialty semiconductors.  Communications-  f 
equipment  companies  are  close  behind. 
Their  least  favorite  sector  is  personal 
computers,  where  some  analysts  are 
worried  about  low  margins  and  stiff 
competition. 

The  two  top  technology  mutual  funds 
in  the  first  half  both  made  their  money 
in  chip  stocks  and  are  maintaining  the 
strategy  going  into  the  second  half. 
James  K.  Renck,  manager  of  Merrill 
Lynch's  Technology  Fund — up  24.5% 
through  June  2 — has  fully  60%  of  his 
fund's  $650  million  in  assets  in  a  small 
group  of  semiconductor  stocks.  Among 


TOP  TECH  BETS 


COMPANY 

PRICE* 

P-E 

COMMENT 

ARBOR  SOFTWARE 

39X 

39 

Fast-growing  maker  of  online 

analytical  software 

ASCEND 

35 

Cascade  acquisition  makes  it  dominant 

player  in  remote-access  market 

COMPAQ 

107^ 

17 

Leading  changes  in  PC  marketing,  but  faces 

risk  of  price  war 

EFI 

41^6 

25 

Beat  earnings  estimates  last  four  quarters 

LSI 

43 

30 

Gaining  ground  in  specialty  chip  market 

SIERRA 

24 

27 

New  Internet  products  expected  to  boost 

SEMICONDUCTOR 

profits 

TERALYNE 

43X 

33 

Big  new-product  cycle  ahead 

TEXAS  INSTRUMENTS 

88^ 

26 

Less  dependent  on  low-margin  memory  chips 

VIASOFT 

55 

102 

Big  player  in  year  2000  software  problem 

*As  of  June  2 

DATA:  SURVEY  OF  ANALYSTS;  BLOOMBERG  FINANCIAL  MARK 
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holdings  are  Micron  Technology 
ational  Semiconductor,  both  up 
r  in  the  first  half, 
ility's  Kaplan,  whose  fund  was 
h  through  June  2,  recently  held 
Instruments,  asm  Lithography 


gs,  and  Altera  as  his  three  top 
,s  of  Mar.  31.  Kaplan  won't  dis- 
'hether  he  still  owns  the  stocks, 
says  semiconductor  stocks  re- 
lis  favorites,  even  after  Intel's 
ws. 

;her  self-described  "chiphead"  is 
Landis,  co-manager  of  the  Inter- 
Investments  Technology  Value 
last  year's  top  technology  fund, 
rarite  semiconductor  stocks  in- 
^evel  One  Communications  Inc. 
;rra  Semiconductor  Corp.,  which 
lake  communications  chips  that 
id  to  maintain  the  Internet.  Lan- 
o  likes  networking  stocks.  His 
:ks  are  Cisco  Systems  and  As- 


cend. He  owned  them  at  the  bottom — 
his  fund  was  down  35%  at  one  point — 
and  he  has  held  them  through  the  rally. 
Ascend  is  55K,  down  from  its  peak  of  78 
in  January.  His  fund  was  ahead  17.9%  as 
of  June  2. 

Other  investors  are  eyeing  bargains 
in  software  stocks.  Van  Wagoner  likes 
Technology  Modeling  Associates,  which 
specializes  in  arcane  software  that 
simulates  semiconductor  designs 
before  they  are  actually  made.  At 
a  recent  price  of  12%,  the  company 
trades  at  17  times  1998  earnings. 
Van  Wagoner  says  that's  cheap  con- 
sidering that  he  expects  profits  to 
grow  40%  next  year.  Michael  J. 
Mufson,  co-manager  of  Putnam's 
otc  &  Emerging  Growth  Fund, 
likes  software  companies  that  stand 
to  gain  from  the  year  2000  glitch 
that's  expected  to  disrupt  millions 
of  computers.   One   favorite  is 
Compuware  Corp.,  which  at  48 
trades  at  about  23  times  Mufson 's  ex- 
pected 1998  earnings. 
WAR  GAMES.  Large-cap  stocks  remain  a 
relatively  safe  haven,  as  some  investors 
see  it.  "Critical  mass  and  market-share 
domination  are  still  important  traits  for 
technology  companies  in  1997,"  says 
John  T.  Wilson,  who  manages  $4.5  billion 
for  State  Street  Research  &  Manage- 
ment in  Boston.  He  likes  Compaq  be- 
cause, he  says,  "its  innovative  approach 
to  selling  PCs  is  putting  pressure  on  IBM 
and  Hewlett-Packard."  He's  not  wor- 
ried about  a  price  war  because  "there's 
always  been  a  price  war  in  the  PC  mar- 
ket." Wilson  also  likes  L.  M.  Ericsson 
and  Motorola  Inc.,  which  stand  to  be 
winners  in  the  shift  from  analog  cellular 
telephones  to  digital  phones. 

Barry  F.  Bosak,  Smith  Barney  Inc.'s 
top  tech  maven,  is  an  IBM  bull.  He  ar- 
gues that  Big  Blue  is  a  buy  even  though 
it  recently  hit  its  all-time  high,  because 
its  price-earnings  ratio  is  only  11.7  times 
his  estimated  1998  profits.  IBM  closed 
on  June  2  at  87%,  up  35%  from  its  low 
on  Apr.  4.  And  he  thinks  IBM's  business 
will  be  goosed  by  a  new  mainframe 
computer  due  out  this  summer. 

Despite  his  fondness  for  IBM,  Bosak 
advises  investors  to  avoid  most  high- 
]  profile  tech  stocks.  "You're  better  off  if 
|  you  stay  out  of  the  limelight,"  he  says. 
:,  Well-known  companies  are  more  likely 
to  be  caught  in  a  downdraft,  says 
|  Bosak,  and  investors  can  almost  be 
j  guaranteed  that  one  will  occur.  "The 
I  choppiness  is  enough  to  make  you  sea- 
sick," Bosak  says.  Bosak  likes  emc  Corp. 
and  Storage  Technology  Corp.,  which 
\  both  make  computer-memory  devices. 

High  tech  is  still  a  great  place  to  in- 
I  vest.  But  make  sure  you've  got  a  strong 
stomach. 

By  Geoffrey  Smith  in  Boston 


PICKING  AN 
ELECTRONIC  BRAIN 


ANDREW  KAPLAN 

Manager,  Fidelity  Select 
Electronics  Portfolio 


Andrew  Kaplan  has  headed  Fidelity 
Investments'  $1.8  billion  Select  Elec- 
tronics Fund  since  August,  1996. 
Through  June  2,  his  fund  urns  up  17%. 

ON  WHETHER  TECH  STOCKS 
ARE  OVERVALUED 

"No,  except  for  networking  stocks. 
Earnings  for  every  [other]  major 
group,  including  semiconductors, 
personal  computers,  telecommunica- 
tions, and  software,  have  hit  new 
highs.  There  are  still  reasonably 
priced  stocks  around." 

ON  WHAT'S  REASONABLY  PRICED 

"My  rule  of  thumb  is  to  never  pay 
over  30  times  next  year's  earnings. 
It's  really  hard  to  make  money  on  val- 
uations any  higher  than  that.  A  com- 
pany's profits  may  grow  100%,  but 
not  forever." 

LARGE  TECH  STOCKS'  SAFETY 
VS.  SMALL  TECH  STOCKS' 

"The  only  relative  safety  is  when  you 
buy  at  a  low  p-e.  But  with  large-cap 
stocks  outperforming  small  caps 
recently,  I've  shifted  my  fund  weight- 
ing toward  smaller  tech  stocks." 

HIS  FAVORITE  TECH  SECTORS 

"Semiconductor  equipment  makers, 
telecommunications  equipment  sup- 
pliers [wireless  and  other  emerging 
portable  markets],  and  applications 
software  makers." 

SECTORS  TO  AVOID 

"I'm  worried  that  a  personal-computer 
price  war  is  coming  as  companies  vie 
to  expand  market  share." 
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An  intranet      is  excellent  at  putting  information  at  the  fingertips  of  the  people  who  need  it. 
An  intranet      will  take  monthly  sales  figures  and  publish  them— to  the  department  or  to  the  entire 
global  organization. 

An  intranet      can  walk  every  new  employee  through  the  company  benefits  package  and  sign  them  up 

for  a  dentist,  an  HMO  and  a  401(k). 
An  intranet      will  let  you  work  hand  in  hand  with  outside  vendors  and  still  keep  your  secrets  safe. 
An  intranet      can  deliver  a  video  seminar  or  briefing  or  training  program  to  any  desktop  on  demand. 
An  intranet      will  let  everyone  in  the  department  take  a  crack  at  the  business  plan  simultaneously. 

It  will  keep  them  on  track  and  working  together  until  they  get  it  right. 


In  other  words,  an  intranet  will  do  pretty  much  whatever  you  want  in  the  way  of  information 
wrangling.  And  it  will  do  it  quickly  and  efficiently,  providing  you  have  the  right  stuff. 
Windows  NT'  Server  and  Microsoft"  BackOffice'  is  that  stuff.  Windows  NT  gives  you  what  you 
need  to  build  an  intranet  right  now,  today.  And,  if  and  when  you  need  the  more  sophisticated 
stuff,  Microsoft  BackOffice  server  applications  offer  a  complete  range  of  solutions  that  plug 
right  into  your  Windows  NT  system.  So  it's  sophisticated  but  still  simple. 


So  visit  our  Web  site,  read  the  case  studies  and  see  what  other  companies  have  done.  Microsoft  BackOffice 
server  applications  and  Windows  NT  Server  can  make  this  intranet  thing  a  lot  easier  than  you  might  think. 


My,  what  powerful  fingt 


www.microsoft.com/backoffice/ 


Where  do  you  want  to  go  today? 


Microsoft 


©1997  Microsoft  Corporation  All  rights  reserved.  Microsoft,  Where  do  you  want  to  go  today?  and  Windows  NT  are  registered  trademarks  and  BackOffice  and  the  BackOffice  logo  are  trademarks  of  Microsoft  Corporation 
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EVERYBODY'S 
TALKING  TAKEOVER 


Companies  have  loads  of  cash-so  figure  on  some  big  buyouts 


No  matter  how  you  slice  it, 
takeovers  are  on  a  streak,  get- 
ting hotter  as  the  stock  market 
has  run  up  to  record  highs. 
"They'll  accelerate  and  will  likely  con- 
tinue to  boil  over  in  the  next  6  to  12 
months,"  says  E.  Michael  Metz,  invest- 
ment strategist  at  Oppenheimer  &  Co. 
That's  what  he  forecast  last  year  for 
1997,  and  he  was  on  the  money.  Pres- 
sure on  companies  to  broaden  their  sales 
bases  and  widen  their  profit  margins 
will  continue,  he  notes. 

Other  buyout  experts  agree.  They 
figure  there  will  not  only  be  plenty  of 
deals  but  they'll  also  be  huge.  Witness 
reports  that  at&t  is  discussing  a  possi- 
ble $50  billion  merger  with  sbs  Com- 


munications Inc.  sbs  itself  acquired,  only 
last  March,  another  Bell  company — Pa- 
cific Telesis  Group.  This  is  the  biggest 
deal  ever,  and  Metz  thinks  it  suggests 
the  size  of  proposed  buyouts  or  mergers 
will  no  longer  be  a  hindrance. 

The  stock  market's  unrelenting  ad- 
vance has  helped  the  large  companies 
continue  their  acquisition  binge.  Cash 
hasn't  been  scarce  either.  Companies 
have  hoards  of  cash,  and  banks  have 
been  only  too  willing  to  provide  highly 
lucrative  loans  for  takeover  deals. 

Where  will  the  next  round  of  buy- 
out deals  come  from?  The  juiciest 
takeover  bets  are  to  be  found  mainly  in 
the  technology,  banks,  basic  materials 
(metals,  chemicals,  and  paper),  telecom- 


munications, insurance,  and  the  shin- 
ties industries  (table),  say  the  exrjrts. 

In  technology,  Metz  is  convincecphal 
Digital  Equipment  Corp.  has  bebit 
a  ripe  target  for  Compaq  Compe> 
Corp.  He  notes  that  the  lawsuii  i 
countersuit  between  Digital  and  me 
Corp.  have  made  Digital  more  viUt 
able  to  a  takeover,  since  the  battLiWil 
hamper  Digital's  business  and  \u 
its  stock.  Metz  figures  that  Diia 
now  at  34><-it  traded  as  high  as  (7 
year  ago — is  worth  $50  a  share  I 
buyout. 

NETS  AND  PHONES.  Computer  net #1 
ing  stocks  have  been  on  a  roll  ofl 
partly  because  of  persistent  takJU 
talk.  Whispers  about  buyouts  ha\||i 
creased  in  the  aftermath  of  3Com{le 
cent  bid  to  buy  U.  S.  Robotics  anals 
cend  Communications'  offer  to  ac«jr< 
Cascade  Communications.  The  stop 
one  networking  company.  Bay  \i 
works  Inc.,  a  maker  of  high-spec 
routers  and  wide-area-network  aijesf 
devices,  jumped  from  15  in  Marc  t 
24X.  A  California  money  manager, . 'Ik 
has  been  accumulating  shares  offoi 
Networks,  is  convinced  that  giantuu 
cent  Technologies  Inc.,  the  AT&T  M 
off,  is  interested  in  the  company,  ia; 


BEST-IN-CLASS  TOWING.  THE  PROPERLY  EQUIP! 


BIG  BOAT 


www.ford.com 


Networks  could  fetch  35  in  a  buyout. 

In    telecommunications,  Glenayre 
Technologies  Inc.  is  being  eyeballed  by 
Swedish  telecom  giant  L.  M.  Ericsson, 
according  to  a  New  York  hedge  fund 
manager.  Glenayre,  a  leading  supplier 
of  telecom  equipment  and  related  soft- 
ware for  paging  and  wireless  communi- 
cations companies,  has  been  a  stock  on 
fire  since  late  April,  when  it  was  trad- 
ing at  8.  It  has  leaped  to  15  on  heavy 
volume,  partly  because  of  recurring 
takeover  speculation. 

That  prompted  the  company  to 
adopt  an  antitakeover  poison  pill  on 
May  23,  fueling  even  more  takeover- 
speculation.  Interest  in  Glenayre  has 
been  stoked  in  part  by  the  current 
consolidation  going  on  in  the  telephone 
business.  The  smaller  outfits  have  now 
become  prize  targets,  says  the  hedge 
fund  pro. 

Among  such  smaller  companies, 
little-known  Group  Long  Distance,  a  re- 
seller of  long-distance  and  other  com- 
munications services  to  small  businesses, 
is  a  ripe  takeover  candidate,  says  ana- 
lyst Richard  J.  Paone  of  L.  T.  Lawrence 
&  Co.,  a  New  York  investment  firm. 

The  company  that's  rumored  to  be 
interested:  Tel-Save  Holdings  Co.,  which 
already  owns  a  9%  stake.  Group  Long- 
Distance,  which  has  been  growing  at  a 
fast  clip,  buys  its  time  from  Tel-Save, 
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at&t's  largest  long-distance  wholesaler. 
Group  Long  Distance's  sales  have  grown 
from  $9.4  million  in  the  year  ended 
April,  1995,  to  an  estimated  $23  million 
in  fiscal  1997.  And  earnings  before  in- 
terest, taxes,  depreciation,  and  amorti- 
zation have  risen  from  $471,000  to  $2.1 
million  during  the  same  period. 

"Bigger  telephone  companies  are 
looking  to  gobble  up  companies  of 
Group  Long  Distance's  size,"  notes 
Paone,  as  they  seek  to  spread  their 
wings.  "Whether  or  not  it  wants  to, 
Tel-Save  may  have  to  acquire  Group 
Long  Distance  lest  someone  else  buys 
it  and  runs  its  traffic  through  some 
other  companies  like  Sprint,  mci  Com- 
munications, or  WorldCom,"  says 
Paone.  Trading  at  4%  Group  Long  Dis- 
tance is  worth  as  much  as  11,  says 
Paone.  He  expects  the  company  to  earn 
33(2  a  share  in  1998. 
DRUGSTORE  deal?  Investment  adviser 
Charles  LaLoggia,  who  has  been  on  a 
roll  in  spotting  takeover  candidates,  is 
betting  on  Genovese  Drug  Stores  Inc., 
which  operates  122  stores  in  the  New 
York  City  area.  "Genovese  is  an  ideal 
takeover  target  for  one  of  the  large 
drugstore  companies  seeking  to  expand 
through  acquisitions  in  the  Northeast," 


says  LaLoggia,  who  edits  the  newsletter 
Special  Situation  Report.  He  figures 
that  Genovese,  trading  at  15%,  is  worth 
25  in  a  buyout,  based  on  recent  deals  in 
the  consolidating  drugstore  industry.  He 


WHISPER  STOCKS 


TAKEOVER 


STOCK 

PRICE* 

VALUE 

AAMES  FINANCIAL 

13ft 

25 

ALUMAX 

38ft 

52 

BAY  NETWORKS 

24ft 

35 

BOWATER 

48K 

65 

DIGITAL  EQUIPMENT 

34% 

50 

GENOVESE  DRUG  STORES 

15K 

25 

rrnoriA  pin  f 

btUKulA  bULr 

LO/2 

40 

GLENAYRE  TECHNOLOGIES 

14ft 

22 

GROUP  LONG  DISTANCE 

4ft 

11 

INLAND  STEEL 

25 

40 

INTEGON 

12ft 

20 

JOHN  ALDEN  FINANCIAL 

20ft 

28 

LEHMAN  BROTHERS 

39ft 

50 

LITTLE  SWITZERLAND 

5ft 

12 

MELLON  BANK 

m 

80 

*As  of  June  2 

DATA  BW  SURVEY.  BLOOMBERG  FINANCIAL  MARKETS 


has  reason  to  be  confident:  Twel> 
his  15  takeover  picks  have  rectta 
takeover  bids  in  the  past  15  mont . 

In  financial  services,  one  comji 
that  is  expected  to  be  in  the  njoi 
mill  soon  is  Aames  Financial  Cjrj 
which  provides  home-equity  loail 
23  states,  mainly  to  people  who  w 
I  significant  equity  in  their  homeas 
who  have  "subprime,"  or  poor,  cw 
ratings. 

One  New  York  money  managed 
gues  that  an  acquisition-hungry  ja 
chiser  and  financing  company  is  hi  i 
!  the  trail  of  Aamcs.  One  reason:  Aai;: 
|  shares  have  dropped  sharply  since  | 
March,  partly  because  it  disappob 
some  analysts  on  earnings. 

Beaten  down  from  32  in  mid-M- 
to  13X  on  June  2,  the  stock  has  att  < 
ed  the  attention  of  bargain  hunters.* 
of  them:  the  Fesbach  brothers,  b<i 
known  on  Wall  Street  in  the  1980* 
their  aggressive  short-selling  of  st<l 
But  this  time,  the  Fesbachs  are  but 
on  Aames — with  or  without  a  taketi 

A  year  from  now,  the  play  oni 
Street  may  be  somewhere  else.  Bui 
now,  takeovers  are  where  the  actit 
and  the  payoff — is. 

By  Gene  Marcial  in  New  \ 


Play  to  W  n 


The  Dollar  Bul 
Knows  No  Sex 


Wendy  Rue 


The  seventy  most  important  skills,  trans 
and  attitudes  you  need  to  have  a 
successful,  self-directed  career. 


Explores  the  strategies  successful  women 
have  used  and  shows  women  how  to 
achieve  success  in  their  personal  and 
professional  lives. 


Rue  reveals  business  "lessons'  and  the 
inspirational/motivational  aspects  of  her 
rags  to  riches  rise  to  success. 


Turn    your    career    goals    into  reality. 


iin      .<l  I'ih  McGraw  HtUf  ompanui 
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American  Century  Investments 
P.O.  Box  419200 
Kansas  City,  MO  64141-6200 
www.  americancentury.  com 


American  Century 

Morningstar  Ratings  as  of  4/30/97 

Overall 

1-Year 

3-Year 

5-Year 

(out  of  1,929) 

(out  of  3,081) 

(out  of  1,929) 

(out  of  1,101) 

American  Century 

Value 

Income  &  Growth 
Equity  Growth 

***** 
***** 
*  *  *  *  * 

**★* 
★  ★★★★ 

★  ★★★★ 

★  ★★★★ 
***** 

***** 

w  w  w  w  w 

International  Equity  Funds 

(out  of  492) 

(out  of  961) 

(out  of  492) 

(out  of  223) 

Twentieth  Century 

International  Growth 
International  Discovery" 

**★* 
★  ★★★★ 

★  ★★★ 
★  ★★*★ 

★  *★* 
***** 

**** 

Taxable  Bond  Funds 

(out  of  1,193) 

(out  of  1,709) 

(out  of  1,193) 

(out  of  641) 

Benham 

GNMA 

★★★★★ 

*★*★ 

★  ★** 

***★ 

Municipal  Bond  Funds 

(out  of  1,257) 

(out  of  1,745) 

(out  of  1,257) 

(out  of  608) 

Benham 

Limited-Term  Tax-Exempt 
Intermediate  Tax-Exempt 

★★*★★ 
*★★★ 

★  *★* 

★  ★★★ 

***** 
★★*★ 

*★** 

Everybody's  Looking  At  Stars. 
We  Think  You  Should  Look  Deeper. 

Here  are  just  a  few  of  American  Century's  funds  that  have  received 
Morningstar  ratings  of  4  and  5  stars.  While  we're  proud  of  these  rat- 
ings, consider  the  thinking  behind  the  performance.  At  American 
Century,  you'll  find  we  use  disciplined,  time-tested  investment 
strategies.  We  avoid  the  latest  "fads,"and  strive  to  stay  fully  invested 
through  the  ups  and  downs  of  the  market.  We  use  independent 
research  and  proprietary  software  systems  to  uncover  what  we 
believe  to  be  the  best  opportunities.  In  addition,  we  use  a  team 
approach  instead  of  relying  on  an  individual  "star"  fund  manager. 
We  believe  this  gives  us  a  more  consistent  long-term  investment 
strategy.  Although  past  performance  is  no  guarantee  of  the 
future,  our  unique  approach  has  led  to  strong  performance 
across  a  range  of  investment  choices.  Let  us  put  our  disciplined 
approach  to  work  for  you. 
Invest  in  our  thinking. 


1-800-345-2021 


American 
Century, 


gslar  uses  its  own  proprietary  rating  system  to  show  historical,  risk-adjusted  performance  as  of  4/30/97.  GNMA  has  a  four  star  W-i/ear  rating  out  of  273,  and  Intermediate  Tax-Exempt 
ree  star  10-year  rating  out  of 274 funds.  These  ratings  may  change  monthly,  and  they're  calculated  from  the  fund's  one-,  three-  and  five-year  (when  available)  average  annual  returns,  over 
ve  90-day  Treasury  bill  returns,  with  an  appropriate  adjustment  for  fees,  along  until  a  risk  factor  that  shows  the  fund  performance  below  the  returns  for  90-day  Treasury  bill  returns.  Tlie 
r  rating  is  calculated  using  the  same  methodology  but  is  not  a  component  of  the  overall  rating  Tlie  top  10%  of  the  funds  in  a  class  received  five  stars;  the  next  22.5%  received  four  stars 
itional  Discovery  has  a  minimum  investment  of  $10,000.  American  Century  Investment  Services,  Inc.,  ©1997  American  Centun/  Services  Corporation  Please  ask  for  a  prospectus  with 
implete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefully  before  you  invest.  BSW 


HOW  TO  PLAY  THIS  MARKET 


THE  STOCKS  MOST  LIKELY 
NOT  TO  SUCCEED 


Even  in  a  red-hot  market,  huge  numbers  of  declining  issues  have  short-sellers  soaring 


Yes,  a  bull  market  is  raging. 
And  the  response  from  the 
short-selling  community  can  be 
summed  up  in  two  words:  So 
what?  Making  money  by  betting  that 
stocks  will  decline — never  an  easy  feat 
in  even  the  worst  markets — is  actually 
becoming  one  of  the  most  reliable 
ways  of  making  money,  despite  the  in- 
creases in  the  stock  indexes.  With  vast 
numbers  of  stocks  declining,  profession- 
al short-sellers  racked  up  hefty  prof- 
its— 15%  and  better  in  the  first  three 
months  of  1997  alone. 

One  reason  is  the  declines  that  have 
beset  many  small-company  stocks,  par- 
ticularly the  most  heavily  promoted 
micro-cap  stocks.  Such  companies  re- 
main the  most  reliable  short-selling 
candidates.  While  outright  frauds — the 
Nirvana  of  short-selling — are  difficult  to 
find,  short-sellers  remain  on  the  prowl 
for  the  next  Bre-X  Minerals  Ltd.  or 
Centennial  Technologies  Inc.  One  happy 
hunting  ground  is  the  Internet  and  the 
online  services,  where  investor  over- 
enthusiasm  is  rife.  Small  investors  are 
finding  that  checking  out  questionable 
companies  is  easier  than  ever,  with  cor- 
porate filings  on  the  Securities  &  Ex- 
change Commission's  edoar  Web  site 
(page  108). 

UNBOWED.  Some  short-seller  favorites 
have  already  had  big  declines,  and 
shorts  are  wagering  that  the  worst  is 
yet  to  come.  A  good  example  is  Solv-Ex 
Corp.,  a  controversial  Albuquerque  com- 
pany that  has  a  process  for  extracting 
oil  from  tar  sands.  Short-sellers  contin- 
ue to  pile  into  the  company's  NASDAQ- 
traded  stock,  even  though  it  has  de- 
clined 54%  so  far  this  year  as  investor 
doubts  have  mounted.  Shorts  say  that 
the  stock  has  been  easy  to  borrow,  mak- 
ing it  a  good  bet  for  short-selling  for 
even  small  investors.  To  engage  in  a 
short  sale,  an  investor  must  borrow 
shares  and  then  sell  them,  in  the  hopes 
of  being  able  to  replace  the  stock  at  a 
lower  price. 

Another  perennial  short  favorite  that 
has  been  easy  to  borrow  lately — "like 
water,"  says  one  short — is  Presstek  Inc. 


in  Hudson,  N.  H.,  which  is  developing 
new  printing-press  technology.  Press- 
tek's  stock  is  extremely  volatile.  The 
company's  shares  have  soared  recently, 
climbing  18  points  in  two  days,  on  news 
that  would  hardly  budge  most  other 
companies:  a  stock  split.  Shorts  believe 
the  company  is  destined  for  greater 
things — on  the  downside.  "Where's  the 


printing  revolution?"  sneers  one  sh< 
But  Presstek  is  unbowed.  "We  beli 
that  the  company's  business  peri 
mance,  both  financial  and  operation 
has  continued  to  prove  the  shorts  wnptl 
and  will  continue  to  do  so,"  a  spokesp  per. 
son  says. 

Also  turning  up  lately  on  the  shd: 
seller  radar  screens  is  Avant!  Corp- 
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lie  (Calif.)  software  developer, 
ipany's  legal  troubles  are  mak- 
t-sellers  practically  weep  with 
,nt!  incurred  criminal  charges 
16,  when  prosecutors  in  Santa 
)unty,  Calif.,  accused  the  com- 
e  top  executives,  and  two  other 
of  felony  theft  charges  for  al- 
itealing  the  source  code  for  one 
)ftware  products.  On  June  2, 
t  the  financial  wires  that  the 
r  had  been  hit  with  a  share- 
ass  action,  which  cited  the  crim- 
ges.  An  Avant!  spokesman  said 
pany  was  vigorously  fighting 
dnal  charges  and  lawsuit.  The 
's  stock  declined  to  a  52-week 
%  when  the  charges  were  an- 
but  it  has  since  roared  back  to 
1  shrugging  off  the  shareholder 
ie  prominent  short,  who  re- 
anonymity,  believes  that  the 
faith  in  the  company  is  mis- 
le  is  wagering  on  a  share  price 
-with  a  target  price  of  zero, 
er  potential  "zero  target"  for 
;s  is  Cellular  Technical  Services 
ch  develops  billing  and  data- 
ig  software  for  the  cell-phone 
Cellular's  stock  has  fallen  30% 
ds  year,  and  shorts  believe  it's 
for  a  roller-coaster  ride — with 
i  of  track  cut  away.  One  short 
it  the  company's  phone-security 
is  heading  swiftly  toward  ob- 
:e,  because  the  next  generation 
hones  won't  require  it.  Indeed, 
pany  acknowledged  in  one  re- 
spectus,  in  a  lengthy  listing  of 
srs,  that  "technological  changes 
opments  in  the  cellular  indus- 
nld  reduce  or  eliminate  demand 
ompany's  user/device  authenti- 
'oducts." 

BLE  FLAWS.  Yet  another  short- 
wagering  against  a  Canadian 
ling  stock — International  Pre- 
?tals  Corp.,  which  trades  over 
daq  Small  Cap  Market.  Inter- 
was  trading  at  just  over  2  in 
5r,  but  climbed  to  13  in  March, 
n,  Arizona  authorities  main- 
tiat  ipm's  "Black  Rock"  mining 
ler  development  near  Phoenix, 
e  or  no  gold,  contrary  to  the 
r's  statements.  An  ipm  spokes- 
sts  the  company's  assessment  of 
is  correct  and  says  that  ipm 
notice  of  a  possible  suit  against 
ona  officials.  This  short-seller  is 
vith  the  Arizona  authorities, 
,  and  feels  ipm's  shares  are  des- 
collapse. 

worthy  short-selling  candidates 
jrwise  sound  companies — but 
to  have  noticeable  flaws  that 
ell  send  their  share  prices  low- 
outfit  in  this  category  is  Shared 
Systems  Corp.,  which  is  being 


THESE  COMPANIES  MAY  BE  RIDING  FOR  A  FALL 


STOCK 

ACTION 
PERFORMANCE 

ADVANCED  FIBRE 


AVANT! 

CELLULAR  TECH- 
NICAL SERVICES 

INTERNATIONAL 
PRECIOUS  METALS 

LIPOSOME  CO. 


PRESSTEK 


SHARED  MEDICAL 
SYSTEMS 

SOLV-EX 


U.S.  OFFICE 
PRODUCTS 


A  souvenir-collectible  company — and 
overpriced,  from  the  short  perspective 

Its  price-earnings  ratio — 254 — is 
questioned  by  some  shorts 

Legal  troubles  beset  this  software  company 

Its  fraud-protection  software  may  soon 
become  outmoded 

Is  there  gold  in  them  thar  hills? 
Shorts  say  no 

Its  $1  billion  market  capitalization 
may  be  excessive 

The  company's  recent  runup  has  shorts 
zeroing  in 

Shorts  feel  its  software  sales 
will  soon  wane 

A  perennial  short-seller  favorite,  the  shorts 
are  betting  on  still  more  declines 

High  debt  has  drawn  the  attention  of 
one  short-seller 


PRICE 
JUNE  3 

23X 
53K 
21% 

m 

6K 
263* 
87 
50X 

27K 


%  CHANGE 
YEAR-TO-DATE 

31 

-4 

-32 
-33 

43 

39 

22 

3 

-54 
-20 


shorted  by  Manuel  Asensio,  who  runs 
Asensio  &  Co.,  a  money-management 
firm  in  New  York.  Asensio  is  prominent 
among  shorts  for  his  willingness  to  at- 
tach his  name  to  short  sales,  which  has 
won  him  no  fans  among  corporate  man- 
agers. He  has  gained  prominence  for 
his  public  war  of  words  with  Diana 
Corp. — a  war  that  he  has  clearly  won, 
with  Diana's  shares  plummeting  97% 
over  the  past  12  months.  One  company 
that  has  recently  caught  Asensio's  at- 
tention is  Shared  Medical,  now  trading 
at  about  50,  which  Asensio  believes  will 
soon  decline  to  the  area  of  25  to  30. 
Asensio  is  wagering  against  the  com- 
pany in  the  belief  that  its  software  sales 
are  destined  to  decline.  Not  surprising- 
ly, Shared  doesn't,  well,  share  that  view. 
"Our  long-term  goal  is  sales  growth  in 
the  10%  to  15%  range,"  says  Shared 
Vice-President  Michael  Costello. 

Asensio  is  betting  that  a  share-price 
decline  is  also  in  the  offing  for  one  high- 
flying stock,  Action  Performance  Co. 


Online  services  and 
the  Net  are  a  happy 
hunting  ground  for 
shorts  on  the  prowl 
for  weakness 


Action  is  a  designer  and  marketer  of 
collectibles — such  as  miniatures  of  sports 
vehicles — and  also  sells  T-shirts,  key 
chains,  and  other  souvenirs.  Asensio  be- 
lieves the  company's  price-earnings  ratio 
of  40  is  "ridiculous."  He  sees  the  shares, 
now  at  23%,  plummeting  to  12  in  the 
not-too-distant  future. 
RIFE  WITH  DANGER.  One  trait  that 
shorts  often  look  for  is  a  weak  balance 
sheet.  U.  S.  Office  Products  fits  the  bill, 
in  the  view  of  Asensio  and  other  short- 
sellers.  Shorts  note  that  U.  S.  Office  has 
high  debt,  and  Asensio  says  its  "cash 
flow  has  fallen  out  of  bed."  He  believes 
the  company  is  destined  for  a  severe 
decline.  No  way,  responds  U.  S.  Office 
Chief  Financial  Officer  Donald  Piatt, 
who  describes  the  company's  debt  as 
reasonable  and  its  cash  flow  as  strong. 
Another  red  flag  that  shorts  often  seize 
on  is  insider  selling — as  at  Liposome 
Co.,  a  pharmaceutical  outfit.  Shorts  be- 
lieve that  its  high  market  capitaliza- 
tion— $1  billion — is  unsupported  by  the 
company's  prospects. 

Even  though  short-selling  is  more  lu- 
crative than  it  has  been  in  years,  the 
usual  dangers  have  not  gone  away. 
Shorts  are  always  vulnerable  to  manip- 
ulators driving  share  prices  upward, 
putting  them  in  a  "short  squeeze"  that 
can  force  shorts  to  buy  back  their 
shares  at  a  loss.  But  if  you're  patient, 
fear  not.  If  a  stock  is  tiuly  lousy,  you 
will  win  in  the  long  run. 

By  Gary  Weiss  in  New  York 
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Online 


|  Vast  user  friendly  resources  make  the  Internet  a  rich  research  tool-but  traps  abound 


WEB  OF 

HYPE  AND  GLORY 


When  Jean  Mobilia  surfs  the 
World  Wide  Web,  or  prowls 
the  message  boards  of  Amer- 
ica Online,  her  interest  is  far 
from  casual.  One  favorite  stop  is  the 
edgar  database  of  corporate  filings, 
hosted  by  the  Securities  &  Exchange 
Commission.  "I  keep  an  eye  out  for  [SEC 
form]  S-ls,  which  often  disclose  insiders 
selling  stock,"  says  Mobilia.  Often,  she 
has  found,  stock  runups  have  a  way  of 
preceding  insider  sales — a  sneaky  little 
"coincidence"  that  Mobilia  tracks 
through  stock-charting  services  on  AOL 
and  the  Internet,  Insiders  profit  from 
the  runups — and,  thanks  to  the  Internet, 
so  does  Mobilia. 

This  is  the  kind  of  sophisticated  se- 
curity analysis  that  pros  have  been  do- 
ing for  years,  using  expensive  data- 
bases and  SEC-document 
retrieval  services.  But 
the  32-year-old  Mobilia  is 
no  Wall  Streeter.  She  is 
an  executive  recruiter  in 
Los  Angeles — an  ama- 
teur, part-time  investor 
who  is  totally  self- 
educated  in  finance.  And 
she  doesn't  use  costly 
services.  Her  gumshoe 
work,  which  includes 
sorting  through  reams  of 
sec  documents  that  can 
cost  thousands  of  dollars 
from 
sets 


boards  of  the  Internet  as  well  as  Amer- 
ica Online  (which  hosts  Business  Week 
Online)  have  become  "must  read" — par- 
ticularly for  investors  who  track  small 
over-the-counter  stocks  that  are  little 
followed  by  the  Street.  "I  use  the  mes- 
sage boards  and  chat  rooms  to  do  my 
due  diligence — to  find  out  if  a  company 
is  hyping  its  stock,"  says  one  prominent 
short-seller  who  requested  anonymity. 
But  so  can  the  little  guy,  for  the  Net  has 
helped  level  the  info  playing  field. 

The  amount  of  useful  information  that 
has  come  online  in  recent  months  is 
staggering.  It  includes  filings  for  just 
about  every  company  and  mutual  fund, 
available  through  a  vastly  expanded  sec 
Web  site.  Virtually  every  major  company 
has  its  own  Web  site,  and  they  can  vary 
from  totally  useless  to  valuable  sources 


USEFUL  WEB  SITES  FOR  INVESTORS 


www.bloomberg.com/bbn/index.html 
Highlights  from  the  Bloomberg  news  service 

www.businessweek.com 
Current  issue,  archives,  and  an  assortment  of  worthwhile  data 

www.morningstar.net 
A  compendium  of  mutual-fund  data  and  market  news 

www.nasdr.com 
Is  your  broker  behaving?  To  be  sure,  go  here 

www.nasaa.org 


document  services,  , 

her  back  all  of  i     use^ul  destination  if  you  have  a  beef  with  your  broker 


$19.95  a  month — the  cost 
of  an  AOL  subscription. 
ROGUE  WATCH.  As  Mobil- 
ia's  experience  indicates, 
the  Internet  has  become 
a  routine  tool,  even  a  ne- 
cessity, for  investors,  both 
small  fry  and  pros.  The 
dangers  of  old — Internet 
scams — are  still  worri- 
some. But  overall,  the 
good  has  come  to  far  out- 
weigh the  lousy.  Today, 
online  resources  are  huge, 
and  increasingly  user- 
friendly.   The  message 


S&P  EQUITY  INVESTOR  SERVICE 

www.stockinfo.standardpoor.com 

News  headlines  and  stock  picks  from  Standard  &  Poor's 

.  www.sec.gov 
The  granddaddy  of  regulator  Web  sites — documents  galore 

www.techstocks.com 
Popular  discussion  forums  featuring  small-cap  companies- 
beware  the  hype 

www.usatoday.com/money/mfront.htm 

A  particularly  comprehensive  assortment  of  news  and  data 

www.quote.yahoo.com 
Chock  full  of  data,  news,  and  stock  quotes 


DATA:  BUSINESS  WEEK 


of  corporate  insight.  Even  sec  and| 
tional  Association  of  Securities  Dei 
disciplinary  actions  are  available  to 
one  with  Internet  access,  thus 
some  investors  the  ability  to  watc 
for  rogue  brokers — though  discip' 
histories  remain  offline  so  far.  Int 
indexes  such  as  Yahoo!  and  Web 
sponsored  by  companies,  publicati 
and  exchanges  are  among  the  multil 
of  research  tools  that  can  prove  in 
able  for  investors  (chart). 

That's  a  far  cry  from  the  state  o| 
fairs  barely  two  years  ago,  when 
Internet  and  online  services  were  a 
of  Dodge  City — wild,  freewheeling, 
even  lawless.  Internet  message  bo; 
and  World  Wide  Web  sites  had  begu 
attract  a  small  but  dedicated  cadr| 
computer-savvy  investors,  who  ofte 
victim  to  stock  pro 
ers    and  "pump 
dump"  scam  artists.  1 
would  buy  shares, 
them  on  the  Inter 
and  then  sell  them, 
ing  small  investors  h 
ing  the  bag.  Promo 
and  scamsters  are 
out  in  force  on  the 
ternet — and  can  pre 
a   serious  danger 
investors. 

Also  potentially  ti| 
blesome  is  the  naivety 
self-appointed  gurus, 
are  a  source  of  hyp 
and  sometimes  enlighlf 
merit — on  the  Inter 
and  aol  message  boaiji 
Elsewhere  on  aol 
Motley  Fool  investm 
site  has  developed  a 
lowing.  Alas,  invest 
who  replicated  the  mujj 
ballyhooed  "Fool  Porf 
lio"  a  year  ago,  when 
popularity   was  at 
peak,  have  seen  th 
holdings  decline  27%  j 
cause  of  some  less-thk 
propitious  stock  picks. 
The  worst  abuses,  h( 
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A  better  way  to  control  your  investments. 


ONE  COMPANY. 
ONE  STATEMENT. 

ONE  CALL. 
ONE  GREAT  WAY 
TO  MANAGE  YOUR 
MUTUAL  FUNDS. 


FIDELITY  INVESTMENTS* 


NETWORK 


Consolidate  for 
more  control 

Having  multiple  funds  at  multiple 
companies  can  make  it  difficult  to 
keep  track  of  your  investments. 
With  FundsNetwork,  you  can 
manage  all  your  holdings  -  Fidelity 
and  non-Fidelity  funds  -  from  one 
place.  The  result'  Better  control  of 
your  mutual  fund  portfolio. 


3,300  mutual 
fund  choices 

FundsNetwork  offers  more  than 
3,300  funds  from  over  300 
companies,  including  Fidelity 
And  you  can  choose  from  over 
700  no-load  funds  without  paying 
any  transaction  fees  to  Fidelity! 

Less  paperwork 

One  consolidated  monthly  statement 
lets  you  view  all  of  your  funds  -  as 
well  as  your  IRA  holdings  -  at  a 
glance.  So,  you'll  be  able  to  assess 
and  control  your  financial  position 
quicker  and  more  easily 


One  call  does  it  all 

With  FundsNetwork,  you'll  be 
able  to  quickly  respond  to  your 
changing  needs  with  one  phone 
call.  For  more  information,  or  to 
transfer  your  holdings  right  now, 
just  dial  1-800-544-3025. 


Call  today 
for  your  free  copy  of 

FundsNetwork 
FundScreens,  a  list  of 
highly  rated  funds. 


1-800-544-3025 


www.fidelity.com 


VISIT  YOUR  LOCAL  INVESTOR  CENTER 


Fidelity 


Investments 


TDD  SERVICE:  1-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET. 

For  more  complete  information  on  any  fund  available  through  FundsNetwork,  including  charges  and 
expenses,  call  for  a  free  prospectus.  Please  read  it  carefully  before  you  invest  or  send  money. 

'All  fees  as  described  in  the  funds'  prospectuses  still  apply.  Fidelity  Brokerage  Services,  Inc.  or  affiliates  may  be 
remunerated  for  providing  certain  recordkeeping  and  shareholder  services  to  the  fund  families.  For  more  information  on 
the  FundsNetwork  program,  call  for  a  FundsNetwork  Performance  Directory.  Fidelity  Brokerage  Services  Inc 
Member  NYSE,  SIPC.  2b/3 1 1 58.00 1 
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ever,  are  being  curbed. 
Once  somnolent  federal 
and  state  regulators  have 
begun  a  crackdown,  pur- 
suing online  stock  scams, 
notably  Internet  newslet- 
ters and  message  boards 
where  stocks  are  promot- 
ed. One  growing  problem 
that  barely  touched  online 
investors  until  recent 
months  is  junk  E-mail,  or 
"spamming,"  as  a  medium 
for  stock  promoters.  "It  is 
one  of  the  main  areas  we 
receive  complaints  about 
nowadays,"  says  John 
Stark,  an  sec  special 
counsel  who  heads  the 
agency's  Internet  task 
force.  Regulators  note 
that  investors  also  remain 
frustratingly  vulnerable  to 
stock  promoters  on  the 
Web,  on  message  boards, 
and  in  chat  rooms. 
"There's  been  such  a  bull 
market  for  such  a  long 
time,  people  forget  there's 
no  such  thing  as  a  free 
lunch,"  says  sec  enforce- 
ment chief  William  R. 
McLucas. 

CRUCIAL  ISSUE.  Some  recent  sec  en- 
forcement actions  show  how  lucrative 
Internet  stock-pushing  can  be.  One  In- 
ternet newsletter  publisher,  Florida- 
based  George  Chelekis,  was  accused  by 
the  sec  in  February  of  receiving  some 
$1.1  million  in  cash,  and  275,500  shares 
of  stock,  from  companies  promoted  in 
his  Web  site  without  making  proper  dis- 
closure to  subscribers  of  his  widely  pub- 
licized newsletter.  Hot  Stocks  Review. 
By  contrast,  an  sec  official  observes, 
Chelekis  received  only  about  $37,000 
from  subscribers  over  a  14-month  period. 
Chelekis,  who  neither  admitted  nor  de- 
nied the  allegations  in  settling  the  sec 
lawsuit,  did  not  respond  to  an  E-mail 
to  his  AOL  screen  name.  He  no  longer 
maintains  a  phone  listing  for  the  news- 
letter, which  apparently  has  ceased  op- 
erating on  the  Internet. 

Another  recent  sec  enforcement  ac- 
tion could  end  up  setting  legal  bound- 
aries for  actions  against  online  newslet- 
ters. In  mid-May,  the  agency  alleged 
in  a  lawsuit  that  Shannon  Terry,  a 
writer  for  another  Internet  newsletter, 
SGA  Goldstar  Research,  ran  afoul  of  the 
securities  laws  by  netting  $850,000  in 
free  stock  for  touting  Systems  of  Ex- 
cellence— whose  former  chairman  was 
recently  jailed  for  stock  fraud — as  well 
as  17  other  stocks.  Terry's  lawyer,  S. 


Federal  and  state 
regulators  have 
begun  a  crackdown 
on  Internet  news- 
letters and  message 
boards  where  stocks 
are  promoted— 
with  sometimes 
questionable  tactics 


Lawrence  Polk,  says  that  he  is  vigor- 
ously contesting  these  allegations. 

If  the  Terry  case  is  litigated,  it  might 
well  resolve  a  crucial  issue — how  much 
people  can  say  about  investments  on  the 
Internet  without  running  afoul  of  the 
law.  Chelekis  and  SGA  both  disclosed  that 
companies  pay  to  get  their  names  on 
their  Web  sites.  But  the  sec  has  asserted 
that  newsletters  must  disclose  the  specific 
payments  they  receive  for  each  stock. 
"The  sec  has  never  issued  regulations 


saying  exactly  what  you  have  to 
close,"  Polk  maintains.  Despite  the 
actions  against  Chelekis  and  SGA, 
newsletters  on  the  Web  often  fail  ti 
close  how  much  they  get  from  co 
nies  that  they  feature  on  then-  Web 

Legal  niceties,  of  course,  are  rare 
much  concern  in  the  freewheelinj 
mosphere  of  the  Internet.  With  scar 
rampant,  probably  the  best  waj 
vestors  can  use  the  Internet  is  to  < 
out  ideas  obtained  through  more 
ventional  methods.  Mobilia,  for  inst; 
became  involved  with  the  Interne 
an  investment  tool  to  obtain  inf 
biotech  companies  that  she  learned  a 
through  her  job.  Eventually,  she  n 
she  found  herself  perusing  the  aol 
sage  boards — and  finding  questior 
small-cap  companies.  She  became  an 
spoken  presence  in  some  of  the 
sage  boards.  At  one  point  she  even  j 
call  from  an  attorney  for  one  of  the 
panies,  a  biotech  outfit  that  was  wi 
publicized  on  the  Net.  "I  found  ou 
the  Internet,"  she  recalls,  "that  he 
disbarred  in  1992."  Still  more  chec 
revealed  that  the  company  was  linke 
a  network  of  stock  promoters. 

Such  is  the  power  of  the  Inte 
The  fast-money  crowd  can  run 
stocks — but  they  can't  hide. 

By  Gary  Weiss  in  New 
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born  to  Zig. 

(CONFESSIONS  OF  A  CATERA  OWNER.) 


y  the  time  he  was  25  years 
old,  my  father  had  spent 
more  time  behind  the  con- 
Df  a  B-17  than  driving  a  car. 
1945,  however,  the  gap  has 
considerably  the  other  way. 
urning  point  was  probably 
/o  days  it  took  him  and  my 
;r  to  navigate  to,  around  and 
;hTerre  Haute  in  a  '49  Kaiser 
i  heavy  snowstorm.  It  was 
loneymoon. 

s  whole  working  life  involved 
Ithough  he  had  nothing  to  do 
he  automobile  industry.  He 
salesman,  mostly;  continually 
ing  territories  of  a  scope  that 
have  intimidated  Lewis  & 
Judging  by  the  wide  variety 
tensive  toys  that  surrounded 
my  childhood,  followed  by  a 
ve-year  college  education,  I 
say  my  father  was  pretty 
it  what  he  did. 
sfore  cell  phones  and  e-mail 
•mail  and  fax  machines,  the 
lachine  that  mattered  most 
ilesman  was  a  car.  My  father 
i  a  lot  of  cars,  each  one 
issively  larger. 


I  learned  to  drive  in  one  of  his 
more  immense  land  monsters.  I 
know  from  personal  experience 
that  it  could  not  zig.  (It  could,  at 
times,  however,  be  coaxed  into 
doing  some  very  un-luxury-car 
things,  always  with  me  behind  the 
wheel  and  my  father  nowhere  to 
be  seen.) 


TM 


Of  course,  this  was  at  a  time 
when  one  couldn't  say  "luxury"  and 
"fun"  in  the  same  sentence,  unless 
one  could  read  223  pages  of 
Webster's  Dictionary  without 
pausing  for  breath. 

Now  there's  Catera. 

Catera  scrambles  your  pre- 
conceptions and  turns  out  to  be  a 
whole  new  omelet.  Instead  of 
pinching  an  idea  or  two  from  a 
performance  car  and  putting  it 


into  a  luxury  car,  Catera  brings 
innovative  thinking  direct  from 
the  auto  racing  circuit,  a  rich  and 
often  under-utilized  source  of  zig. 
Like  sodium-filled  exhaust  valves. 
(It  means  more  engine  power;  the 
whys  and  wherefores  belong  in  a 
tech  manual.) 

Catera  gives  you  full-range 
traction  control,  which  means  you 
can  have  Terre  Haute  or  anywhere 
else  quickly  in  your  rearview  mir- 
ror, even  in  a  snowstorm. 

Catera  even  comes  with  its 
own  college.  Not  for  you,  for 
Catera  salespeople.  They  learn  the 
body,  soul  and  vision  of  Catera.  So 
you  get  a  completely  new  kind  of 
buying  experience.  My  father 
would  approve. 

Am  I  my  father's  child?  Surely. 
I've  spoken  in  his  voice  too  many 
times  for  there  not  to  be  a  genetic 
connection.  But  there  are  some 
differences.  My  eclectic  disposition 
looks  for  that  that  says  luxury  and 
fun,  together.  I  need  a  car  to  do 
some  un-luxury-car  things  as  part 
of  its  nature,  without  coaxing  or 
coercion.  I  need  my  zigs. 


THE  CADDY  THAT  ZIGS. 


'AD  I L  LAC. 

GM  Corp.  All  l  ights  reserved, 
wear  safety  belts,  even  with  aii  bags. 


and  optional  e 
nearest  you.  cal 


I -800-333-4CAD  01 


STARTING  AT  $29,995 

"ION  CHARGE.  Tax,  license 
le  authorized  Catera  dealer 
visit  us  at  www  catera.com 


Global 


HOW  TO  PLAY  THIS  MARKET 


IT'S  A  BIG  WORLD, 
AFTER  ALL 


I L 


The  bull  is  a  I  ire  and  well — and  not  just 
on  Wall  Street.  With  few  exceptions, 
bourses  from  Brazil  to  Britain  are  en- 
joying themselves  in  1997.  Even  Tokyo's 
si  limbering  stock  market  has  come 
alive. 

But  how  should  you  play  the  rally 
overseas?  For  some  answers,  business 
week  sought  out  four  savvy  interna- 
tional money  managers:  Leah  Zell  of 
Chicago's  Acorn  International  Fund, 
Nassau-based  Mark  G.  Holowesko  of 
Templeton  Growth  Fund,  Mark  L.  Yock- 
ey  of  Artisan  International  Fund  in 
San  Francisco,  and  Bruce  B.  Bee,  a 
small-capitalization-stock  maven  who 
is  based  in  Denver.  All  are  bulls  on 
Europe.  And  many  of  the  stocks  they 
like  can  be  purchased,  in  dollars, 
through  Merrill  Lynch,  Charles  Schwab, 
or  other  brokers  that  handle  interna- 
tional equities. 

PLACING  HER  CHIPS  ON 


OUTSOURCING  OVERSEAS 

The  same  outsourcing  phenomenon 
that  swept  the  U.  S.  over  the  past 
decade  is  now  hitting  Europe  and 
Asia,  says  Leah  Zell.  She  argues  that 
sectors  such  as  computer  services, 
which  have  posted  huge  gains  in  the 
U.  S.,  will  be  the  rising  stars  of  overseas 
markets  for  years  to  come.  "If  it  hap- 
pened here,  it  can  happen  there,"  de- 
clares the  manager  of  the  $1.9  billion 
Acorn  International  Fund. 

Zell,  a  Harvard-trained  historian  and 
sister  of  Chicago  real  estate  investor 
Samuel  Zell,  specializes  in  making 
gutsy  calls  on  unpopular  companies. 
The  strategy  has  paid  off:  Acorn  In- 
ternational returned  20.7%  last  year 
and  is  up  an  additional  5.1%  through 
May  23.  Her  biggest  holding  is 
WM-data,  a  Swedish  computer-services 
company  that  represents  2.7%  of  the 
fund's  assets.  When  Zell  stalled  buying 
its  shares  in  1993,  its  profile  could 
hardly  have  been  lower.  Today,  it's 
recognized  as  a  top  info-tech  partner 
to  many  Swedish  companies,  thriving 
in  much  the  same  way  as  Electronic 


LEAH  ZELL 


Acorn  International  Fund 

STOCK  PRICE* 

WM-DATA  (SWEDEN)  $80 

TT  TIETO  (FINLAND)  254 

RHOEN  KLINIKUM  (GERMANY)  121 

HENNES  &  MAURITZ  (SWEDEN)  27 

GETINGE  (SWEDEN)  18 

*lune  2 

DATA-  ACORN  INTERNATIONAL  FUND,  BLOOMBERG  FINANCIAL  MARKETS 


Data  Systems  Corp.  did  in  its  hemj 
Another  computer-services  outfitfts 
has  caught  Zell's  eye  is  Atos,  a  File 
company  that  sells  at  a  discount  tojjie 
peers  as  Getronics  and  Sema.  Hekn 
clients  rewrite  software  to  preparjso 
the  year  2000  and  deal  with  a  proplei 
single  European  currency  is  keep. 
Atos  humming.  Yet  Acorn  analyst  m 
eel  Houtzager  notes  Atos  remains  'fio 
uid  and  underfollowed." 

Zell's  fascination  with  outsouiir: 
goes  beyond  computer  services.  TolU 
privatization  is  also  a  form  of  m 
sourcing,  as  governments  look  for  ii'< 
efficient  operators  of  state  assets. 
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The    SAS®  Data    Warehouse  Solution 


lerrill  Lynch 
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rrill  Lynch 
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Return  On  Investment 

LTV  Steel  Company 

ROI= 16,995% 

I    I    1  I 


MtM 


Steel 


top-of- the -line  data  warehousing  software 

will  have  a  positive  impact  on  you  r 
business  decision  makers. 

And  wait  until  you  see  what  it  does 

for  your  bottom  line 


Smart  business 
decisions. 

Even  smarter 
investment. 

A  recent  International  Data  Corporation  (IDC)  study 
of  organizations  that  have  implemented  data  warehouses 
reveals  an  average  three-year  Return  on  Investment  of 
401%!  There's  no  better  choice  for  reaping  similar  rewards 
than  the  SAS  Data  Warehouse,  a  data  warehousing 
Product  of  the  Year  for  two  years  running. 

And  the  world's  only  end-to-end  warehousing 
solution  for  managing,  organizing,  and  exploiting  your 
business  data — including  data  from  external  sources. 
Here's  what  two  companies  featured  in  the  IDC  study 
have  to  say: 

MERRILL  LYNCH  ROI=1,464% 
For  this  leader  in  financial  services  markets,  the  SAS 
Data  Warehouse  yielded  fast  payback  and  measurable 
benefits.  According  to  John  Crawford,  VP  of  Reporting 
Systems  in  the  Marketing  Systems  Group,  "We've  been 
using  SAS  software  for  all  of  our  solutions  in  terms  of 
our  data  warehouse  implementation,  and  our  return 
on  investment  has  only  grown. .  .it's  a  broad-scope, 
well-integrated  solution  that  provides  all  of  our  data 
warehousing  needs  from  one  vendor,  and  there's  no 
other  single  vendor  out  there  capable  of  doing  that." 

LTV  STEEL  COMPANY  ROI=16,995% 
As  the  third  largest  steel  operator  in  the  U.S.,  they've 
been  using  SAS  software  for  data  warehousing  since 
long  before  the  term  was  coined.  According  to  Quality 
Assurance  Senior  Analyst  Robert  Scharl,  "SAS  software 
is  THE  element  of  our  data  warehousing  solution.  It 
beat  everything  else  for  data  retrieval. .  .and  it  would 
have  cost  us  maybe  a  half  million  dollars  to  bring 
something  else  in  for  a  data  warehousing  system." 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Making 


E-mail:  bw@sas.com  www.sas.com/dw 


919.677.8200 
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privatization  play  is  Flughafen  Wien, 
the  operator  of  Vienna's  international 
airport,  which  is  benefitting  from  rising 
travel  by  Eastern  Europeans  and 
should  pick  up  more  business  as  re- 
gional air  travel  is  deregulated  and 
fares  decline. 

Several  Asian  issues  also  meet  Zell's 
approval.  Among  them  are  Venture 
Manufacturing,  a  contract  electronics 
maker  that  is  based  in  Singapore,  and 
Hong  Kong  consumer-products  manu- 
facturer Li  &  Fung  Ltd.  Both  compa- 
nies run  assembly  factories  much  more 
cheaply  than  customers  like  Sony  Corp. 
or  The  Limited  Inc.  could  manage  on 
their  own.  "Specialization  is  being  re- 
warded," Zell  says. 

By  Greg  Burns  in  Chicago 

SCOURING  THE  GLOBE  FOR 
OVERLOOKED  SMALL-CAP  GEMS 

Bruce  B.  Bee's  dream  stock  fea- 
tures a  high  return  on  equity,  sol- 
id earnings,  strong  cash  flow,  and 
a  p-e  ratio  of  10.  Sound  impossible?  Per- 
haps. Yet  Bee  keeps  turning  them  up. 
The  founder  and  chief  investment  officer 
of  Bee  &  Associates,  he  searches  the 
globe  for  mundane,  often  overlooked 
small-cap  stocks  that  have  a  habit  of 
catching  fire  once  larger  investors  cotton 
to  their  potential.  Over  his  firm's  eight- 
year  history.  Bee's  international  portfo- 
lio has  produced  an  impressive  27%  an- 
nual return.  He  was  up  4.6%  more  in 
the  first  quarter. 

Bee,  who  manages  funds  for  institu- 
tions, as  well  as  for  individual  investors 
at  Trust  Bank  of  Colorado  and  Britain's 
Coutts  &  Co.  private  bank,  is  upbeat 
about  several  manufacturers  in  East 
Asia.  Among  them  is  Hung  Hing  Print- 
ing Group,  a  Hong  Kong  manufacturer  of 
corrugated  packaging  for  consumer-goods 
producers  in  <  Tiina.  Hunu  Hint;  spurts  a 
stellar  30%  return  on  equity  and  a  rich 
</,  yield.  But  its  p-e  is 
barely  10.  Another  is 
Singapore's  Electronic 
Resources  Ltd.,  a  dis- 
tributor of  Intel  Corp. 
chips  to  mom-and-pop  I'c 
assemblers  across  Asia. 

Bee  is  also  bottom- 
fishing  in  Thailand, 
where  a  stock  market 
collapse  has  turned  up 
bargains  galore,  includ- 
ing Thai  Engine  Manu- 
facturing, a  maker  of 
agricultural  equipment, 
and  Thai  Theparos  Food 


Products,  which  pro- 
duces sauces  and  sea- 

I  sonings.  Neither  has 
any  foreign  debt,  and 
both  could  benefit  if  a 

I  currency  devaluation 

I  that   many  analysts 

1  think  is  likely  protects 
them    from  foreign 

I  competition. 

Bee  is  also  a  big  fan 
of  Europe.  One  favorite 
is  Rinol,  a  German  pro- 
ducer of  floor  coverings. 
Bee  notes  that  Rinol  is 
mopping  up  by  outfit- 
ting clean  rooms  in 
German  electronics 
makers'  factories  around  the  world.  Al- 
though its  shares  have  risen  nearly  40% 
since  the  initial  offering  last  year,  he 
thinks  further  gains  are  in  the  cards. 
Bee  has  also  tuned  into  P4  Radio  Hele 
Norge,  Norway's  only  national  commer- 
cial radio  station  group.  "They  just  sit 
back  and  watch  the  cash  flow,"  he  says. 

It  takes  Bee  a  lot  of  spadework  to 
find  such  unappreciated  gems.  But  over 
the  long  haul,  he  maintains,  they  can 
be  as  lustrous  as  the  brightest  blue  chip. 
By  William  Glasgall  in  New  York 

BETTING  THAT  THE  MAGIC 
WORD  IN  EUROPE  IS 'PROFITS' 

Mark  L.  Yockey  likes  the  stocks 
of  affordably  priced  companies 
whose  earnings  are  growing  20% 
a  year.  That's  why  he's  in  love  with  Eu- 
rope. The  manager  of  the  Artisan  In- 
ternational Fund  has  two-thirds  of  his 
$425  million  portfolio  in  European  equi- 
ties— and  for  good  reason.  "For  the  first 
time,  many  European  companies  are  fo- 
cused on  profitability,"  says  Yockey. 
"That  will  result  in  corporate  profits 
growing  much  faster  than  the  underly- 
ing economies." 


MARK  YOCKEY 


Artisan  International  Fund 

STOCK  PRICE* 

CREDIT  SUISSE  (SWITZ.)  $129 

NOVARTIS  (SWITZ.)  70 

SANKYO  (JAPAN)  32 

WHITBREAD  (BRITAIN)  13 

TABACALERA (SPAIN)  50 


BRUCE  BEE 


Bee  &  Associates 

STOCK 

RINOL  (GERMANY) 
JBA  (BRITAIN) 
VICTREX  (BRITAIN) 
P4  RADIO  (SWEDEN) 
ELECTRONIC  RESOURCES  (SING.) 

*June  2       DATA:  BEE  S  ASSOCIATES,  BLOOMBERG  FINANCI 


Although  skittish  shareholders 
fund  redeemed  some  $5  million 
days  following  the  recent  electid 
which  French  voters  moved  to  il 
Socialists  to  power,  the  fund's  Eutl 
emphasis  has  served  them  well 
its  inception  in  January,  1996,  thi 
May  30,  1997,  it  has  returned  40% 
pared  with  12%  for  the  dollar-de&r 
nated  Morgan  Stanley  eafe  (Em 
Asia,  Far  East)  index,  the  vie 
watched  barometer  of  the  perfonjfl 
of  industrialized  countries'  bourse)  h 
side  the  U.  S. 

Yockey's  biggest  holding  is  C  lt 
Suisse,  the  big  commercial  and  ill 
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nean 


o  raising  equity 


e  support  for  your  stock  o  fferings 


How  did  J. P.  Morgan  get  to  be  the  fastest-growing  equity 
house  on  Wall  Street?  By  providing  our  clients  with  more. 

More  objective  advice  that  considers  your  interests  first. 
More  active,  tailored  marketing  of  stock  issues.  More 
in-depth,  standard-setting  research.  More  of  the  right 
investors  -  all  over  the  world.  More  aftermarket  trading 
and  research  support.  More  hedging  strategies  for 
issuers  as  well  as  investors.  And  more  attentive  involve- 
ment all  along  the  way. 

No  wonder  so  many  issuers  -  from  corporate  giants  to 
high-growth  start-ups  -  ask  us  to  return  to  manage  their 
next  offerings.  That's  what  happens  when  you  consistently 
deliver  more. 

www.jpmorgan.com 


J  P  Morgan 


\dvice  •   mergers  &  acquisitions  •   tlebl  ic  equity  capital  raising  •  swaps  &  derivatives  •  credit  arrangement  ic  In, in  syndication    •   sales  ic  trading  •   asset  management 

©1996  J  P  Morgan  &  Co  Incorporated  J  P  Morgan  Securities  Inc  member  SIPC  J  P  Morgan  is  the  marketing  name  lor  J  P  Morgan  &  Co  Incorporated  and  its  subsidiaries  worldwide 


1  hese  Companies  Have  Found  J 
New  Competitive  Advantage  f 

The  National  Organization  on  Disability  and  BusinessWeek 
Salute  Members  of  the  CEO  Council 


w  provide  you 

with  a  competitive 
advantage.  We  are 
natural  problem- 
solvers  and 
innovative  in 
responding  to 
change.  Hire  us 
We're  good  for 
your  business." 


Jennifer  Sheehy 

MBA  Candidate 
Georgetown  University 
(3.9  GPA) 


he  National  Organi- 
zation on  Disability 
(N.O.D.)  established 
the  CEO  Council  to 
recognize  America's  business  lead- 
ers for  their  support  of  people  with 
disabilities  in  the  workforce.  These 
leaders  and  their  companies  be-lieve 
that  a  person's  ability,  not  disability, 
is  what  counts  in  doing  a  job. 

Through  their  annual  member- 
ship contributions,  CEO  Council 
members  support  N.O.D's  innova- 
tive efforts  to  enable  people  with 
disabilities  to  participate  more  fully 
in  their  community  and  in  all 
aspects  of  life. 
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HOW  TO  PLAY  THIS  MARKET 


ment  bank  that  is  undergoing  a  stem-to- 
stern  restructuring  to  better  compete 
worldwide.  Although  Yockey  bought  the 
stock  at  an  inexpensive  p-e  ratio  of  10 
and  it  has  risen  35%  in  1997,  its  p-e  is 
still  only  13  times  next  year's  estimated 
earnings.  Another  Swiss  restructuring 
play  is  Novartis,  the  product  of  merged 
drugmakers  Sandoz  and  Ciba-Geigy  Ltd. 
Its  stock  has  gained  25%  since  he 
bought  it  in  January. 

Yockey  has  also  bet  big  on  Scandi- 
navia, home  to  an  abundance  of  "well- 
managed  growth  companies  selling  for 
low  valuations."  He  has  discovered  a 
handful  of  deeply  discounted  media 
stocks,  one  of  his  favorite  sectors. 
Among  them  are  mtv,  a  Swedish  TV 
production  company,  and  Norway's 
Schibsted,  one  of  the  dominant  media 
companies  in  Scandinavia,  with  minority 
positions  in  all  of  the  regional  news- 
papers. At  a  p-e  of  12,  Schibsted  trades 
below  comparable  U.  S.  media  stocks, 
which  tend  to  hover  around  15  to  20 
times  earnings. 

Although  Yockey  likes  the  shares  of 
some  Asian  companies  such  as  Japanese 
pharmaceutical  maker  Sankyo  Co. — up 
15%  so  far  this  year — he  finds  many  of 
the  economies  in  the  region  "unattrac- 
tive." Due  to  large  current-account 
deficits  and  dramatically  inflated  real 
estate  prices  in  countries  such  as  South 
Korea,  Thailand,  and  the  Philippines, 
Yockey  will  limit  his  exposure  to  the 
region.  In  the  meantime,  he'll  be  count- 
ing on  Europe  to  deliver  more  pleas- 
ant surprises  over  the  next  five  years. 

By  Kerry  Capell  in  New  York 


CASHING  IN  ON  EUROPE'S 


RESTRUCTURING  WAVE 


The  Dow  is  near  a  record  high,  but 
is  Mark  Holowesko  a  Wall  Street 
booster?  No  way.  The  manager 
of  the  $10.1  billion  Te'mpleton  Growth 
Fund  and  a  disciple  of  legendary  value 
investor  Sir  John  Templeton, 
Holowesko  admits  that  as  stock  prices 
have  soared,  "it  has  been  very  diffi- 
cult to  find  new  ideas  in  the  U.  S."  But 
Holowesko,  a  Bahamian  resident  who 
picks  stocks  from  his  home  base  in 
Nassau,  thinks  that  overseas  bourses 
still  haven't  caught  up  with  Wall 
Street.  So  Holowesko  has  slashed  his 
fund's  holdings  of  U.  S.  stocks  to  23%  of 
its  assets  from  55%  only  two  years 
ago. 

Holowesko  is  especially  enthusiastic 
about  investing  in  Europe,  despite  re- 
cent political  tensions  in  France  and 


Germany  spawned  by  attempts  to 
launch  a  single  European  Union  cur- 
rency. What  turns  Holowesko  on  is  a 
wave  of  corporations  swiftly  moving  to 
regain  global  competitiveness.  "The  re- 
structuring of  Europe  is  proceeding," 
he  says. 

He  especially  likes  Britain,  the  home 
of  "a  lot  of  cheap  stocks"  offering  high 
yields,  rapid  earnings  growth,  and  mod- 
est price-earnings  ratios.  Among  them 
is  National  Westminster  Bank  PLC,  sell- 
ing at  12  times  earnings  with  a  4.5% 
yield.  Holowesko  also  favors  British 
Telecommunications  PLC,  which  is  trad- 
ing at  a  p-e  of  13  despite  its  4.5%  yield, 
estimated  profit  growth  of  15%  a  year, 
and  plans  to  merge  with  America's  mci 
Communications  Corp. 

Holowesko,  whose  fund  returned 
21%  last  year  and  is  up  an  additional 
11%  through  May  30,  is  also  buying 
stocks  of  paper  makers  worldwide.  He 
likes  Fletcher  Challenge  Paper  of  New 
Zealand,  whose  American  depositary 
receipts  trade  on  the  New  York  Stock 
Exchange.  Holowesko  also  maintains 
that  the  stocks  of  many  European  man- 
ufacturers now  are  selling  for  less  than 
what  it  would  cost  to  rebuild  their 
plants  from  scratch.  For  example,  Scan- 
dinavian papermakers  are  trading  at 
20%  under  replacement  costs.  One  that 
fits  this  description  is  Mo  &  Domsjo 


Templeton  Growth  Fund  ft 

STOCK  F 

NATIONAL  WESTMINSTER  (BRITAIN)  31' 

BG**  (BRITAIN) 

BRITISH  TELECOM.  (BRITAIN) 

MODO  (SWEDEN) 

PAKHOED  (NETH.) 

*June  2  "  AMERICAN  DEPOSITARY 

DATA:  TEMPLETON  GROWTH  FUND.  BLOOMBERG  FINANCIAL  UiV 


of  Sweden,  better  known  as  MBi 
However,  while  he  is  a  global  % 
Holowesko  continues  to  shy  awayro: 
Japan — a  market  that  the  Tempt*' 
funds  had  largely  fled  before  the  m 
bubble  economy  went  bust  .  Not  la 
some  stocks  aren't  tempting.  Hiic 
Ltd.,  notes  Holowesko,  "has  phenorii) 
assets  that  are  not  reflected  in  its  ja 
price."  But  his  stake  in  the  giant  le 
tronics  maker  has  gone  nowhere" 
Japan  were  a  company,  I  don't  see  it 
you'd  buy  it,"  he  says.  He  thinks  tea 
are  plenty  of  other  markets  wa 
stocks  remain  cheap — though  theyu 
not  remain  so  for  long. 

By  William  Glasgall  in  New  n 
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Wouldn't  it  be  great  if  your  desk- 
top worried  about  system  secu- 
rity so  you  wouldn't  have  to? 
Well,  there's  good  news:  the 
DIGITAL  Celebris™  FX-2  does  just 
.  This  remarkable  new  desktop  provides 
istry-leading  security  features  that  pre- 
t  both  hackers  and  users  from  getting 
;re  they  don't  belong, 
ipped  with  DIGITAL'S 
ntWORKS™  security  and 
lageability  software, 
DIGITAL  Celebris 
2  maintains  a  secure 
er-up  state  for  remote 
lagement,  monitors 
*  system  enclosure  and 
ects  BIOS  from  viruses 
unauthorized  alter- 
ns.  All  of  which  helps 
r  system  run  more 
othly,  thereby  reducing 
s  as  well.  So  you  can 
e  the  peace  of  mind  to 
ry  about  everything 
on  that  plate  of  yours, 
more  information,  call    Whatever  it  takes. 
30-DIGITAL  or  visit  our  Web  site  at 
w.windows.  digital,  com. 

il  Equipment  Corporation,  1997  DIGITAL,  the  DIGITAL  logo,  ClientWORKS  and 
s  are  trademarks,  and  Whatever  it  takes  is  a  service  mark  ot  the  Digital 
ent  Corporation  Windows  NT  is  a  registered  trademark  ot  Microsoft  in  the  U  S 
er  countries  The  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  and 
a  trademark  ol  the  Intel  Corporation 


DIGITAL  Celebris  FX-2 

Choice  of  166MHz 
Pentium  proc  essor  and 
166MHz  and  200MHz 
Pentium  processor  with 
MMX™  technology 

Integrated  10Base-T/ 
100Base-TX 

Integrated  audio 

Integrated  5-1 )  graphics  with 
2MB  SGRAM  standard 
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THERE  ARE  NO 
SCREAMING  BUYS' 


Spreads  between  Treasuries  and  other  bonds  are  narrowing,  leaving  investors  slim  pickil 


For  bond  fans,  it  looks  like  hard 
work  ahead.  Many  economists 
see  a  friendly  economic  and  in- 
terest-rate outlook.  There's  lit- 
tle fear  of  those  nasty,  principal-eroding 
interest-rate  spikes.  Trouble  is,  the  sup- 
ply of  new  government  securities  is 
shrinking  and  interest-rate  spreads  be- 
tween Treasuries  and  other  issues  are 
narrowing,  with  the  result,  experts 
say,  that  bonds  are  generally  fairly 
valued.  The  bottom  line:  The 
bond  market  for  the  time  be- 
ing will  be  attractive  mainly 
to  people  who  like  a  good 
challenge. 

The  difficulties  in  dealing 
with  the  market  stem 
mainly  from  the  benign 
economy.  Typical  of  the  be- 
lievers in  a  rosy  sce- 
nario is  David  M. 
Jones,  chief  economist 
at  Aubrey  Lanston  & 
Co.,  a  government  secu- 
rities firm,  who  projects 
"solid  and  well-balanced 
growth"  with  mild  inflation. 
By  fall,  he  thinks  that  the 
Federal  Reserve  might 
nudge  up  short-term  rates  in 
a  couple  of  quarter-point  in- 
crements. And  he  is  always 
on  the  lookout  for  some  un- 
foreseen shock.  "The  thing  < 
to  keep  your  eye  on  is 
wage-price  pressures,"  he 
says.  But  he  doesn't  expect 
the  benchmark  30-year  Trea- 
sury to  exceed  7.25%  this  year 
deed,  Jones  thinks  it  could  drop  to 
6.5%  in  1998  as  the  economy  slows. 
aging  yuppies.  "There  are  no  screaming 
buys,"  laments  Leslie  Nanberg,  fixed- 
income  chief  at  Massachusetts  Financial 
Services  (MFS).  Investor's  are  facing  what 
Merrill  Lynch  &  Co.  chief  investment 
strategist  Charles  I.  Clough  Jr.  calls  a 
"shortage  of  yield"  resulting  from  both 
the  shrinkage  in  supply  of  new  securities 
and  an  increase  in  demand.  One  reason 
is  that  the  federal  government  is  now 
paying  more  in  interest  than  it  borrows, 


he  explains.  Moreover,  aging  yuppies  are 
paying  off  their  mortgages  faster  than 
they  are  signing  up  for  new  ones.  The 
predicament  is  similar  in  the  municipal- 
bond  market,  where  a  drop  in  re- 
financings and  capital  expenditures  by 
states  and  municipalities  has  slashed 


new  issuance  since  the  early  1990s. 

All  of  which  has  spurred  bond  in- 
vestors to  explore  less  obvious  sources 
of  above-average  yields.  Clough  points 
out  that  "the  emerging-debt  market  is 
strong  and  high-yield  spreads  are  the 
lowest  they've  ever  been."  But  he  warns 
investors  against  falling  for  exotic  and 
seemingly  high-yielding  issues — such  as 


Hungarian  bonds — that  don't  fw 
ward  buyers  for  their  risks.  Rigfc 
Clough  favors  U.  S.  Treasuries** 
cially  liquid  20-year  zero  coupons? 
yields  to  maturity  of  7.12%.  ifcii 
Sayles  &  Co.  Executive  Vice-Prpe 
Daniel  J.  Fuss — who  thinks  tbl  tli 
"principal  risk  is  lower  rates,  nopigl 
er" — suggests  building  a  matiiritywdl 
of  5-,  10-,  and  28-year  Treasurieat: 

For  conservative  investors  lftnJ 
for  more  juice  than  Treasuries  bals 
risk  than  junk  bonds,  experts  steel 
»v     par  value  Government  NaorJ 
Mortgage  Assn.-backed  secifaJ 
which  are  yielding  about  oimel 
s   centage  point  more  thaiwel 
suries  but  are  fully  bacljfi  a 
the  U.  S.  government|B 
rates  likely  to  remaij&il 
ly  stable,  prepaymel  ri 
appears  minimal. 
TOP  TIER.  Until  retjtftl 
there  were  munis  aiew 
to  suit   every  invttoi 
b  taste.  No  longer.  It  f; 
"  this  year,  new  issua'oe 
W   mnning  at  an  annuaira 
"  of  about  $170  billion,  ov 
from  the  historic  pe.:  • 
around  $292  billion  in  19 
That  means  investorsVi 
have  increasing  cUfficultw 
ing  issues  that  satisfy  m 
exact  maturity,  tax,  and  it 
requirements.  Moreover th 
ratio  of  the  yield  on  tri  e- 
long-term  munis  to  30-year  re 
sury  yields  fell  in  May  to  DOi 
79%,  down  from  90%-plus  last  to 
Although  there  are  few  compli 
buys,  Thomas  J.  Kenny,  director  onu 
nis  at  the  Franklin  Templeton  Glui 
argues  "they  should  still  outperirr 
other  options."  James  J.  Cooner,  sau' 
vice-president  for  tax-exempt  bon; 
Bank  of  New  York,  advises  lookin  f 
issues  with  seven-year  maturitie 
high-tax  states  such  as  New  Yorku 
New  Jersey,  the  5%  tax-free  yiel 
equivalent  to  a  taxable  yield  of  £Oi; 
10%  for  individuals  in  top  tax  bracst 
Accordingly,  Garrison  (N.  Y.)  fina:i^ 


120  BUSINESS  WEEK  /  JUNE  16,  1997 


When  you  can  count 
n  a  telecom  company 
to  improve  business, 
that's  news. 


With  Sprint  on  your  side,  you'll  get  professionals  who 
not  only  understand  your  small  business,  but  come 
up  with  new  ideas  to  help  it  perform  even  better.  The 
Sprint  Business  Solutions  Center  offers  a  Specialist 
who  knows  you,  and  stays  in  touch  with  your 
business  to  put  enhanced  communications  to  work  for 
you.  They'll  even  stay  ahead  of  your  needs  and  respond  to 
your  challenges  with  custom  solutions.  In  today's  world, 
that's  news,    www.sprint.com     1  888  SPRINT  BIZ 


Sprint 


We  help  your  business  do  more  business 


Bonds 


HOW  TO  PLAY  THIS  MARKET 


adviser  Byron  S.  Stinson  is  recom- 
mending New  York  City  general  oblig- 
ations to  clients,  betting  that  Big  Apple 
paper,  now  rated  triple  B  and  yielding 
about  6%,  will  eventually  be  upgraded 
because  of  the  city's  improving  finan- 
cial health. 

Cheap  junk  is  virtually  impossible  to 
find — average  spreads  have  declined  to 
about  315  basis  points  over  Treasuries, 
from  around  350  basis  points  last  year — 
but  some  bond  gurus  think  the  market 
is  still  appealing.  One  reason,  says  mfs's 
Nanberg,  is  that  corporate-credit  quali- 
ty keeps  getting  better.  Although  he 
generally  favors  near-investment-grade 
issues,  he  makes  an  exception  for  cer- 
tain single-B-rated  issues  such  as  Cable- 
vision  Systems  Corp.,  which  enjoys  a 
dominant  share  of  the  New  York  area 
cable-TV  market.  But  Mark  A.  Jablonski, 
managing  director  of  Performance  Trad- 
ing Technologies,  a  trading  firm  that 
uses  a  proprietary  software  forecasting 
program,  expects  spreads  on  junk  is- 
sues (and  on  emerging-markets  issues) 
to  widen  as  the  Fed  tightens.  "Investors 
should  become  more  defensive.  Those 
with  higher-risk  corporates  should  move 
into  investment  grades  and  shorten  ma- 
turities," he  advises. 

A  bright  spot  in  this  field  of  fairly 
slim  pickings  is  real  estate  investment 
trusts,  which  feature  quite  attractive 
yields  (page  124).  Merrill  Lynch  reit 
analyst  Eric  Hemel,  for  one,  thinks  the 
good  ones  will  continue  to  deliver  long- 
term  total  returns  of  12%  or  more. 
DOWN-UNDER  DIP.  On  the  international 
front,  things  have  tightened  up  as  well. 
Unlike  last  year,  there  are  few  if  any 
slam-dunk  capital-gains 
plays.  Loomis  Sayles's 
Fuss  still  likes  bonds  is- 
sued by  Canada's  Western 
provinces.  Except  for  Irish 
governments,  which  he 
thinks  are  fairly  valued,  he 
would  avoid  Europe  en- 
tirely, mfs's  Nanberg 
thinks  buyers  of  Australian 
10-year  bonds,  now  yield- 
ing about  7.45%,  could  pick 
up  some  gains  if,  as  he  ex- 
pects, Down  Under  rates 
drift  down. 

As  for  emerging-mar- 
kets bonds,  which  in  1996 
outperformed  every  sector, 
equities  included,  prices 
are  also  firming.  Still,  the 
J.  P.  Emerging  Market 
Brady  Index  is  up  4.8% 
through  April,  and  many 
strategists  think  these  is- 
sues will  continue  to  do 


WHEN  THE  GOING  GETS  'BORING' 


Leslie  J.  Nanberg,  fixed-income  chief 
at  Massachusetts  Financial  Services 
Co.,  runs  the  $20  billion  bond  portfo- 
lio. "Its  hard  for  me  as  a  bond  person 
to  admit  it, "  he  says,  "but  this  year  is 
one  time  the  bond  market  is  boring. " 

ON  THE  ECONOMY 

"It's  in  pretty  good  shape.  Momentum 
is  good  with  no  real  signs  of  overheat- 
ing. But  we're  now  getting  wage  hikes 
higher  than  inflation." 

ON  INTEREST  RATES 

"I  look  for  another  [%%  move]  by  the 
Fed  in  July.  The  market  seems  pretty 
comfortable  with  what  the  Fed  is 
doing.  That  keeps  rates  from  going  up 
dramatically,  but  I  don't  think  they 
can  come  down  much." 

ON  ASSET  ALLOCATION 

"We're  20%  in  cash,  30%  bonds,  the 
rest  equities" — with  an  emphasis  on 
foreign  stocks.  Nanberg  expects  the 
stock  market  to  correct  again  in  July 
after  another  rate  hike.  Then,  he  says, 
"we'll  be  40%  bonds,  60%  stocks." 


well.  One  reason,  says  Nanberg,  is  the 
unflagging  commitment  by  financial  au- 
thorities in  countries  such  as  Argentina 
to  tame  the  inflation  beast. 

Buyers  of  emerging-markets  debt 
could  also  benefit  from  expected  up- 
grades in  countries  such  as  Peru  and 
Venezuela.  One  caveat:  That's  exactlv 


ON  INVESTMENT  PICKS 

"A  diversified  junk  portfolio  is 
attractive  place  to  be."  Why? 
sheets  are  improving.  The  emerl 
market  sector  is  still  doing  well] 
and  Venezuela  are  likely  upgr 
favorite:  Russian  short-term  trea1 
bills  yielding  about  11%. 


FORAGING  FOR  YIELD:  THE  TOP  PICKS 


SECURITY/ 

RECOMMENDATION 

U.S.  GOVERNMENTS 

20-year  zero-coupon 
Treasury 

MUNIS  Robbins  (III.) 
Resource  Recovery  Bonds 

FOREIGN 

Australian  10-year  bonds 

MORTGAGE  BACKED 

Ginnie  Maes 


HIGH  YIELD 

Cablevision  Systems 


RATIONALE 

Attractive  yield  to 
maturity,  adequate 
liquidity 

Outlook  bright  after 
restructuring 

Aussie  rates  could 
drift  lower  this  year 

100  basis-point  spread 
over  7-10  year  Treasuries 
but  guaranteed  by  U.S. 

Stable  business,  dominant 
in  N.Y.  area  market 


YIELD 


7.12% 


EMERGING  MARKETS 

South  African  rand- 
denominated  govt,  bonds 

DATA  SURVEY  OF  MONEY  MANAGERS;  BLOOMBERG  FINANCIAL  MARKETS 


Cheap,  but  only  for 
investors  with  strong 
stomachs 


what  some  fixed-income  gurus 
for  Mexico  just  weeks  before  its 
ber,  1994,  currency  crisis.  Still,  Sc 
Pardee,  senior  adviser  at  Yamaic  fi 
temational  (America)  Inc.,  thinks  s;  ttl 
over  Treasuries  of  Mexican,  Bra 
and  Argentine  bonds  could  fall  an 
tional  25  basis  points.  For  investor 
cast-iron  stomachs, 
experts   think  Tha 
South  Africa,  and  F 
are  worth  checking 
Thailand,  says  Fuss 
been  clobbered  so 
that  Euroconvertible 
of  major  Thai  comp 
are  veiy  cheap — albeit 
risky.   In   South  A 
rand-denominated  go 
ment  paper  is  yie 
around  15%.  And  R 
short-term  Treasury 
currently  yield  about 
But  most  experts  wi 
dinary  investors  a; 
buying   single  issu 
these  securities. 

In  short,  there  are 
values  out  there.  But 
ing  them  won't  be  a 
of  cake. 

By  Phillip  L.  Zwt 
New  York 


7.45 


7.5 


9.5 


15 
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Penske's  proven  methods 
of  effective  transportation 
management  can  send 
more  of  your  money 
directly  to  your  bottom 
line.  We  can  reduce 
your  operating  costs  and 
improve  your  productivity 
with  a  full  range  of 
transportation  services 
that  will  save  you  money. 
Let  us  prove  it  to  you. 
Call  1-800-221-3040. 


•  Full  Service  Leasing 

•  Integrated  Logistics 

•  Contract  Maintenance 

•  Truck  Rentals 


( 


J 


Truck  Leasing 


TO  GO. 


TO  HIGHER  LEVELS 
OF  PROFITABILITY 

TO  MAXIMUM 
OPERATING  EFFICIENCY 


TO  IMPROVED 
PRODUCTIVITY 


TO  TOTAL  CUSTOMER 
SATISFACTION  ...  FOR  YOU 


YOUR  CUSTOMERS. 


Real  Estate 


HOW  TO  PLAY  THIS  MARKET 


WHERE  GOOD  REITS 
MAY  BE  LURKING 


Look  for  owners  of  full-service  hotels  and  big-city  offices  and  apartment  complexes 


To  real  estate's  sawiest  investors, 
timing  the  cycle  is  simple.  Just 
think  baseball.  "It  is  definitely 
the  first  inning,"  insists  property 
and  publishing  magnate  Mortimer  B. 
Zuckerman,  who  just  registered  for  a 
$903  million  initial  public  offering  of  his 
vast  real  estate  portfolio.  "It  is  the  sixth 
or  seventh,"  declares  vulture  fund  in- 
vestor Thomas  J.  Barrack  Jr.,  who  has 
moved  beyond  buildings  to  buying 
operating  businesses. 

It  all  depends,  it  seems,  on  who's 
playing  the  game — and  why.  Most 
players,  though,  feel  the  easy  wins  are 
over.  For  the  past  four  years,  investors 
could  score  on  almost  every  pitch  in  the 
distressed  real  estate  market.  By  now, 
though,  rents  and  occupancy  rates  have 
almost  fully  recovered  from  1991  lows. 
Office  occupancy  levels,  the  last  remain- 
ing laggard  of  the  real  estate  turnaround, 
have  rebounded  so  strongly  that  they 
drove  the  index  of  the  National  Associa- 
tion of  Real  Estate  Investment  Trusts  up 
a  huge  36%  in  1996.  But  that  won't  soon 
be  repeated.  Indeed,  the  reit  index  fell 
2%  from  January  to  the  end  of  April, 


i 


i 

I 
ifi 


|                           HOT  PROPERTIES  | 

NAME 

INVESTMENTS 

STOCK 
PRICE 

PREMIUM  OR 
DISCOUNT  TO  NET 
ASSET  VALUE 

VORNADO  REALTY  TRUST 

Shopping  centers,  NYC  office  space 

+113% 

PATRIOT  AMER.  HOSPITALITY 

Upscale  hotels 

m 

NA 

CHELSEA  GCA 

Outlet  malls 

36X 

+27.8% 

PUBLIC  STORAGE 

Storage  and  storage  services 

2VA 

+39.6% 

ROUSE* 

Planned  communities,  malls 

28^8 

+11.3% 

NATIONWIDE 
j   HEALTH  PROPERTIES 

Hospitals  and  nursing  homes 

1VA 

NA 

RECKSON  ASSOCIATES 

Long  Island  office  space 

2VA 

+16.7% 

...CHWOODS  PROPERTIES 

Office  space  in  SE 

30K 

+21.6% 

POST  PROPERTIES 

Apartment  buildings  in  SE 

40X 

+15.6% 

GABLES  RESIDENTIAL 

Apartment  buildings  in  SE 

2b% 

+8% 

*A  C-corp.,  not  a  REIT 


DATA:  GREEN  STREET  ADVISORS,  BW  MONEY  MANAGERS  SURVEY 


thanks  to  a  flood  of  ij 
ferings  and  a  coo 
from  last  year. 

But  there  s 
compelling  cai 
reits    for  inv 
who  choose  cai 
Real  estate  inve 
trusts,  which  are  p 
traded  pools  of  a 
managed  real  estat 
a  good  record  for  c 
ing  predictable  reti 
the  low  double  digits, 
change  for  their  tax-fr 
tus,  reits  are  requii 
law  to  pay  out  95%  o 
would  be  their 
profits  to  shareholc 
dividends.  Thus, 
stocks,  they  offer 
income,  even  in  a  t 
uncertain  valuations^ 
reits  are  once  again  ne 
relative  to  stocks,  on  alii 
to-cash-flow  basis.  Accordg 
Green  Street  Advisors,  reits  ar  s< 
ing  at  a  price  to  operating  caslfii 
multiple  of  14  vs.  the  current  Statla 
&  Poor's  price-earnings  multiple  c2 
TRIPLE  IN  VALUE.  Moreover,  the  oroi 
rapid  consolidation  of  private  re  * 
tate  will  fuel  reit  growth  well  bio 
the  cyclical  recovery.  Analysts  ept 
their  total  market  value  to  triple  ft 
next  10  years. 

The  favored  property  classes  i  t 
real  estate  market  are  costly  torn 
full-service  hotels  and  metropolitan  |S 
space,  and  apartments  in  cities  pi 
strict  zoning  laws,  all  of  which  ie 
supply  in  check.  The  trick  is  to  illi 
reits  that  are  successfully  buyinjt 
and  repositioning  private  portfolios  I 
crease  cash  flow.  Keith  R.  Pauley! 
manages  $2.3  billion  in  real  estate  m 
at  ABKB/LaSalle  Securities,  likes  Pffl 
American  Hospitality  Inc.  and! 
Apartment  Communities  Inc.  Patrjj 
buying  out  Wyndham  Hotel  Cm 
bringing  its  portfolio  of  manageol 
owned  hotels  to  158.  Bay  Apartmenj 
a  play  on  the  hot  San  Franciscoa 
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Diversify  Your  Portfolio  For 
>day's  Markets  With  Highly  Rated 
Prudential  Mutual  Funds 


»n  solutions, 
ical  advice 
9  proud  money 
igement 
Hon 

of  the  world's  oldest 
■gest  financial  services 
nies,  it's  no  surprise 
udential  manages 
ly  funds  that  have 
3d  high  star  ratings. 
Is  from  our  unwavering 
tment  to  judicious 
llocation,  broad 
fication  and 
patience. 

a  Prudential 
lent  professional 
er  you  detailed  and 
alized  guidance  in 
ig  the  mutual  funds 
e  most  appropriate 
.  Why  not  call  and 
n  appointment 


U.S. 

Stock 

Funds 


U.S. 

Bond 

Funds 


Overall  Morningstar 
Rating  as  of  4/30/97 


ik  ik  ~ik  ik 

Among  1,929 
Domestic  Equity  Funds 

**** 

Among  1,929 
Domestic  Equity  Funds 


ikikikikik 

Among  1,193 
Taxable  Bond  Funds 


Mutual  Fund  Investment  Objective     Fast  Fund  Facts 


Global 

Stock 

Funds 


Global 
Bond 
Funds 


Among  1,257 
Municipal  Bond  Funds 


Among  492 
International  Equity  Funds 

ikikkk 

Among  1,193 
Taxable  Bond  Funds 


Prudential  Equity  Fund  (Class  A) 

Long-term  growth  of  capital 


Prudential  Equity  Income  Fund 
(Class  A)  Current  income  and 
capital  appreciation 


Prudential  High  Yield  Fund 
(Class  A)  Maximize  current 
income 


Prudential  Municipal  Bond 
Fund/High  Yield  Series  (Class  A) 

Maximize  income  free  from 
federal  income  taxes* 

Prudential  World  Fund/Global 
Series  (Class  A)  Long-term 
growth  of  capital  and  income 
as  a  secondary  objective 

The  Global  Total  Return  Fund 
(Class  A)  Seeks  total  return 


Relying  on  Prudential's  value  investing  expertise, 
Fund  seeks  to  provide  long-term  growth  of 
capital  by  investing  primarily  in  stocks  of  major, 
established  companies. 

Fund  takes  Prudential's  proven  value  investment 
approach  to  focus  on  total  return,  seeking 
companies  that  have  the  potential  to  produce 
above-average  earnings  and  dividend  growth 
over  the  long  term. 

Takes  a  diversified  approach  to  seeking  high 
current  income  and  solid  credit  quality  from 
non-investment  grade  corporate  bonds.  One 
of  the  largest  and  oldest  high  yield  bond 
funds  in  the  country. 

Uses  extensive  credit  analysis  to  select  a 
diversified  portfolio  of  investment  grade  and 
non-investment  grade  municipal  bonds. 


Uses  a  broadly  diversified  strategy  for 
uncovering  growth  from  stocks  around  the 
world,  including  the  U.S. 


Invests  strategically  in  investment  grade  bonds 
from  governments,  government  agencies  and 
corporations  in  countries  around  the  world, 
including  the  U.S. 


For  more  complete  information,  including  sales  charges,  management  fees,  expenses  and  information  on  other  classes  of 
shares,  obtain  a  prospectus  by  calling  the  number  below.  Please  read  it  carefully  before  you  invest  or  send  money.  Each  of 
the  above  funds  offers  different  classes  of  shares  with  a  common  portfolio,  although  their  fees,  expenses,  sales  charges  and 
inception  dates  will  vary.  These  differences  will  affect  performance  and  Morningstar  ratings.  Funds  are  offered  through  Prudential 
Securities  Incorporated  and  Pruco  Securities  Corporation.  Past  performance  is  no  guarantee  of  future  results. 


1-800-THE-ROCK 

extension  1736 


CS  Prudential 


rices  and  returns  will  vary,  and  you  may  have  a  gain  or  loss  when  you  sell  shares.  Not  all  funds  in  the  Prudential  Family  of  Funds  were  rated  as  high 
i  appearing  in  this  advertisement.  Ratings  are  only  for  share  classes  shown  above.  Ratings  for  other  share  classes  of  these  funds  may  vary.  Foreign 
jnts  are  subject  to  special  risks  including  currency  fluctuations  and  the  impact  of  social,  political  and  economic  change.  High  yield  bonds,  commonly 
as  "junk  bonds,"  are  subject  to  additional  risks.  These  special  risks  may  result  in  greater  share  price  volatility.  'Certain  shareholders  may  be  subject  to 
sral  Alternative  Minimum  Tax  (AMT).  Income  may  be  subject  to  state  and  local  taxes.  Capital  gains,  if  any,  are  fully  taxable.  / 


jstar  periods  ended  4/30/97,  and  ratings  ate  subject  to  change  every  month.  Morningstar  proprietary  ratings  reflect  risk-adjusted  performance,  are  historical  and  do  not  represent  future  performance.  Morningstar 
calculated  from  the  funds'  3-,  5-,  ond  1 0-year  returns  (with  fee  adjustments)  in  excess  of  90-day  Treasury  bill  returns,  and  a  risk  fador  that  reflects  fund  performance  below  90-day  T-bill  returns.  The  1  -year 
Iculoted  using  the  some  methodology,  but  is  not  a  component  of  the  overall  rating.  10%  of  the  funds  in  a  category  receive  5  stars,  the  next  22.5%  receive  4  stars,  and  the  next  35%  receive  3  stars.  Prudential 
d  (Class  A)  received  4  stars  (among  1,101  funds)  for  the  5-year  period,  4  stars  (among  1,929  funds)  for  the  3-year  period,  and  3  stars  (omong  3,081  funds)  for  the  1-year  period.  Prudential  Equity  Income 
iceived  4  stars  (among  1,101  funds)  for  the  5-yeor  period,  3  stars  (among  1,929  funds)  for  the  3-year  period,  and  3  stars  (among  3,081  funds)  for  the  1-year  period.  Both  funds  were  rated  in  the  Domestic 
egory.  Prudential  High  Yield  Fund  (Class  A)  received  5  stars  (among  641  funds)  for  the  5-year  period,  5  stars  (among  1,193  funds)  for  the  3-year  period,  and  3  stars  (among  1,709  funds)  for  the  1-year  peri- 
cxable  Bond  category.  Prudential  Municipal  Bond  Fund/High  Yiejd  Series  (Class  A)  received  5  stars  (among  608  funds)  for  the  5-year  period,  5  stars  (among  1,25/  funds)  for  the  3-year  period,  and  5  stars 
Z45  funds)  for  the  1-year  period  in  the  Municipal  category.  Prudential  World  Fund/Global  Series  (Class  A)  received  4  stars  (among  223  funds)  for  the  5-year  period,  3  stars  (among  492  funds)  for  the  3-year 
i  3  stars  (among  961  funds)  for  the  1-year  period  in  the  International  Equity  category.  The  Global  Total  Return  Fund  (Class  A)  received  4  stars  (omong  2/3  funds)  for  the  10-year  period,  4  stars  (among  641 
the  5-yeor  period,  5  stars  (among  1,193  funds)  for  the  3-year  period,  and  3  stars  (omong  1 ,709  funds)  for  the  1-year  period,  rated  in  the  Taxable  Bond  category.  Shores  of  the  Funds  are  offered  through 
Securities  Incorporated,  1 99  Water  Street,  New  York,  NY,  and  Pruco  Securities  Corporation,  1111  Durham  Avenue,  South  Ploinfield,  NJ,  both  subsidiaries  of  The  Prudential  Insurance  Company  of  America. 


HOW  TO  PLAY  THIS  MARKET 


Real  Estate 


rental  market,  where  rents  rose  by 
more  than  20%  last  year. 

Both  of  these  reits  are  pricey,  but 
they're  unlikely  to  see  their  territory 
invaded  anytime  soon  by  new  develop- 
ment. And  there  are  next  to  no  new 
development  projects  under  way  for 
metropolitan  office  space  and  full-ser- 
vice hotels.  "The  big  news  going  for- 
ward is  downtown  office  [space]  will  see 
a  dramatic  increase  in  rents  as 
leases  roll  over,"  says  G.  Ken- 
neth Heebner,  manager  of  CGM 
Realty,  last  year's  top-returning 
reit  fund  that  takes  huge  bets 
on  individual  sectors. 

Heebner  favors  Vornado  Re- 
alty Trust,  even  at  a  premium 
double  net  asset  value.  Vorna- 
do, a  huge  shopping  mall  reit, 
grabbed  one  of  the  highest  pro- 
files in  the  rebounding  New  York  City 
office  market  by  buying  out  Bernard 
Mendik's  portfolio  of  office  towers.  He 
will  remain  manager  of  the  portfolio. 
VALUE  BUYS.  There  are  a  score  of  other 
high-profile  reits  that  are  proven  con- 
solidators  in  the  office  sector,  such  as 
Menlo  Park  ( Calif. )-based  Spieker  Prop- 
erties and  Richard  E.  Rainwater's  Cres- 
cent Real  Estate  Equities  Inc.,  but  they, 
too,  carry  high  premiums  above  net  asset 
value.  More  value-conscious  managers 
are  picking  up  less  richly  priced  office 
portfolios  such  as  Highwoods  Properties 
Inc.  in  the  Southeast,  Kilroy  Realty 
Corp.  in  California,  and  Pennsylvania- 
based  Liberty  Property  Trust. 

Some  managers  are  stepping  into  de- 


pressed sectors  such  as  the  apartment 
market  in  the  Southeast.  Andrew  A. 
Davis,  manager  of  top-performing  Davis 


vestors  may  select  from  several 
properties  that  are  being  securi 
Alexandria  Real  Estate  Equity  In 


A  useful  rule  of  thumb: 
Watch  out  for  overbuilding, 
which  can  drag  down  rents 
and  REIT  returns 


Real  Estate  Fund,  recently  bought  At-  j  instance,  specializes  in  developing 
lanta-based  apartment  companies  Post  J  leasing  biotech  lab  space  and  just  1 1 
Properties  Inc.  and  Gables  Residential  $135  million  in  a  public  offering.  Th  ir 
Trust.  "Atlanta  is  in  a  post-Olympic  I  prison  reit  should  come  to  mark 
hangover,"  says  Davis.  "But  long  term,  j  summer,  and  there  are  now  two  Br 
do  people  want  to  live  there,  will  there  ?  specializing  in  developing  and  opeJfi 
be  job  growth?  Unequivocally,  yes."      j  golf  courses.  In  the  past,  niche  H 

have  done  well  For  example  191 . 
stoi-age  reits  have  grown  ■ 
almost  zero  to  $5.2  billion  in  ijp> 
ket  value  in  the  past  seven ;  H 
But  with  managers  seen  H 
turning  everything  into  in 
investors    should  be  wa:  1 
gimmicks — and  watch  ipos  31 
fully.  Stay  away  from  reits  «' 
outsource  management,  su  t 
the  controversial  ipo  Wese: 
America.  And  stick  to  self-manage  m 
its  with  a  high  percentage  of  in  it 
ownership,  median-level  yields,  in 
more  than  $100  million  in  mm 
capitalization. 

Perhaps  the  most  useful  rul 
thumb  is  to  watch  out  for  overbuilns 
This  decade's  dramatic  transfer  of  ]uj 
erty  from  private-deal-oriented  ert 
preneurs  to  the  public  markets  ia 
have  added  discipline  and  efficieni  \ 
the  real  estate  market.  Still,  real  e  at 
remains  a  cyclical  commodity  busi  s 
and  new  supply  usually  comes  d}i< 
waves,  dragging  down  rents  andJH 
returns.  When  you  see  a  lot  of  builn 
cranes,  it's  time  to  take  a  breatheiH 
By  Kathleen  Morris  in  Los  Ar 


Another  contrarian  pick  is  the  retail 
sector,  which  is  severely  overdeveloped. 
Most  analysts  are  very  worried  about 
the  number  of  stores  still  going  up 
across  the  country.  One  of  the  few  plays 
Heebner  feels  comfortable  with  is 
Chelsea  gca  Realty  Inc.  of  Roseland, 
N.J.,  whose  strong  earnings  and  cash 
flow  make  it  a  diamond  in  the  severely 
troubled  outlet  mall  sector.  Money  man- 
agers also  like  Rouse  Co.  of  Columbia, 
Md.  With  $832  million  in  sales,  it  is  the 
nation's  preeminent  builder  of  planned 
communities  and  the  new  owner  of  the 
Fashion  Show  Mall  in  Las  Vegas. 
Shares  in  the  publicly  traded  company 
have  fallen  12%  this  year. 

Beyond  the  traditional  choices,  in- 


HOW  REAL  ESTATE  GOT  REDEVELOPED 


Cydney  C.  Donnell  was  a  con- 
struction loan  officer  with 
Republic  Bank,  formerly 
headquartered  in  Texas.  She 
moved  to  New  York  in  1986  to 
invest  in  reits  at  European 
Investors  Inc.  with  $100  mil- 
lion raised  from  wealthy 
European  families.  She  now 
oversees  $1.5  billion  in  real 
estate  assets. 

ON  THE  BIG  SECULAR 
CHANGE 

The  secular  changes  in  real 
estate  are  far  more  powerful 
than  the  cyclical  recovery. 
This  was  an  industry  in  the  backwa- 
ters, run  by  deal-focused  entrepre- 
neurs. Now  we  have  the  advent  of  the 
superregionals  such  as  Spieker  Prop- 
erties and  supernationals  like  Sam 


CYDNEY  C.  OOHHEXJL-European  Investors 


Zell's  Equity  Residential  and  Rainwa- 
ter's Crescent.  They  have  great  access 
to  capital,  economies  of  scale,  and 
they  serve  the  tenant.  Private  real 
estate  guys  will  continue  to  sell  out. 


HOW  SHE  PLAYS 
SECTORS 

Office  space  still  has  a  I 
way  to  run.  Retaii  is  overc 
veloped,  but  there  is  a  bij 
opportunity  to  restructures 
country's  malls.  In  apart-  1 
ments,  we  buy  in  no-devep 
ment-in-my-backyard  mar 
kets,  like  Georgetown,  the 
Bay  Area,  and  Connecticu 

JUST  ONE  REIT  TO  OWf 

Richard  Rainwater's  Crescp. 
He  spots  macro  trends  anJT 
bets  on  oil,  health  care,  a3 
real  estate  restructuring. 

ONE  LITTLE-KNOWN  PLM 

FF  Corp.  of  America,  the  biggest  11 
underwriter  of  fast-food  restaurant  1 
leases.  They  have  that  business 
to  themselves. 
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d  that 

s  the  HAart  quit 

le  web  si 


like 


ile  developing  new  ways  for  friends  and  loved  ones  to 
ress  their  affection,  Hallmark  Cards  fell  in  love  with  the 
iness  possibilities  they  discovered  on  the  Internet, 
rlallmark,  with  the  help  of  Giant  Step,  a  Microsoft'9  Site 
Ider  Network  member,  used  Microsoft  technology  to  build 
rofitable  Web  site  that  customers  use  to  send  personalized 
ds  to  friends  via  e-mail,  locate  stores  carrying  ornaments 
I  collectibles,  and  even  have  digital  reminders  sent  of  their 
jortant  events.  At  the  same  time,  Hallmark  is  able  to 
lect  valuable  information  to  help  provide  their  customers 
h  ever  improving  products  and  services. 


Hallmark  is  one  of  many  companies  usi 
technology  to  develop  Web  sites  where  customers  get 
information  and  get  in  touch  with  each  other.  The  question 
is  no  longer  whether  the  Internet  has  practical  business 
applications,  but  rather,  whether  your  company  is  making 
best  use  of  this  extraordinary  business  venue.  Take  a  look 
at  www.hallmark.com,  and  while  you're  there,  send  a 
greeting  to  someone  you  love. 

To  learn  more  about  how  Hallmark  and  others  are 
building  business  advantage  on  the  Web,  visit  us  at 
the  address  below. 


Microsoft 

■  Where  do  you  want  to  go  today?5  www.microsoft.com/sitebuilder/webadvantage/ 


)  1997  Microsoft  Corporation.  All  rights  reserved.  Microsoft  and  Where  do  you  want  to  go  today?  are  registered  trademarks  of  Microsoft  Corporation. 


HOW  TO  PLAY  THIS  MARKET 


Mutual  Fund  Scoreboard 


INDEX  INVESTING:  THE  JOYS  Ot 
FLYING  ON  AUTOPILOT  1 


|  These  days,  funds  pegged  to  the  stocks  of  S&P  500  are  the  quickest  road  to  fat  gains 


It  pays  very  well,  but  there's  not 
much  satisfaction  in  running  a  mu- 
tual fund  these  days.  No  matter  how 
many  hours  portfolio  managers 
spend  quizzing  CEOs,  dissecting  finan- 
cial statements,  and  reading  research 
reports,  they're  probably  getting 
creamed  by  a  fund  that  automatically 
buys  the  stocks  in  the  Standard  & 
Poor's  500-stock  index  and  is  managed 
by  a  simple  desktop  computer.  At  least 
it  took  a  supercomputer,  Deep  Blue,  to 
beat  chess  champ  Garry  Kasparov. 

This  year  is  shaping  up  as  the  fourth 
in  a  row  in  which  the  s&p  500  index 
makes  most  managers  look  like  fools. 
So  far,  the  total  return  for  the  s&p  500 
is  15.19%,  more  than  twice  the  7.55% 
earned  by  the  average  equity  fund 
(through  May  30).  Toss  aside  the  inter- 
national and  the  specialty  funds,  and 


the  performance  doesn't  get  much  bet- 
ter, up  only  8.38%.  Last  year,  the  in- 
dex beat  75%  of  all  fund  managers.  So 
far  this  year,  the  figure  is  95%.  Fund 
data  are  prepared  for  business  week 
by  Morningstar  Inc. 

Not  surprisingly,  more  mutual-fund 
investors  are  choosing  the  no-brainer 
index  fund  route  rather  than  search  for 
the  few  hot-performing  funds.  About 
$11.2  billion,  or  15%,  of  the  $73.7  billion 
in  cash  flowing  into  equity  funds  in  the 
first  four  months  of  the  year  went  into 
index  funds,  according  to  Avi  Nachmany 
of  Strategic  Insight,  a  fund  research 
and  consulting  firm.  In  all  of  last  year, 
some  $23.5  billion,  or  10.5%  of  net  cash 
flow,  wound  up  in  index  funds. 

Indexing  is  even  starting  to  catch  on 
in  the  bond  market.  In  a  tough  year 
for  fixed-income  investors,  the  Vanguard 


Bond  Index  Total  Bond  Market  It- 
is  up  1.7%.  That  beats  the  Li 
turn  earned  by  the  average 
bond  fund  (page  130).  In  the 
months  of  the  year,  that  bone 
fund  took  in  $1.1  billion — aboi 
quarter  of  the  net  cash  flow  tha 
into  bond  funds. 
LOW  RENT.  Of  course,  index 
not  new,  only  newly  popular.  TV 
guard  Index  Trust  500  Portfolio 
the  second-largest  equity  fund  (t 
20  years  old  and  has  always  ha 
lowing  among  B-schoolers  and 
mics  who  hold  that  the  market 
cient  and,  thus,  that  stock-picl< 
pointless.  What  also  made  the  t 
fund  attractive  was  low  tumove 
very  low  overhead  that  shaved1 
year  off  the  cost  of  running  a 
other  words,  most  funds  would  hi 


LEXINGTON  TROIKA  DIALOG  RUSSIA 


TOTAL  RETURN* 
59.07% 


MONTGOMERY  EMERGING  ASIA  R 


TOTAL  RETURN* 
19.79% 


'APPRECIATION  PLUS  REINVEST- 
MENT OP  DIVIDENDSA  AND  CAPI- 
TAL GAINS  BEFORE  TAXES,  JAN.  1- 
MAY  30, 1997 

DATA:  MORNINGSTAR,  INC. 


AMERICAN  HERITAGE 

48.21 

HUDSON  CAPITAL  APPRECIATION  A 

19.72 

MORGAN  STANLEY  LATIN  AMERICAN  A 

31.19 

BRAZOS/JMIC  SMALL  CAP  GROWTH  SECS. 

19.60 

T.  R0WE  PRICE  LATIN  AMERICA 

30.39 

DELAWARE  EMERGING  MARKETS  A 

19.52 

TCW/DW  LATIN  AMERICAN  GROWTH 

28.75 

REYNOLDS  BLUE  CHIP  GROWTH 

19.37 

FIDELITY  LATIN  AMERICA 

28.15 

TEMPLETON  LATIN  AMERICA  1 

19.29 

MERRILL  LYNCH  LATIN  AMERICA  B 

27.52 

FIDELITY  SELECT  BROKERAGE  INVESTMENT  18.98 

FEDERATED  LATIN  AMERICAN  GROWTH  A 

27.44 

L.  ROY  PAPP  STOCK 

18.72 

G0VETT  LATIN  AMERICA  A 

27.24 

MONTGOMERY  SELECT  FIFTY  R 

18.53 

KEYSTONE  FUND  OF  THE  AMERICAS  B 

26.36 

VANGUARD  INDEX  GROWTH 

18.42 

SCUDDER  LATIN  AMERICA 

25.65 

VANGUARD/PRIMECAP 

18.31 

in  HARTFORD  CAPITAL  APPRECIATION  A 

24.85 

U.S.  GLOBAL  LEADERS  GROWTH 

18.31 

EXCELSIOR  EMERGING  AMERICAS 

24.83 

TRANSAMERICA  PREMIER  BALANCED  INV. 

18.25 

TRANSAMERICA  PREMIER  EQUITY  INV. 

24.58 

RYDEX  OTC 

18.18 

INVESC0  LATIN  AMERICAN  GROWTH 

22.78 

MORGAN  STANLEY  EMERGING  MARKETS  A 

18.15 

BT  INVESTMENT  LATIN  AMERICAN  EQUITY 

22.31 

LEGG  MASON  VALUE  PRIMARY  SHARES 

17.67 

MERRILL  LYNCH  MIDDLE  EAST/AFRICA  B 

21.96 

CENTURY  SHARES 

17.48 

MERRILL  LYNCH  TECHNOLOGY  B 

21.78 

INTERACTIVE  INVESTMENTS  TECH.  VALUE 

17.37 

PIONEER  GROWTH  A 

21.43 

SELIGMAN  HENDERSON  EMRG.  MKTS.  GR.  A  17.35 

PAPP  AMERICA-ABROAD 

21.38 

GT  LATIN  AMERICA  GROWTH  A 

17.29 

IVY  LATIN  AMERICA  STRATEGY  A 

20.92 

NATIONWIDE 

17.25 

RYDEX  NOVA 

20.85 

AARP  CAPITAL  GROWTH 

17.16 

INVESC0  WORLDWIDE  CAPITAL  GOODS 

20.44 

GUINNESS  FLIGHT  ASIA  SMALL  CAP 

17.16 

PARNASSUS 

20.21 

LORD  ABBETT  RESEARCH  SMALL  CAP  A 

17.13 

MFS  MASS.  INVESTORS  GROWTH  STOCK  A 

19.94 

DREYFUS  AGGRESSIVE  VALUE 

17.09 

Latin  Amerl 
funds  domiijrt 
the  list  of  til  | 
year's  golde* 
boys.  Several 
large-cap  ft 
growth  fund  t 
beat  the  S&l 
index  funds  1 
their  own  gal 


J 
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:ast  one  percentage  point 
it  to  match  the  index 
m,  indexing  is  less  an  al- 

method  of  investment 
re  an  opportunistic  in- 
,"  says  Nachmany. 
Drs  may  becoming  too 

about  index  investing. 
;  concern  of  the  manage- 
ranguard,  which  is  by  far 
r  in  index  mutual  funds, 
lis  year,  it  distributed  a 
inting  out  that  passively 
x  funds  aren't  always 
kers,  nor  do  they  trump 
-pickers'  funds.  Indeed, 
index  fund  underper- 
le  average  fund  as  re- 
1991,  1992,  and  1993. 
>ason  for  the  s&p  500 
illar  returns  has  more  to  do 

success  of  large-cap  stocks 
l  the  philosophical  debate  of 
i.  active  management.  The  s&P 
>  are  on  a  tear  because  the 
|  that  dominate  the  index  are 
cessful  multinationals  that  are 
ioned  to  thrive  in  the  global 
Big-cap  stocks  are  largely  re- 
fer the  above-average  returns 
he  10  largest  equity  funds 
ideed,  at  the  $53  billion  Fi- 
gellan  Fund,  portfolio  manag- 

E.  Stansky  managed  to  score 
29%  return. 

eration  ago,  these  companies 
growing  by  raising  prices  and 


HOW  THE  BIG  FUNDS  FARED 


NET  ASSETS 

TOTAL 

FUND 

BILLIONS 

RETURN* 

Finn  tTV  MAi^n  i  am 

FIDELITY  MAGELLAN 

$53.0 

1 1 .29% 

VANGUARD  INDEX  500 

36.2 

15.38 

INVESTMENT  COMPANY  OF  AMERICA 

32.8 

13.35 

\AIACIJIMATAIM  MIITIIAI  IMlirPT^DO 

WASHINGTON  MUTUAL  INVESTORS 

28.2 

12.61 

FIDELITY  GROWTH  &  INCOME 

27.5 

12.26 

FIDELITY  C0NTRAFUND 

25.0 

6.81 

FIDELITY  PURITAN 

19.6 

9.90 

AMERICAN  CENT.-20TH  CENT.  ULTRA  INV. 

18.9 

10.96 

VANGUARD/WINDSOR 

18.1 

12.84 

VANGUARD/WINDSOR  II 

17.8 

12.04 

"APPRECIATION  PLUS  REINVESTMENT  Of  DIVIDENDS  AND  CAPITAL  GAINS  BEFORE  TAXES, 
JAN.  1-MAY  30,  1997 

DATA:  MORNINGSTAR,  INC 


expanding  margins,"  says  Jeff  Poppen- 
hagen,  portfolio  manager  for  Pioneer 
Growth  Shares.  "Now,  there's  little  pric- 
ing flexibility,  so  they're  using  their  might 
to  build  market  share  and  spread  their 
fixed  costs  over  a  large  and  larger  base." 

Poppenhagen  is  one  of  a  few  man- 
agers to  buy  the  same  kinds  of  stocks  as 
the  s&P  500  funds  and  beat  them  and 
even  the  Vanguard  Index  Trust  Growth 
Portfolio,  which  tracks  the  growth-stock 
half  of  the  s&P  500.  His  fund,  up  21.40% 
so  far  this  year,  shows  that  active  stock 
managers  of  large-cap  stocks  can  outper- 
form the  index.  Among  his  major  hold- 
ings are  American  Express,  Intel,  Men-ill 
Lynch,  Microsoft,  and  Nike.  Chris  Fe- 


lipe, who  runs  the  mfs  Massachu- 
setts Investors  Growth  Stock  Fund, 
up  19.94%,  believes  in  investors  in 
large  U.  S.  technology  companies 
will  be  well  rewarded.  "American 
tech  companies  already  dominate 
the  global  industry,  and  they're  in 
great  position  to  exploit  that." 

These  big  companies,  tech  and 
otherwise,  are  so  good  at  the  glob- 
al game  that  one  mutual  fund, 
Papp  America-Abroad,  buys  them 
as  an  alternative  to  foreign  in- 
vesting. The  fund  is  up  21.38%  so 
far  this  year,  while  the  more  do- 
mestically focused  L.  Roy  Papp 
Stock  Fund  is  up  18.72%.  "The 
U.  S.  market  has  the  best  global 
companies  in  the  world,"  says  L. 
Roy  Papp,  the  fund's  manager.  "So 
why  take  on  the  additional  risks  of  in- 
vesting in  foreign  markets?" 

Many  investment  advisers  may  take 
issue  with  that,  since  most  believe  bring- 
ing non-U.  S.  investments  into  a  fund 
portfolio  lowers  overall  risk  and  raises 
returns.  But  so  far  this  year  at  least, 
Papp's  argument  seems  persuasive.  The 
returns  on  international  funds  are  slight- 
ly below  those  of  domestic  funds. 
RUSSIAN  ROULETTE.  There  are  some  ex- 
ceptions. Lexington  Troika  Dialog  Russia 
Fund,  investing  in  perhaps  one  of  the 
riskiest  foreign  markets,  is  by  far  the 
best-performing  fund  of  the  year,  up 
59.07%.  But  that's  more  a  function  of  the 
market  than  stock-picking  prowess.  The 


TOTAL  RETURN* 

TOTAL  RETURN* 

CALVERT  STRATEGIC  GROWTH  A 

-20.90% 

PERKINS  OPPORTUNITY 

-11.10% 

FRONTIER  EQUITY 

-19.96 

RYDEX  URSA 

-11.08 

IDS  PRECIOUS  METALS  A 

-19.75 

PARKSTONE  SMALL  CAP  INV.  A 

-10.92 

BULL  &  BEAR  GOLD  INVESTORS 

-18.78 

PIMCO  OPPORTUNITY  C 

-10.89 

MIDAS 

-18.25 

CAPPIELLO-RUSHMORE  GOLD 

-10.84 

UNITED  SERVICES  GOLD  SHARES 

-17.14 

DEAN  WITTER  PRECIOUS  METALS  &  MIN. 

-10.81 

FONTAINE  GLOBAL  GROWTH 

-16.83 

RYDEX  PRECIOUS  METALS 

-10.63 

INVESCO  STRATEGIC  GOLD 

-15.65 

AMERICAN  CENT-20TH  CENT.  VISTA  INV 

-10.61 

STEADMAN  TECHNOLOGY  GROWTH 

-14.10 

MONTEREY  OCM  GOLD 

-10.46 

MFS  GOLD  &  NATURAL  RESOURCES  B 

-14.06 

SUNAMERICA  SMALL  COMPANY  GROWTH  A 

-10.34 

AMERICAN  CENTURY  GLOBAL  GOLD 

-12.80 

VAN  ECK  INTL  INVESTORS  GOLD  A 

-10.26 

EV  MARATHON  WORLDWIDE  DEV.  RES. 

-12.79 

VAN  WAGONER  EMERGING  GROWTH 

-10.24 

LEXINGTON  STRATEGIC  INVESTMENTS 

-12.28 

COMSTOCK  PARTNERS  CAPITAL  VALUE  A 

-9.86 

PIMC0  PRECIOUS  METALS  C 

-12.28 

PBHG  GROWTH  PBHG 

-9.55 

LEXINGTON  GOLDFUND 

-12.06 

FIDELITY  SELECT  AMERICAN  GOLD 

-9.48 

PBHG  CORE  GROWTH 

-12.05 

USAA  GOLD 

-9.41 

STRONG  SMALL  CAP 

-12.00 

FIDELITY  SELECT  NATURAL  GAS 

-9.41 

VAN  ECK  GOLD  OPPORTUNITY  A 

-11.97 

PBHG  EMERGING  GROWTH 

-9.29 

GT  GLOBAL  NATURAL  RESOURCES  B 

-11.60 

COMPASS  CAPITAL  SMALL  CAP  GR.  INV.  A 

-9.28 

BB&T  SMALL  COMPANY  GROWTH  A 

-11.57 

AMERICAN  CENT-20TH  CENT.  GIFTRUST 

-8.73 

FIDELITY  SELECT  PRECIOUS  MTLS.  & 

MIN.  -11.56 

GABELLI  GOLD 

-8.60 

SCUDDER  GOLD 

-11.51 

KEYSTONE  PRECIOUS  METALS  HOLDINGS 

-8.58 

G0VETT  SMALLER  COMPANIES  A 

-11.49 

IAI  EMERGING  GROWTH 

-8.57 

VAN  ECK  GOLD/RESOURCES  A 

-11.36 

BLANCHARD  PRECIOUS  METALS 

-8.51 

VAN  WAGONER  MICRO-CAP 

-11.16 

FORTIS  ADVANTAGE  CAPITAL  APPREC.  A 

-8.47 

Gold  funds  took 
a  hit  from  the 
Bre-X  scandal. 
Small-cap  funds 
continued  to  be 
sluggards,  but 
maybe  the  worst 
is  behind  them 


'LUS  REINVEST- 
IDS  AND  CAPITAL 
tXES,  JAN.  1-MAY- 
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Mutual  Fund  Scoreboard 


fund  is  actually  trailing  the  Russian  stock 
market  index  by  nearly  30  percentage 
points.  As  a  category,  Latin  America 
funds  are  well  out  ahead  of  the  pack,  up 
an  average  24.48% — and  nearly  10  per- 
centage points  of  that  in  the  past  two 
months  alone.  Thirteen  of  the  top  25 
best-performing  funds  of  the  year  invest 
mainly  south  of  the  Rio  Grande.  Benny 


R.  Thomas,  portfolio  manager  of  the  T. 
Rowe  Price  Latin  America  Fund,  says 
strong  economic  growth,  falling  inflation, 
and  privatization  of  state-owned  compa- 
nies are  fueling  the  boom. 

At  the  other  end  of  the  spectrum  are 
the  precious  metals  funds,  down  10.78%. 
They  lost  nearly  3%  in  the  first  quarter, 
mainly  because  of  a  lackluster  gold  mar- 


THE  BOND  FUND  LEADERS 


TAXABLE  FUNDS 

TAX-FREE  FUNDS 

TOTAL  RETURN* 

TOTAL  RETURN* 

PHOENIX  EMERGING  MARKETS  BOND  A 

12.45% 

VAN  KAMPEN  AM.  CAP.  H/Y  MUNI.  A 

3.05% 

FIDELITY  NEW  MARKETS  INCOME 

9.46 

ALLIANCE  MUNI.  INCOME  II  AZ  A 

3.04 

FIDELITY  ADVISOR  EMERG.  MKTS  INC  T 

9.00 

STRONG  HIGH-YIELD  MUNICIPAL  BOND 

2.76 
2.74 

SCUDDER  EMERGING  MARKETS  INCOME 

8.48 

UNITED  MUNICIPAL  HIGH-INCOME  A 

BEAR  STEARNS  EMERGING  MKTS.  DEBT  A  8.36 

VOYAGEUR  CA  TAX-FREE  A 

2.73 

MORGAN  STANLEY  WORLD.  HIGH-INC.  B 

8.20 

ND  TAX-FREE 

2.65 

GT  GLOBAL  HIGH-INCOME  B 

7.49 

NUVEEN  FLAGSHIP  ALL-AMER.  MUNI  A 

2.60 
2~60 

JOHN  HANCOCK  HIGH-YIELD  BOND  B 

7.02 

NUVEEN  FLAGSHIP  KS  MUNI.  BOND  A 

ALLIANCE  GLOBAL  DOLLAR  GOVT.  B 

6.89 

IAA  TAX-EXEMPT  BOND 

2.56 

TOUCHSTONE  INCOME  OPPORTUNITY  A 

6.61 

ALLIANCE  MUNI.  INCOME  NY  A 

2.52 

AVERAGE  OF  1,153  FUNDS  1.55      AVERAGE  OF  1 ,362  FUNDS  1.51 

•APPRECIATION  PLUS  REINVESTMENT  OF  DIVIDENDS  AND  CAPITAL  GAINS  BEFORE  TAXES,  IAN.  1-MAY  30.  1997  DATA:  MORNINGSTAR.  INC 


ket.  What  knocked  them  do\ 
was  the  revelation  that  Bre-X 
Ltd.'s  gold  strike  turned  out| 
scam.  That  even  hurt  the  like 
Midas  Fund,  which  never  ownec1 
of  the  now  worthless  stock, 
was  to  drag  down  all  the  junioj 
stocks,  even  those  with  excelle 
agement,"  says  Kjeld  R.  ThygeJ 
runs  Midas.  "Now,  gold  is  chl 
the  stocks  are  cheap,  which  m| 
fund  a  good  buy." 
late  SPRING.  Of  course,  that's 
response  of  a  manager  whose 
a  slump.  And  that's  the  argumej 
from  those  who  run  mutual 
focus  on  small-cap  stocks.  SJ 
growth  stocks,  especially  techl 
have  been  in  a  vicious  bear  ma| 
12  months  (table,  page  129) 
stalling  to  pick  up.  Strong  Srrl 
Fund  is  down  12%  so  far  this  yj 
it's  up  17%  in  the  past  five  wee^ 
wise.  Van  Wagoner  Micro-Cap 
off  11.16%  since  January,  but  it's  | 
since  the  late  April  bottom. 

For  sure,  many  fund  manag| 
fund  watchers  have  called  thej 
the  small-cap  bear  market  befo* 
to  be  disappointed.  But  money 
ing  to  come  back.  About  one-qu| 


The  All-New  Regal 

Official  Car  of  the  Supercharged  Family. 


Why  just  roll  along  in  life?  With  the  all-new  240-horsepoiver  Regal  GS,  a  superchargd 
family  like  yours  can  really  skate.  In  fact,  when  it  comes  to  acceleration,  Motor  Tren 
proclaims,  "...to  touch  a  similar  import  sedan. ..you'd  need  to  nearly  double  the  sticker. 

The  new  supercharged  Regal  GS  by  Buick.  No  other  sport  sedan  is  more  in-line 
N"ww with  your  action-packed  life. 

by  Buick 


E!  | '©1997  GM  Corp  All  rights  reserved  Regal  is  a  registered  trademark  of  GM  Corp  Buckle  up.  America1  For  more  information,  call  1 -800-4A-BUICK. 


TOTAL  RETURN* 


TOTAL  RETURN* 
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7.55 
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rUKtlbN 

1 .10 
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JAPAN 

7.63 

S&P  500  INDEX 

15.19 

COMMUNICATIONS 

7.22 

The  bigger  the 
better:  Large-cap 
funds  topped  mid- 
cap,  and  mid-caps 
beat  small-caps 


flowing  into  equity  funds  in 
;hree  weeks  went  to  funds  that 

the  riskier  small-cap  stocks, 
>ert  Adler  of  amg  Data  Ser- 
Arcata  (Calif.)  firm  that  tracks 
and  out  of  funds.  And  since  in- 
tend to  chase  performance, 
turns  from  small-cap  funds  will 
iw  in  more  money  and  further 
rally.  "Small-caps  should  re- 
8  at  least  the  next  three  to  six 
says  Robert  Natale,  editor  of 
I  &  Poor's  Emerging  &  Spe- 


cial Situations,  a  newsletter  that  fol- 
lows small-cap  stocks. 

There's  not  much  of  a  rebound  going 
on  among  the  beleaguered  bond  funds. 
True,  yield  on  the  benchmark  30-year 
U.  S.  government  bond,  at  6.9%,  is  down 
from  nearly  7.2%  in  early  April.  But 
it's  still  markedly  higher  than  the  6.6% 
yield  at  yearend.  Since  rising  rates  cut 
bond  prices',  most  bond  funds  have  suf- 
fered losses  in  net  asset  value  this  year. 
Long-term  government  bond  funds, 
which  are  the  most  sensitive  to  rising 


rates,  are  flat  for  the  year.  Ultrashort 
bond  funds,  which  have  maturities  not 
much  beyond  that  of  money-market 
funds,  earned  2.13%  total  returns.  The 
muni  funds  looked  little  better.  They 
earned  an  average  of  1.51%. 

That's  not  the  sort  of  performance 
that's  going  to  bring  cash  back  to  bond 
funds.  To  most  investors,  even  an  equi- 
ty fund  that  lags  the  s&p  500  is  going  to 
look  at  whole  lot  better. 

By  Jeffrey  M.  Laderman 
in  New  York 
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BY  GENE  G.  MARCIAL 


HARKEN  BUBBLES  UP 
OVER  COLOMBIAN  OIL 

There's  nothing  like  talk  of  a  big  find 
I  to  get  oil  investors  excited.  In  this 
case,  the  stock  is  Harken  Energy  (hec), 
an  oil-and-gas  producer  prospecting  for 
oil  in  the  U.  S.  and  Colombia,  where  it  is 
the  third-largest  property  holder,  with 
rights  to  1  million  acres. 

The  company 
WINDING  UP  will  soon  reveal 
FOR  A  STRIKE?  "early  estimates 
showing  significant 
oil  generation"  in 
the  three  areas  it 
is  exploring  in 
Colombia's  Middle 
Magdalena  Basin. 
That's  the  word 
from  a  few  oil- 
patch  watchers — 
and  it  has  in- 
vestors buying. 

David  Snow, 
head  of  Energy 
Equities,  a  Wayne 
(N.J.)  researcher, 
says  Harken  has  not  yet  told  analysts 
much  about  its  initial  findings  from  these 
prospects.  "But  early  estimates  have 
been  1  billion  barrels,"  he  asserts. 

Snow  says  a  Houston  consultant 
thinks  "oil  generation  and  accumulation 
could  occur  throughout  [Harken's] 
acreage."  This  conclusion,  he  adds,  led 
Harken  to  engage  Holditch  &  Associ- 
ates, an  engineering  group,  to  do  an 
assessment.  Snow  says  Holditch  report- 
ed a  major  "potential  for  oil  accumula- 
tion ...  in  Catalina,"  where  the  Magdale- 
na fields  are  located. 

Observers  expected  the  company  to 
discuss  its  findings  at  the  annual  meet- 
ing on  June  9.  Harken  hinted  as  much 
in  a  press  statement  earlier  this  year 
announcing  its  drilling  plans.  The  com- 
pany said:  "Recent  analysis  has  in- 
creased optimism  about  potential  dis- 
coveries in  Colombia."  Harken  has 
allocated  $60  million  for  drilling  over 
the  next  two  years. 

Analyst  Paul  Hayes  of  Oppenheimer, 
also  bullish  on  Harken,  says  that  a 
strike  at  any  of  the  exploration  sites 
would  have  a  big  impact  on  the  stock. 
The  analyst's  12-month  target  for  the 
stock  is  1VA  a  share.  It  currently  trades 
at  4%  on  the  American  Stock  Exchange. 
He  expects  Harken  to  turn  a  profit  this 
year — of  50  a  share — followed  by  a 


profit  of  170  in  1998  and  $2  in  1999. 

Snow  forecasts  even  bigger  numbers 
for  1999:  Based  on  his  estimates  of  re- 
serves in  Harken's  prospects  in  Catalina 
of  $15  a  share,  he  sees  earnings  of  $3  to 
$4.50  a  share.  Big  institutions  have  been 
snapping  up  shares,  raising  their  stake 
in  the  120  million  shares  outstanding 
from  20%  to  some  30%.  One  of  them— 
Harvard  Asset  Management — owns  8 
million  shares.  Harken  management  and 
directors  own  20%. 

BEHIND  THE  ASSAULT 
ON  DASSAULT 

This  French  company — Dassault  Sys- 
temes  (dasty) — is  little-known  on 
Main  Street  America  but  is  big  with 
the  bluest  of  U.  S.  blue  chips:  IBM,  Boe- 
ing, Chrysler,  Microsoft,  and  Lockheed 
Martin,  to  name  a  few.  IBM  owns  a  10% 
stake. 

Dassault,  trading  at  64  a  share  with  a 
price-earnings  ratio  of  49  (based  on  its 
estimated  1997  earnings),  isn't  a  give- 
away. But  this  is  a  stock  the  pros  have 
been  chasing:  "It  continues  to  beat  ana- 
lysts estimates  and  shows  continued 
quality  top-line  growth  and  good  mar- 
gins," says  money  manager  Ivor  Far- 
man  of  Goldman  Sachs  Asset  Manage- 
ment in  London. 

A  leading  developer  of  computer-aid- 
ed design  (cad),  manufacturing,  and  en- 
gineering software  products,  Dassault's 
specialty  is  creating  software  systems 
for  three-dimensional  mock-ups.  That 
lets  manufacturers  cut  costs  by  reducing 
production  time:  Its  mock-up  designs 
let  manufacturers  buy  parts  specifically 
tailored  to  a  par- 
MAKIN6  MORE  ticular  product.  In 
the  U.  S.,  Chrysler, 
for  instance,  uses 
Dassault's  comput- 
er-aided 3-D  soft- 
ware called  catia 
Solutions,  as  do 
both  Boeing  and 
Lockheed  Martin. 
Worldwide,  the 
company  serves 
the  auto,  aero- 
space, railroad,  and 
shipping  industries. 

Dassault  plans 
to  release  its  first 
Internet  applica- 
tion in  the  summer.  The  Internet  prod- 
uct, which  will  enable  small  businesses 
to  use  catia  in  their  factories,  "will  be  a 
very  big  market  for  Dassault,"  according 
to  Farman. 
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The  Internet  product  will  let  r 
users  navigate  through  product 
from  any  computer,  explains  1 
Stanley  analyst  Alkesh  Shah 
provide  low-cost  access  to  inten 
external  product  information." 

Shah's  target  for  the  stock 
based  on  a  33  p-e  ratio  on  his  199 
ings  estimate  of  $2.30  a  share 
year,  he  expects  $1.60  and  in  1' 


A  HOT  LITTLE 
POWER  PLAY? 


Ever  heard  of  "distributed  pi 
No — it's  got  nothing  to  do  with 
ing  over  political  clout  to  the  j  ^ 
less.  It  refers  to  small-scale  powe 
eration  sited  closer  to  consumei 
competing  directly  with  the  hug< 
ties.  Bringing  generation  close  t 
users  makes  distribution  cheaper. 

It's  "one  of  the  fastest-growii 
dustry  sectors  in  the  country," 
money  manager  Alan  Gaines,  wi 
cuses  on  energy  investments.  One 
play  is  U.  S.  Energy  Systems  (I 
which  has  acquired  two  geotherm 
generation  plants  in  the  state  of 
da,  according  to 


READY  TO  RO: 
INTO  RENO 
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Gaines,  who  heads 
the  investment 
firm  of  Gaines, 
Berland.  Taken  to- 
gether, the  two 
plants  produce  8 
megawatts  of  elec- 
trical power,  using 
hot  water  from 
within  the  earth 
as  an  energy 
source. 

ceo  Richard 
Nelson  expects 
U.  S.  Energy  to 
get  a  contract  to 
supply  power  to 
the  city  of  Reno  in  mid-June  an  1 
start  the  work  by  the  summer.  G;ii( 
figures  this  development  will  add  1 
share  to  U.  S.  Energy's  bottom  lin  h 
1999.  He  expects  earnings  of  550  a  sta 
for  the  year  ending  Jan.  31,  1998,n 
800  for  1999  (excluding  the  Reno  tt 
ject),  up  from  1997s  170. 

In  the  meantime,  U.  S.  Energy*?- 
been  supplying  energy  to  some  collie 
and  shopping  malls,  including  Plymit 
State  College  in  New  Hampshire,  h 
Lehi  co-generation  project  in  Utah,n< 
Bluebeard's  Castle  Resort  in  the  I| 
Virgin  Islands. 

Gaines  says  the  stock,  trading  arci 
4  a  share,  is  "moronically  cheap." 
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L  THE  NEWS  THAT'S 
r  TO  BROWSE 

3  elusive  cyberprofits,  the  networks  are  jumping  in 


oops  go,  it  was  a  far  ciy  from 
ergate.  But  when  the  defense 
,ed  on  May  28  in  the  Okla- 
la  City  bombing  trial  of  Timo- 
gh,  the  first  news  organization 
"d  out  was  the  MSNBC  Internet 
nd  on  May  27,  when  a  deadly 
pped  through  the  tiny  central 
m  of  Jarrell,  the  only  place  to 
names  of  the  dead  and  missing 
le  state  was  on  cnn.com. 
news  in  the  age  of  the  Net — 
fast,  highly  competitive,  and 
ratchet  up  another  notch.  On 
^bc  made  its  online  news  de- 
weeks  later,  CBS  planted  a 
yberspace,  saying  it  will  launch 
et  news  site  by  yearend.  And 
,  cnn  Interactive  announced  a 
software  maker  Oracle  Corp. 
allow  Netizens  to  create  cus- 
ews  pages — selected  from  300 
; — that  are  delivered  automat- 
heir  PCs  every  15  minutes. 
With  this  latest  round  of  an- 
:nts,  it's  now  official:  The  Net 
■s  have  begun.  Today,  all  four 
Dadcast  networks  and  cnn — 
;nt  to  let  such  news  anchors  as 
ler,  Tom  Brokaw,  and  Peter 
lure  viewers  to  TV  sets  each 
3  laying  multimillion-dollar  bets 
orld  Wide  Web. 


To  some,  it's  a  mystery.  Ratings 
methods  are  still  fuzzy,  viewership 
skimpy  by  TV  standards,  and  profits  elu- 
sive, but  news  organizations  say  they 
have  little  choice  but  to  join  the  cyber- 
fray.  "We  are  looking  at  the  erosion  of 
our  broadcast  audience  on  the  one  hand, 
and  a  new  world  where  the  convergence 
of  the  TV  and  computer  will  make  news, 
data,  and  text  immediate  and  personal," 
says  Tom  Rogers,  nbc's  executive  vice- 
president.  "We  have  to  put  together- 
products  toward  that  time." 

What  they  have  put  together  is  all 
too  similar.  At  the  click  of  a  mouse, 
news  is  available  24  hours,  customized, 
and  immediate.  Each  online  news  ser- 
vice offers  a  handful  of  top  stories  for 
the  day,  which  are  frequently  the  same 
and  seldom  updated.  On  June  1,  for  ex- 
ample, most  of  the  biggies  had  the  latest 
on  the  McVeigh  trial,  along  with  sto- 


The  networks'  problem 
is  that  most  Netizens 
are  going  elsewhere  on 
the  Web  for  news 


ries  on  the  French  elections  and  Presi- 
dent Clinton's  vow  to  fight  Paula  Jones's 
sexual  harassment  complaint.  Only  cnn 
strayed  from  the  pack,  with  a  piece  on 
the  upcoming  Tony  Awards. 

This  me-too  format  could  make  it 
tough  for  the  majors  to  distinguish 
themselves  from  one  another,  especially 
without  the  on-air  personalities  of  their 
anchors.  And  that,  experts  say,  could 
slow  precious  advertising  dollars — bad 
news  considering  online  news  operations 
are  spending  $20  million  to  $25  million 
on  average  just  to  get  started. 
BLEEDING.  Take  msnbc,  a  $500  million 
joint  venture  between  nbc  and  Mi- 
crosoft Corp.  that  features  both  a  cable 
network  and  a  Web  site,  msnbc  was  ex- 
pected to  lose  money  for  five  years,  but 
execs  now  say  the  cable  channel  is  on 
track  for  breakeven  sooner,  possibly 
year  four.  But  no  one  at  either  company 
is  venturing  a  guess  when  the  online 
service,  which  has  cost  $30  million  so 
far,  will  stop  bleeding  red  ink.  Says  an- 
alyst Mark  Mooradian  of  market  re- 
searcher Jupiter  Communications:  "No- 
body's going  into  this  as  a  profitable 
venture.  Everyone  is  looking  five  to  ten 
years  down  the  road." 

The  reason  for  the  long  view  is 
twofold:  The  networks,  which  have  been 
losing  viewers  for  two  decades,  are  see- 
ing some  log  on  instead  of  tune  in.  At  the 
same  time,  news  is  becoming  a  hot  ticket 
on  the  Net.  A  Baruch  College/Hanis  Poll 
survey  commissioned  by  business  week 
shows  that  30%  of  Web  surfers  visit 
news  sites  "often."  Overall,  news  is  the 
No.  4  reason  they  list  for  getting  on  the 
Net,  behind  research,  education,  and  en- 
tertainment. Such  popularity  with  Net 
surfers  could  make  news  sites  a  must 
for  advertisers,  who  are  expected  to 
spend  some  $5  billion  on  Web  ads  in 
2000,  says  Jupiter  Communications. 

The  problem  for  the  TV  networks,  at 
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least  for  now,  is  that  most  Netizens  are 
zeroing  in  elsewhere  for  the  latest  news. 
According  to  market  researcher  PC  Me- 
ter, which  tracks  Net  usage,  11.5%  of  its 
sample  of  12,000  households  are  visiting 
cnet,  a  San  Francisco-based  startup 
that  specializes  in  technology  news. 
cnet  Chief  Executive  Halsey  M.  Minor 
credits  much  of  his  success — cnet  av- 
eraged some  3.2  million  page  views  a 
day  in  1997's  first  quarter — to  the  com- 
puter-savvy nature  of  Web  surfers.  "We 
satisfy  a  niche,  it  just  happens  to  be  a 
big  niche,"  says  Minor.  "But  the  gener- 
al news  category  is  going  to  be  the 


news  programs,  the  Web  site  gets  a 
promo.  When  an  nbc  prime-time  Date- 
line show  on  the  nation's  worst  roads 
directed  viewers  to  the  Web  site  for  a 
look  at  how  their  local  roads  held  up, 
the  site  was  clogged.  "We  just  saw  the 
traffic  zoom,"  says  Merril  Brown, 
MSNBC's  Internet  editor-in-chief. 

Gearing  up  for  a  longer  battle, 
MSNBC's  Web  site  has  100  reporters  in 
Redmond,  Wash.,  working  up  their  own 
stories.  It's  also  the  news  arm  for  the 
Microsoft  Network  Web  service,  giving 
it  immediate  access  to  some  2.3  million 
subscribers.  The  result:  After  less  than 


tors  to  carry  it.  Fox  has  lured  suH 
gies  as  abc  congressional  corresnpi 
Brit  Hume,  but  its  strength  is  stWffl 
trademark  racy  style.  Its  Web  jl  jj 
cently  ran  such  sure-to-titillatara 
as  a  Japanese  hacker  who  rala  * 
weather  charts  on  the  Net  with^ 
graphic  pictures  and  another 
Tampa  couple  suing  a  local  supeii 
after  finding  a  finger  in  a  hani 
wich  they  had  bought. 

Fox's  aim,  as  with  such  raunl 
fare  as  Married  with  Children 
bring  younger  viewers  to  the 
That's  good.  For  now,  the  majq 


NETWORK  NEWS  ON  THE  NET 


The  battle  for  eyeballs  spreads  from  television  to  the  World  Wide  Web 


M 


CNN 

Interactive* 
LAUNCHED:  Aug.  30,  1995 


NBC 


MSNBC  on 
the  Internet 
LAUNCHED:  July  16,  1996 


^^mr   A8CNews.com    I^HHHK  FoxNews) 

LAUNCHED:  May  15,  1997        LAUNCHED:  Oct.  4,  1996 


TRAFFIC:  25  million  pages 
viewed  a  week 


ADVANTAGES:  Great  brand 
name,  links  to  Time  Warner 

DISADVANTAGE:  Limited  to 
cable  reach,  older 
demographics 


TRAFFIC:  10  million  to  14 
million  pages  viewed  a  week 

ADVANTAGE:  Links  to  NBC 
and  MSNBC  cable  chan- 
nel, Microsoft  technology 

DISADVANTAGE:  Late  start, 
overhauling  the  design 


ADVANTAGE:  Distribution 
through  AOL,  ties  to 
ESPNet  Sportszone  and 
other  Disney  sites 

DISADVANTAGE:  Late  start, 
uncertain  editorial  identity 


TRAFFIC:  7  million  page: 
viewed  a  week 

ADVANTAGE:  Young,  hip  bl 
identity  and  editorial  si 

DISADVANTAGE:  Startup  ne 
organization,  little  distri 
tion  for  cable  news  chai 


most  competitive  niche  that  exists  on 
the  Web.  Period." 

Today's  Internet  news  has  a  ways  to 
go  before  it  has  the  name  recognition  of 
network  news,  however.  The  highest- 
ranked  broadcast  service  on  the  Web, 
cnn.com,  came  in  no  better  than  48th  in 
PC  Meter's  March  survey  of  the  most 
popular  Web  sites,  behind  disney.com, 
Time  Warner  Inc.'s  Pathfinder  service, 
and  even  weather.com. 
WEAPONS.  Ouch — especially  considering 
that  cnn  was  the  first  major  broadcast- 
er on  the  Net.  Launched  in  the  summer 
of  1995,  it  surpassed  1  million  hits  in 
just  two  days,  and  during  the  U.  S.  No- 
vember elections,  its  three  Web  sites — 
cnn.com,  the  financial  site  cnnfn.com, 
and  allpolitics.com — received  a  stagger- 
ing 50  million  hits  in  one  day.  Indeed, 
cnn  is  the  rare  Net  news  organization 
that  is  profitable,  thanks  in  part  to  an 
impressive  list  of  170  advertisers,  in- 
cluding ibm  and  Best  Western  hotels. 

Now  other  networks  are  trying  to 
overtake  CNN.  Broadcasters  such  as  NBC 
and  abc  bring  impressive  weapons  to 
the  battle  for  Net  news  preeminence. 
nbc  regularly  trots  out  network  stars 
Tom  Brokaw  and  Katie  Courie  for  chats 
on  the  Not  site.  And,  at  the  end  of  most 


^Includes  both  cnn.com  and  cnnfn.com  and  allpolitics.com 

DATA  COMPANY  REPORTS,  BUSINESS  WEEK  ESTIMATES 

a  year,  the  MSNBC  Web  site  captures 
3.6%  of  Net  users  each  month,  says  PC 
Meter,  just  behind  the  3.7%  that  drops 
by  cnn's  main  news  site. 

abc,  which  just  launched  its  service, 
has  no  such  track  record — but  plenty 
of  partners.  Its  has  a  deal  with  aol  and 
Netscape,  ensuring  access  to  12  million 
viewers,  says  Jeff  Gralnick,  vice-presi- 
dent and  the  executive  producer  in 
charge  of  abcnews.com.  To  promote  the 
site,  abc  is  calling  on  the  big  names. 
In  the  first  few  days  after  operation,  it 
sent  heavyweights  Sam  Donaldson  and 
Cokie  Roberts  from  their  This  Week  set 
on  Sunday  morning  for  an  online  chat. 

Less  certain  is  how  much  competi- 
tion the  current  Big  Three  of  TV  news 
services  will  get  from  Fox  Broadcasting 
Co.  and  cbsnow.com,  announced  by  cbs 
at  its  affiliate  meeting  on  May  30.  Un- 
like other  broadcasters  with  online  ser- 
vices, cbs  will  use  heavy  doses  of  local 
news  from  its  more  than  200  TV  station 
affiliates,  which  are  being  promised  a 
cut  of  the  ad  revenues. 

Meanwhile,  foxnews.com  is  being 
hampered  by  a  lack  of  promotion  from 
the  seven-month-old  Fox  news  cable 
channel,  which  has  had  trouble  lining 
up  significant  numbers  of  cable  opera- 


Web  users  are  males  in  their  40a 
educated  and  with  high  income 
short,  they  are  cnn  people.  But  ft 
online  news  services  are  to  sum 
they'll  have  to  bring  in  more  teerja 
women.  That  could  work  both  waj;  fi 
ures  abc's  Gralnick.  "If  we  canp 
'em  on  our  service  as  youngstere,  ny 
we  can  move  them  over  to  the  ba 
cast  network,  as  well." 

How  to  do  that?  One  technology 
could  woo  the  masses  is  simulta?o 
video  streaming.  That  lets  a  bita 
caster  bring  the  same  video  tit 
computer  that  it  is  showing  on  T\B 
analysts  say  bandwidth  is  still  an-s 
and  that  until  most  PC  owners  us<|S 
kb  modems,  this  approach  won't  a 
a  big  difference.  "There  have  y 
things  out  there  that  people  will  pjj 
receive,  whether  it  is  on  cable  o!t 
Internet,"  says  CNN  President  1 
Johnson. 

Just  what  that  will  be  is  still  ur'e 
to  the  TV  newshounds  descendir 
the  Net.  But,  after  nearly  50  yeas 
competing  for  eyeballs  on  the  it 
they're  intent  on  grabbing  eyebal: 
the'  Net. 

By  Ronald  Grove  r  in  Los  Arm 
with  Linda  Himelstein  in  San  From 
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ONLY  FIDELITY  HAS 


GIVEN  YOU  FIVE  OF  THE 


TOP  TEN  PERFORMING 


MUTUAL  FUNDS. 


■  data  as  of  3/31/97  and  includes  all  equity  funds  The  equity  fund  universe  for  the  five-year  period  was  2,413.  For  the  one-year  and  ten-year  periods,  the  fund  universe 
165  and  685,  out  of  which  Fidelity  Select  Electronic  ranked  55  and  11,  Fidelity  Select  Home  Finance  ranked  79  and  1,  Fidelity  Select  Computers  ranked  189  and  61, 
y  Select  Regional  Barks  ranked  96  and  2,  and  Fidelity  Select  Financial  ranked  210  and  48  This  reprinted  list  is  supplied  by  Fidelity  Distributors  Corporation  which 
as  the  general  distribution  agent  for  shares  of  the  Select  Portfolios.  This  reprinted  list  should  not  be  construed  as  an  offer  to  sell  or  a  solicitation  of  an  offer  to  buy  shares 
other  funds  mentioned  in  this  list  Repnnted  from  Wall  Street  Journal  4/4/97  All  data  in  this  list  was  provided  by  Lipper  Analytical  Services  lnc  ,  which  is  a  nationally 
lized  organization  that  provides  performance  information  for  mutual  funds  Each  fund  is  classified  within  a  universe  of  funds  similar  in  investment  objective  Peer  group 
es  include  reinvestment  of  dividends  and  capital  gains,  if  any  and  exclude  sales  charges 


pper  Analytical  Services 
ports,  of  all  the  diversified 
id  non-diversified  funds  with 
any  different  objectives,  risk 
fofiles  and  charges,  five  of  the 


top  10  performing  funds  over 
the  last  five  years  are  Fidelity 
Select  Portfolios.      Of  course, 
past  performance  is  no  guaran- 
tee of  future  results,  and  you 


SELECT  PORTFOLIOS®  BY  FIDELITY 


:inancial  Services  Sector 

brokerage  &  investment  Management 
"inancial  Services 
4ome  Finance 
nsurance 
Regional  Banks 

technology  Sector 

rechnology 
Computers 

Developing  Communications 
Electronics 

software  &  Computer  Services 

March  1997  Average  Annual  Returns 


1  Year 

5  Year 

1 0  Year 

or  Life  of  Fund 

20.36% 

17.23% 

8.89% 

20.17% 

22.70% 

14.29% 

26.93% 

30.19% 

19.70% 

19.05% 

16.28% 

12.86% 

25.95% 

24.19% 

19.46% 

10.59% 

20.15% 

13.16% 

21.01% 

25.25% 

14.01% 

-9.36% 

14.21% 

16.79%* 

29.10% 

32.48% 

16.72% 

9.67% 

20.43% 

1 5.44% 

may  have  a  gam  or  loss  when 
you  sell  your  shares.  This  is 
because,  given  their  narrow 
focus,  sector  tunds  can  move 
up  quickly  but  fall  just  as  fast: 
In  fact,  recent  returns  for  other 
Fidelity  Sector  funds  have  not 
been  that  impressive.  But, 
as  the  Lipper  report  indicates, 
only  Fidelity  Select  Portfolios 
can  offer  unmatched  perfor- 
mance over  the  long  term. 


1-800-544-0165 


www.fidelity.com 


Fidelity 


Investments 


FIDELITY  INVESTMENTS® 

s 

2 


ID  SERVICE:  1-800-544-01 18  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET  NETWORK 

r  more  complete  information,  including  charges  and  expenses,  call  for  a  free  prospectus.  Please  read  it  carefully  before  you  invest  or  send  money. 

'erage  annual  total  returns  for  the  period  ending  3/31/97  are  historical  and  include  changes  in  share  pnce,  reinvestment  of  dividends  and  capital  gains,  and  the 
:ct  of  the  funds'  3%  sales  charge.  Share  prices  and  returns  will  vary.  If  Fidelity  had  not  reimbursed  certain  expenses  for  some  of  the  funds  during  the  periods  shown, 
ise  funds'  returns  would  have  been  lower  :Because  stocks  in  a  sector  fund  tend  to  move  the  same  way,  sector  funds  typically  exhibit  higher  volatility  than  broadly 
■ersified  mutual  funds  and  the  stock  market  as  a  whole.  If  you  sell  shares  of  a  Select  equity  fund  after  holding  them  29  days  or  less,  the  fund  will  deduct  a  redemp- 
n  fee  equal  to  .75%  of  the  value  of  those  shares.  For  shares  held  30  days  or  longer,  the  redemption  fee  is  up  to  $7  50  In  addition,  there  may  be  a 
.50  fee  for  each  exchange  out  of  a  Select  equity  fund  'Life  of  Fund  as  of  fund  inception  date  for  Developing  Communications  is  6/29/90  Fidelity  Distributors 
rporation  FundsNetwork  is  a  service  provided  by  Fidelity  Brokerage  Services,  Inc.  Member  NYSE,  S1PC  2d/32990  001 


GUESS  WHOSE  SOFTWARE 
TAKES  THE  WORK  OUT  OF 
WORKING  TOGETHER? 


Fujitsu's, 
of  course.  As  one  of  the 
world's  largest  software  companies, 
'e're  developing  software  that's  changing 
way  business  works.  For  instance,  our  group 
jctivity  software,  Team  WARE5,'  is  helping  people 
ipanies  around  the  world  communicate,  share 
ation  and  work  together  better.  cP  Our  object- 
id  database  engine  and  tools  are  driving  new 
ledia  and  Internet  applications  that  bring  people 
formation  together.  And  WebWorld,  our  website 
lology,  brings  companies  and  their  customers 
gether  in  lively  interactive  virtual  worlds. 
cP  So  we  suggest  you  look  into  Fujitsu 
software.  It's  where  everything 
comes  together. 


CP 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


Prosciutto  from  Parma.  Chianti  from 
Toscana.  Magnifica  from  Alitalia. 


Introduc  ing  Magnifica  Class  from  Alitalia.  A  new  ( lass 
oi  service  thai  encompasses  the  very  best  of  Italy.  I  Ik- 
finest  foods  from  our  land  and  our  seas.  The  finest  wines 
from  our  v  ines.  I  he  warmth  and  care  of  a  people  w  ho 
have  tin  ned  liv  ing  into  an  art  form. 

Every  detail  in  Magnifica  is  fust  class,  from  our  luxu- 
rious electronically  controlled  seats,  to  our  award-winning, 

Alitalia  partit  i|».itcs  in  the  frequent  flier  programs  of  Continent.il  ,ind  I  S  Airways.  Newark 


five-star  meals,  presented  by  attendants  outfitted  exclusive!] 
bv  Armani.  And  when  you  arrive,  a  driver  will  be  waiting 
to  whisk  you  to  your  final  destination  in  Rome  or  Milan. 

Best  of  all,  you  can  fly  Magnifica  to  Italy  for  the  price 
ol  a  business  class  ticket.  For  more  information  on  thi 
outstanding  new  service,  call  Alitalia  at  1-800-223-5730 
MAGNIFICA  CLASS. THE  BEST  OF  ITALY.  ' 

lights  fipn.itrd  in  partneiship  with  Continental  Airlines  and  feature-  KusmesshrsC"1  servio 
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I  CRAIG  McCAW 
A  LOCAL  HERO? 

's  using  his  megabucks  to  build  a  phone  network 


i  three  top  at&t  executives 
nped  ship  to  rejoin  their  for- 
r  boss,  Craig  0.  McCaw,  at  his 
)any,  OneComm  LLC,  the  lure 
;  paychecks.  Execs  Wayne  M. 
d  Steven  W.  Hooper  aren't 
dving  salaries — only  equity  in 
ompany.  Instead,  the  trio  leapt 
ince  of  another  entrepreneurial 

with  McCaw,  with  whom  they 
ilular  empire  that  at&t  bought 

billion  in  1994.  "There  are 
d  analogies  to  the  startup  of 
ays,"  says  Perry,  the  former 
man  of  at&t  Wireless  Services 
chairman  of  OneComm.  "The 
rence  is  Hooper  has  no  hair 

little  grayer." 

lot  all  that  has  changed.  When 
smartly  cobbled  together  a 
;  of  cellular  properties  covering 
U.  S.,  he  was  a  pioneer  in  a 
w  market.  But  this  time 
)neComm  is  trying  to  elbow 
to  a  mature  business  crammed 
inched  players:  the  $100  billion 
jhone  market.  Unless  McCaw 
■oika  execute  perfectly,  it  may 
sible  to  recreate  their  former 
he  local  market  is  an  estab- 
;iness,"  says  Kevin  M.  Moore, 
>t  with  Alex.  Brown  &  Sons 
g  McCaw  doesn't  get  to  make 
les  this  time." 

Maybe  not,  but  he  "^^^^ 
i  a  game  plan.  Mc- 
;ed  OneComm  as  an 
to  another  company 
Nextlink  Communi- 
hich  has  been  build- 
aying  local  networks 
past  three  years, 
n's  mission  is  to 
ions  of  dollars  so 
can  invest  in  local 
tworks  and  expand 
i  beyond  the  six 
s  in  today.  In  time, 
n  and  Nextlink  will 

merge — they  are 

today  largely  be- 
Caw  is  in  the  midst 
y  divorce  and  does 
to  mingle  his  assets. 


So  can  McCaw  build  another 
empire?  He  has  already  sunk 
$55  million  into  Nextlink  and, 
with  a  net  worth  of  $1.3  bil- 
lion and  his  track  record  in  cel- 
lular, he  should  be  able  to  come 
up  with  millions  more.  Add  in 
the  deal  expertise  of  Hooper, 
Perry,  and  Gerard  Salemme, 
former  at&t  vice-president  for 
government  affairs,  and  expan- 
sion looks  like  a  sure  bet.  'We 
made  a  lot  of  friends  in  the 
capital  markets,"  says  Hooper,  the  44- 
year-old  former  president  and  ceo  of 
at&t  Wireless  and  now  president  of 
OneComm.  Expect  the  war  chest  to  be 
used  in  part  for  an  acquisition  binge, 
experts  say,  with  one  possible  target  be- 
ing Brooks  Fiber  Properties,  a  Town  & 
Country  (Mo.)  local  access  carrier  with 
revenues  of  $46  million. 

Still,  McCaw  faces  enormous  chal- 
lenges. Despite  the  Telecommunications 
Act  of  1996,  aimed  at  deregulating  local 
markets,  the  Baby  Bells  are  fighting 
hard  to  keep  their  turf.  What's  more, 
early  reports  that  OneComm  might  bag 
at&t  as  a  customer — by  selling  the  tele- 
com giant  local  capacity — may  not  hap- 
pen. Daniel  Hesse,  the  former  head  of 
AT&T's  local  effort  who  just  replaced 
Hooper  as  president  of  at&t  Wireless, 
says  the  companies  may  work  together. 


McCAW'S  NEW  CALLING 

WHERE  Through  his  Nextlink  Communications,  McCaw 
has  local  telephone  infrastructure  in  Pennsylvania,  Ohio, 
Tennessee,  Washington,  Utah,  and  Nevada,  with  capability 
to  service  4.2  million  business  lines. 

WHAT  Nextlink  uses  its  network  to  offer  alternative  local 
telephone  service,  which  it  bundles  with  long-distance 
service.  Its  services  are  typically  10%  to  15%  cheaper 
than  Baby  Bell  rates. 

HOW  McCaw  recruited  three  AT&T  execs  to  form 
OneComm,  which  will  help  speed  up  Nextlink's  expansion 
into  local  service.  OneComm  will  raise  money  and  make 
acquisitions  to  quickly  assemble  competitive  local  phone 
operations  across  the  country. 


DATA  NEXTLINK  COMMUNICATIONS  INC  ,  ONECOMM 


BACK  TO  THE  FUTURE:  Hooper  and  Perry  signed 
tip  for  another  startup  adventure  with  McCaw 


But  at&t  is  giving  no  guarantees.  "It's 
all  a  matter  of  economics,"  says  Hesse. 
One  sure  thing:  If  the  current  merger 
talks  between  at&t  and  Baby  Bell  sbc 
Communications  end  in  an  agreement,  it 
won't  need  OneComm's  facilities  in  SBC's 
territory. 

McCaw,  however,  can  market  local 
service  himself,  and  already  Nextlink 
has  what  the  company  says  is  "thou- 
sands" of  business  customers.  But 
Nextlink  has  none  of  the  brand-name 
recognition  of  the  Baby  Bells  or  the 
major  long-distance  companies.  Worse, 
McCaw  is  actually  late  to  the  game  of 
building  local  networks.  Teleport  Com- 
munications Group  Inc.,  for  example, 
was  formed  14  years  ago  and  has  a 
far  larger  network  in  the  most  lucra- 
tive big  markets.  "OneComm  is  on  a 
large  learning  curve,"  says  Robert  An- 
nunziata,  Teleport 's  chairman 
and  ceo. 

McCaw's  solution:  to  focus 
on  second-  and  third-tier 
markets  where  he  doesn't 
have  to  go  head-to-head  with 
the  majors.  Still,  McCaw 
can't  go  it  alone.  What  he 
needs  is  an  alliance  with  a 
brand-name  phone  compa- 
ny— read  at&t — that  will  buy 
his  capacity  and  help  market 
to  customers. 

Without  that,  his  local 
phone  effort  could  be  a  costly 
attempt  to  relive  the  glory 
days. 

By  Seanna  Browder  in 
Seattle  and  Peter  Elstrom  in 
New  York 
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n  High  School  We  Called  Them 

Nerds. 


Now  We  Call  Them 


Millionaires 


A  special  report  on 
Silicon  Valley 
appearing  in 
a  double  issue  of 
Business  Week 

Issue  Date: 

August  18,  1997/ 
August  25,  1997 

On-sale  Date: 

August  8,  1997 

Ad  Closing: 

July  21,  1997 


Silicon  Valley  has  changed  a  lot  in  40  yeai 
In  a  special  double  issue  of  Business  Wee! 
the  world  will  learn  just  how  much. 

Silicon  Valley  has  been  transformed.  It  has  also  transformed  the  work 
around  it,  technologically  and  culturally.  In  its  award-winning,  analytic 
style,  Business  Week  will  examine  the  phenomenon  that  is  Silicon  Vall< 
and  the  impact  it's  had  on  how  the  business  world  does  business. 

Recently  named  one  of  the  10  "Hottest  IT  Media"  by  Marketing 
Computers  magazine,  Business  Week  turns  up  the  heat  with  this 
Silicon  Valley  special  report.  To  be  a  part  of  the  sizzle,  call  Bill  Kupp 
212-512-6945,  or  e-mail  adsales@businessweek.com. 
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www.businessweek.com 


Open  all  night.  Come  as  you  are. 

Because  our  newest  office  isn't  on  the  Interstate. 

It's  on  the  Internet. 


We  re  always  looking  out  for  youT 


www.csu  a. com 
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Never  underestimate  the  importance  of  people 
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Improving  Business  Results  Through  Pc 
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you  want  to  know  what 
uture  holds  in  data 
ige  management,  don't 
ult  a  fortune-teller, 
suit  a  visionary. 
it  Symbios  Logic, 
e  quietly  been 
ing  the  future  of 
storage  management 
learly  20  years  now. 
we  have  more  than 
patents  worldwide  to 
/  for  it. 

)ur  data  storage  management 
rtise  spans  from  integrated 
lits  to  boards  to  software  to 
plete  RAID  storage  systems, 
ct,  we  invented  the  first  SCSI 
ocol  chip  (which  is  now  in  the 
hsonian  Institution),  the  first  OEM 
D  chipset,  and  the  first  RAID  Fibre  Channel 
ige  system.  We're  the  world  leader  in  SCSI 
ces  sold  and  third  in  OEM  RAID  storage  systems. 
Ve  also  sit  on  the  industry  committees  that  guide  the  development  of 
ige  standards,  including  SCSI,  RAID,  Fibre  Channel  and  I20.  When  the 
re  of  storage  management  is  at  stake,  we  have  something  to  say  about  it. 
"all  1-800-856-3093  for  company  and  product  information,  or  visit 
/.symbios. com/bw.htm.  When  you're  searching  for  storage 
agement  leadership,  look  closely  at  Symbios  Logic.  Very  closely. 
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Transfer  your  IRA 
for  growth  potential. 


One  of  the  toughest  decisions  retirement  investors  face 
is  finding  a  mutual  fund  that  offers  the  potential  for 
solid  performance  over  the  long  term.  As  you  know, 
even  a  small  improvement  in  your  average  annual 
return  today  can  significantly  increase  your  retirement 
income  tomorrow,  especially  in  a  tax-deferred  account. 

T.  Rowe  Price  offers  fifty  100%  no-load  mutual  funds 
appropriate  for  retirement  investing.  Here  are  just  two 
proven  performers  to  choose  from. 

Equity  Income  Fund  seeks  substantial  income  and 
long-term  capital  appreciation  by  investing  in  stocks  of 
established  companies  paying  above-average  dividends. 
The  fund  may  be  appropriate  for  retirement  investors 
interested  in  protecting  their  purchasing  power  and 
cushioning  their  assets  against  volatility  through 
dividend  income. 

Blue  Chip  Growth  Fund  seeks  long  term  capital 
appreciation  by  investing  in  established  companies  with 
strong  market  positions  in  growing  industries.  The  fund 
may  be  appropriate  for  retirement  investors  primarily 
seeking  capital  growth  that  may  exceed  inflation  over 
time  and  who  are  willing  to  assume  market  risk. 

Why  wait?  Transfer  today.  We've  been  helping  investors 
manage  their  money  for  over  60  years.  Call  us  today,  and 
let  our  retirement  specialists  help  you  transfer  your  IRA. 

Past  performance  cannot  guarantee  future  success. 
$1,000  minimum  (per  fund)  for  IRAs.  No  sales  charges. 


10,000- 


18.89%  and  20.83%  are  Blue  Chip  Growth  Fund's 
annual  returns  for  the  I -year  and  since  inception 
respectively,  as  of  .3/31/97  Chart  shows  cumulative  tots 
from  the  fund's  inception  on  6/30/93  to  3/31/97. 


Call  24  hours  to  transfer  your  existing  account  or  to 
receive  a  free  IRA  Planning  Kit  and  prospectus. 

1-800-401-4791 


www.  trowepnce.  c<  >m 

Invest  With  Confidence 

T.RoweRice 


m 
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•Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  Investment  return  and  principal  value  will  van,  and  shares  may  be  worth  mOH 
at  redemption  than  at  original  purchase  Head  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services.  Inc.,  Distributor. 
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SNEAKING  UP 
ON  THE 
SUPERBUGS 


IN   THE    BATTLE  AGAINST 

drug-resistant  superbugs, 
the  antibiotic  of  choice  is 
losing  ground.  Vancomycin  is 
used  in  most  hospitals  to  kill 
bacteria  that  nothing  else 
can  touch.  But  in  May,  doc- 
tors in  Japan  reported  a 
strain  of  Staphylococcus 
aureus  that  is  resistant  to 
the  drug.  This  bug  causes 
nasty  blood  and  respiratory 
infections,  which  are  often 
fatal  if  left  untreated. 

To  make  the  picture  glim- 


mer, vancomycin — a  peptide 
derived  from  a  soil  microbe — 
has  a  large  and  complex 
structure,  making  it  difficult 
to  synthesize  chemically. 
"Since  you  can't  synthesize 
the  parent  compound,  it's 
hard  to  spin  off  derivatives," 
says  Patrick  J.  Loll,  an  assis- 
tant professor  of  pharmacolo- 


gy at  the  University  of  Penn- 
sylvania Medical  Center.  So 
when  bugs  develop  resis- 
tance, drugmakers  are  left 
helpless. 

Earlier  this  year,  Loll  had 
a  breakthrough.  Working 
with  Dr.  Paul  H.  Axelsen,  a 
fellow  assistant  professor  and 
supercomputer  ace,  Loll  iden- 
tified the  3-D  atomic  struc- 
ture of  vancomycin  (picture). 
Now,  the  two  scientists  are 
using  computers  to  predict 
which  possible  variant  would 
be  most  effective  against  re- 
sistant Staph.  "Once  you  have 
something  that  has  a  reason- 
able chance  of  working,  it's 
worth  killing  yourself  to  try 
to  synthesize  it,"  he  says.  □ 


A  GAMMA  CAMERA  THAT'S  NO  MONSTER 

SINCE  THEIR  INVENTION  IN  THE  1950S,  GAMMA  RAY 

cameras  have  offered  an  important  window  on  disease. 
Patients  are  fed  or  injected  with  radioactive  isotopes 
combined  with  other  compounds  that  concentrate  in  cer- 
tain organs  or  in  tumors.  Arrays  of  photomultiplier 
tubes  detect  the  gamma  rays  and  pass  the  signals  to 
computers  that  assemble  an  image.  But  the  tubes  are 
bulky.  Typical  cameras  weigh  3,000  pounds  or  more  and 
are  usually  confined  to  nuclear  medicine  departments  in 
the  basements  of  large  hospitals  (picture). 

Soon,  however,  these  clumsy  photo  tubes  may  go  the 

way  of  vacuum  tubes  in 
computers  and  TVs.  After 
10  years  of  research  and 


*  _ 

testing,  scientists  at  Digi- 
rad  Corp.  in  San  Diego 
have  received  Food  & 
Drug  Administration  ap- 
proval for  a  solid-state 
gamma  camera  that  at- 
taches to  a  personal  com- 
puter and  weighs  just  50  pounds.  It  replaces  tubes  with 
semiconductor  crystals  of  cadmium-zinc-telluride,  sand- 
wiched with  custom  silicon  chips. 

Physicians  who  have  used  the  camera  shower  praise 
on  it.  Placed  in  an  emergency  room,  it  could,  for  example, 
help  doctors  decide  which  heart  attack  patients  need  im- 
mediate interventions,  says  Michael  Kipper,  associate  pro- 
fessor of  radiology  at  the  University  of  California  at  San 
Diego.  Unlike  traditional  gamma  cameras,  compact  mod- 
els also  would  be  viable  in  small  breast-cancer  centers, 
says  Kipper,  who  has  no  financial  connection  to  Digirad. 
There,  they  might  see  things  a  mammogram  would  miss. 
"This  camera  lets  you  look  at  the  inner  aspect  of  the 
breast  and  see  if  a  biopsy  is  needed,"  Kipper  says.  □ 


■  Scientists  at  the  Medical 
College  of  Ohio  in  Toledo  are 
zeroing  in  on  how  green  tea 
may  fight  cancer.  It  contains 
compounds  that  inhibit  an  en- 
zyme called  urokinase,  which 
is  produced  in  abundance  in 
human  cancers.  The  com- 
pounds are  no  panacea,  says 
Jerzy  Jankun  of  the  depart- 
ment of  urology.  But  when 
they  bind  with  urokinase,  they 
may  keep  breast  and  prostate 
tumors  from  spreading. 

■  Semiconductor  maker  s«;s- 
Thomson  Microelectronics' 
latest  chip  could  be  the  wave 
of  the  future  for  auto  elec- 
tronics. It's  a  custom  chip  for 
car-door  locks  that  combines 
both  power  circuits  and  con- 
trol circuits  on  the  same  sili- 
con. The  power  portion  trans- 
mits signals  that  cause  an 
actuator  to  lock  or  unlock  the 
door.  The  programmable  con- 
trol portion  lets  the  carmaker 
build  in  special  features,  such 
as  automatic  locking  when 
the  driver  is  seated.  Hybrid 
chips  such  as  this  could  one 
day  replace  printed  circuit 
boards  and  other  low-tech 
parts  that  are  prone  to  fail- 
ure. Likely  targets:  chips  that 
control  windows,  seat  posi- 
tions, and  aii-bag  deployment. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwjune@businessweek.com 
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CONTRACEPTIVES 


BIRTH  CONTROL: 
SCARED  TO  A  STANDSTILL 

Most  drugmakers  dread  the  legal  risks,  so  older  methods  still  prevail 


Norplant's  Costly  Failure 

The  Norplant  contraceptive  implant  was  appji 
for  sale  by  the  FDA  in  1990.  After  a  strong 
sales  almost  disappeared  after  a  barrage  of  I 
problems  and  bad  press.  These  were  the  cos| 
developing  and  introducing  the  implant: 

Research:  $25.3  MILLION 

Introduction  into  developing  countries:  $16 Mil 
(Population  Council) 

Development  of  manufacturing  procedures: 
$23  MILLION 

(Leiras  Pharmaceuticals,  Finland) 

Introduction  of  implant  into  private  sector: 
$50  MILLION 

(American  Home  Products,  Wyeth-Ayerst) 

Total  cost:  $114.3  MILLION 
Total  time:  MORE  THAN  20  YEARS 


■  n  the  world  of  modern  ARNOLD:  Norplant's 

I  contraceptives,  the  Per-  debacle  "encourages 
I  sona  system  is  a  high-tech  companies  to  be 
I  throwback.  Developed  by  very  cautioxis " 
UniPath,  a  unit  of  Unilever 
PLC,  it's  an  electronic  device  that  lets 


couples  practicing  the  rhythm  method 
know  when  it's  safe  to  have  sex.  There's 
a  green  light  for  safe  days,  a  red  light 
when  a  pregnancy  is  likely,  and  a  yellow 
light  when  the  $75  device  is  unsure.  On 
those  days,  the  woman  uses  a  dipstick 
urine  test  to  deteiniine  her  hormone  lev- 
els. It's  a  perfect  method  for  the  '90s — 
free  of  dings  and  implants,  high  on  per- 
sonal responsibility  and  abstinence. 

Unfortunately,  the  UniPath  device — 
tests  on  which  start  in  the  U.  S.  this 
month — is  too  complicated  to  use  and 
too  expensive  to  be  the  solution  for  the 
hundreds  of  millions  of  women  world- 
wide trying  to  avoid  pregnancy.  The 
two  top  choices  are  still  sterilization  and 
birth-control  pills — methods  that  have 
been  available  for  25  years  or  more. 

The  contraceptive  market  should  be 


a  drug  company's  dream:  A 
growing  global  population 
that  is  seeking  new  options. 
According  to  a  report  from 
-  the  U.S.  Institute  of  Medi- 
cine in  1996,  60%  of  all  pregnancies  are 
unintended — and  half  of  those  occur  when 
couples  use  contraceptives. 
fractured.  But  instead  of  grabbing  this 
market,  pharmaceutical  companies  prac- 
tice active  avoidance.  They  cite  the  high 
risk  of  liability  and  concerns  that  the 
contraceptive  market,  though  estimated 
at  $3.3  billion,  is  too  fractured  to  ensure 
big  profits.  "The  threat  of  harassment 
and  liability  litigation  is  the  straw  that 
breaks  the  camel's  back,"  says  Gloria 
Feldt,  executive  director  of  the  Planned 
Parenthood  Federation  of  America.  For 
example,  Norplant,  the  ill-fated  hormon- 
al implant,  saw  its  sales  drop  from  $141 
million  in  1993 — its  first  full  year  on  the 
market — to  $3.7  million  last  year  (table) 
as  the  result  of  litigation  and  bad  press. 

Women  complained  of  side  effects, 
and  the  implant  proved  tougher  to  re- 


DATA:  POPULATION  COUNCIL 

move  than  expected.  Tens  of  tho  auiii 
sued  Wyeth  and  its  suppliers,  mar  jsf 
charging  that  Norplant's  silicone  bii 
causes  the  same  problems  expernea 
by  women  with  breast  implants.  I  Rfll 
ruary,  a  federal  judge  in  Texas 
out  five  suits.  The  problem  of  reirfra.'i 
being  solved,  and  many  doctors  11 
Norplant  is  safe  and  effective.  Bt  t 
Norplant  experience  in  the  U.S.B 
Sandra  P.  Arnold,  vice-president  fi 
porate  affairs  at  the  Population  Cfl 
which  developed  the  implant,  "etoi 
ages  companies  to  be  very  cautio;. 

The  result  is  that  the  U.  S.  has  >\ 
contraceptive  options  than  most  I 
developed  nations.  And  Europearx 
panies  are  doing  the  bulk  of  nej  i 
search.  Only  two  U.  S.  companies-  m 
son  &  Johnson's  Ortho-McNeill  ur.  I 
American  Home  Products'  Vw> 
Ayerst — are  doing  any  substantial  vul 
the  area,  mostly  in  new  pill  formuljio) 

It  has  even  been  hard  to  get  cn] 
nies  to  market  contraceptives  i  ti 
U.S.  that  are  available  overseasOi 
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Aficio. 

The  future  of  digital  imaging  in  full  bloom. 


ings  the  power  of  the  future  into  your  office  with  affordable,  automated,  easy-to-use  digital  office  equipment  You'll 
izzling  presentations,  thanks  to  spectacular  image  quality  and  colors  so  vibrant  they  have  a  life  of  their  own 
iting  a  unique,  modular-design  configuration,  Aficio  lets  you  choose  from  a  variety  of  full-color  or  black-and-white 
>piers  You  can  add  optional  faxing,  printing  and  networking  modules  —  whatever  arrangement  best  satisfies  your 
?nts.  And  Aficio  is  PC  connectable  See  what  we  can't  show  you  here  —  a  real  Aficio  copy.  Call  1 -800-63-R1COH  or 
online  at  http://www.ricoh.com  The  productivity  of  the  future  is  yours  today  —  with  the  digital  power  of  Aficio 
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example  is  an  intrauterine  device  (iud) 
developed  by  the  Population  Council. 
Sold  in  Europe  by  the  Germany  compa- 
ny Schering,  it  releases  hormones  and  is 
effective  for  five  years.  Another  option 
available  outside  the  U.  S.  is  a  one- 
month  version  of  the  injectable  hormone 
Depo-Provera.  The  three-month  version, 
sold  in  the  U.  S.  by  Pharmacia  &  Up- 
john Inc.,  took  10  years  to  get  approval 
in  the  U.  S.,  where  it  is  not  widely  used. 

Beyond  current  products,  companies 
also  shun  promising  new  methods.  The 
Institute  of  Medicine  report  identified 
three  key  areas  for  more  research:  a 
joint  spermicide-microbicide  that  would 
protect  women  against  hiv  and  other 
sexually  transmitted  diseases;  male  con- 
traceptives; and  a  once-a-month  contra- 
ceptive pill.  The  Rockefeller  Founda- 
tion is  trying  to  hook  up  companies  with 
researchers  in  these  areas — looking  for 
50%  funding  at  an  early  level.  The  idea 
is  to  benefit  from  companies'  business 
sense.  "I  feel  like  this  is  the  last  best 
hope,"  says  Steven  Sinding,  director  for 
population  sciences  at  the  foundation. 
MOTIVATING  MEN.  So  far,  Ortho  is  inter- 
ested in  the  mierobieide — but  not  a  sper- 
micide. Separately,  the  Population  Coun- 
cil and  the  National  Institute  of  Child 
Health  &  Human  Development  (nichd) 
are  working  on  the  dual  method.  Ac- 
cording to  Diana  Blithe,  an  nichd  bio- 
chemist, researchers  have  already  iden- 
tified a  number  of  promising  agents  and 
hope  to  begin  clinical  trials  in  a  year. 
But  they  have  attracted  no  partners. 

Male  contraceptives  have  been 
tougher  to  develop  because  hormones 
that  interfere  with  sperm  production 
also  interfere  with  a  man's  sex  drive. 
Another  worry  is  that  men  aren't  moti- 
vated enough  to  use  new  methods.  "The 
key  is  to  find  a  male  contraceptive  that, 
taken  from  the  age  of  19,  prevents  male- 
pattern  baldness,"  jokes  Population 
Council  President  Margaret  Catley- 
Carlson.  The  Rockefeller  Foundation  has 
recruited  Schering  as  a  partner  in  this 
area.  Instead  of  blocking  testosterone, 
their  idea  is  to  hamper  the  movement  of 
sperm  after  they  leave  the  testes. 

University  researchers — and  some  at 
Merck  &  Co. — are  working  on  so-called 
immunocontraception  as  another  option 
for-  males — or  females.  It  involves  finding 
antigens  specific  to  sperm  or  eggs  that 
can  be  targeted  with  antibodies.  In  one 
scenario,  antibodies  could  interfere  with 
a  homnone  that  might  help  a  sperm  ma- 
ture. The  effect  would  be  reversible. 

The  final  area  that  the  Institute  of 
Medicine  singled  out  for  attention:  a 
once-a-month  pill  that  might  prevent  a 
fertilized  egg  from  implanting  in  the 


uterine  wall.  This  group  includes  the 
"morning-after  pill."  Essentially  a  larger- 
dose  birth-control  pill,  it  was  recom- 
mended by  the  Food  &  Drug  Adminis- 
tration last  year.  But  because  it's  associ- 
ated with  abortion,  there  has  been  little 
interest.  "We  firmly  support  the  need 
for  this  product,"  says  Audrey  Ashby,  a 
spokesperson  for  Wyeth,  "but  we  see 
product  liability  as  a  significant  bairier." 

Gynetics  in  Somerville,  N.J.,  is  the 
only  U.  S.  company  pursuing  emergency 


contraceptives.  Its  founder,  Rod  ]«K 
zie,  is  no  stranger  to  controvey: 
formed  the  company  that  com  en 
ized  the  copper-T  iud  in  the  IS. ! 
company  was  bought  by  Ortho  1 1? 
and  the  iud  is  now  sold  as  Parair' 

For  the  next  decade  or  so, 
say,  there  will  be  no  new  revokim 
contraceptives.  As  companies  b 
down — fearful  of  controversy  anjlia 
ity — an  unmet  market  lies  wait!? 

By  Naomi  Freundlich  in  Nity 


NUTRITION 


NOW,  CAMPBELL'S 
MAKES  HOUSE  CALL! 

Its  healthy,  home-delivered  foods  are  a  hit  with  test  grc.p 


Macnair:  Marketing  1 Q  mainly  through  doctors— on  the  pharmaceutical  rm 


When  Judith  A.  Parker  was  diag- 
nosed with  high  blood  pressure 
in  February,  her  doctor  put  her 
on  a  mild  antihypertensive  drug.  But 
Parker,  a  Dublin  (Ohio)  dietitian,  knew 
that  healthy  eating  could  do  the  same 
job  as  pills.  She  knew,  too,  that  Camp- 
bell Soup  Co.  was  test-marketing  a  pro- 
gram consisting  of  dietetically  correct 
foods — prepackaged  everything,  from 


frozen  entrees  to  snacks — and  ml 
all  simple  by  delivering  the  goods  fee 
ly  to  consumers'  homes.  "It's  teil> 
convenient,"  says  Parker. 

Now,  four  months  after  startii|j< 
Campbell's  Intelligent  Quisine  (lQf» 
gram,  Parker's  hypertension  is  tid 
control.  She  was  able  to  quit  takir  ti 
medicine  after  just  a  month  on  thisp 
cial  diet.  She's  slowly  shifting  to  a  (lit 
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Science  &  Technology 


regimen  of  regular  foods — and  is  deter- 
mined to  get  herself  off  medication  and 
keep  her  blood  pressure  reined  in.  And 
there's  an  added  benefit:  Although  the 
program  is  intentionally  not  pitched  as  a 
weight-loss  diet,  it  helped  Parker  drop 
25  pounds.  "People  can  change,  and  they 
will  change  if  there's 
sufficient  education, 
information,  and  re- 
sources," says  Park- 
er, 50.  "I've  become 
much  more  consci- 
entious." 

Exactly  the  sen- 
timents Campbell 
wants  to  hear.  By  pioneering  a  line  of 
nutritionally  designed,  portion-controlled, 
and  vitamin-reinforced  frozen,  canned, 
and  boxed  meals  and  snacks,  90%  of 
which  are  Campbell  products,  the  com- 
pany is  aiming  to  serve  the  growing 
need  for  appealing  foods  among  the  60 
million  Americans  who  suffer  from  hy- 
pertension, high  cholesterol,  or  adult- 
onset  diabetes.  The  company's  secret 
weapon:  Consumers  find  the  food 
tasty — from  cinnamon-swirl  French 
toast  and  New  England  clam  chowder 
to  turkey  with  trimmings  and  pot  roast 
with  mashed  potatoes. 

While  it's  no  cure  for  people's  health 
problems,  iq  does  offer  a  means  for 
learning  how  to  manage  them.  "I  per- 
sonally don't  feel  this  is  the  answer," 
says  Dr.  Ronald  Krauss,  chairman  of 
the  American  Heart  Assn.'s  nutrition 
committee.  "It  is  just  a  good  tool."  Al- 
though some  critics  are  concerned  about 
the  lack  of  any  long-term  studies  of  the 
program's  effects,  it  generally  wins  plau- 
dits for  being  tailored  to  modern  dining 
habits.  "We  have  people  all  around  the 
country  rushing  home  and  popping  fast 
foods  into  the  microwave  right  now,  and 
unfortunately,  in  many  cases,  they're 
high  in  fat  and  high  in  salt,"  says  Dr. 
Sidney  C.  Smith,  immediate  past  presi- 
dent of  the  American  Heart  Assn.  and  a 
big  supporter  of  IQ. 

scientific  APPROACH.  Campbell  is  work- 
ing hard  to  win  over  other  physicians. 
The  company  consulted  with  the  Ameri- 
can Heart  Assn.  and  the  American  Dia- 
betes Assn.  to  tailor  its  40  or  so  meals  to 
nutritional  guidelines  limiting  fat,  cho- 
lesterol, and  salt.  Right  now,  the  iq  pro- 
gram is  limited  to  the  Ohio  test  mar- 
kets. But  the  home-delivered  meals,  sent 
weekly  by  United  Parcel  Service  Inc., 
are  already  drawing  a  lot  of  attention 
from  doctors — in  part  because  Campbell 
has  20  salespeople  urging  health-care 
professionals  to  recommend  the  iq  pro- 
gram to  their  patients.  R.  David  C.  Mac- 
nair,  the  head  of  the  Campbell  division 


marketing  the  meals,  says  that  in  doing 
so  the  company  is  following  the  phar- 
maceutical marketing  model. 

The  biggest  marketing  weapon  in 
Campbell's  arsenal  is  a  study  of  the  pro- 
gram carried  out  by  independent  med- 
ical researchers,  published  in  the  Janu- 

U  People  can  change,  and  they  will  change  if 
there's  sufficient  education,  information,  and 

reSOUrCes"  — JUDITH  A.  PARKER,  dietitian  in  Dublin,  Ohio 


ary  issue  of  the  American  Medical 
Assn.'s  Archives  of  Internal  Medicine. 
The  study,  involving  560  participants, 
found  that  after  10  weeks  on  the  meal 
plan,  73%  of  participants  showed  a  drop 
in  their  cholesterol  levels  and  75%  a 
fall  in  blood  pressure.  The  program's 
most  significant  benefit  was  a  reduction 
in  blood  glucose,  a  problem  for  diabetics, 
by  an  average  of  9.9%.  Some  of  the  iq 
diners  reported  they  felt  healthier  and 
performed  better  on  the  job  and  even  in 
bed — though  Campbell  isn't  marketing 
the  foods  as  wTork-  or  sex-enhancers. 

The  scientific  approach,  however, 
leaves  Campbell  open 
to  scientific  attacks. 
Critics  say  that  the 
study's  time  frame 
wras  far  too  short  to 
prove  lasting  reduc- 
tions in  health  prob- 
lems. "We're  not  sure 
what  a  10-week  study 
means,"  says  Dr.  Jef- 
frev    A.    Breall,  a 


prepackaged  set  of  meals," 
Campbell,  which  took  five 
develop  iq,  is  quick  to  reply, 
pany  and  its  supporters  say 
meals  themselves  teach  consumj 
proper  foods  and  portions.  Wha 
the  iq  participants  are  blitzed  Bl 
ucational  H 
als — from  m 
brochures  (m 
ly  newsm 
that  motivB 
educate.  TyHi 
vice:  "FigB 
why  youB 
grabbing  I 
snack,"  says  one.  "Knowing  wlrB 
something  can  bring  you  one  stfl 
to  finding  a  solution." 

The  company  is  also  workingM 
duce  evidence  of  long-term  be™ 
February,  it  began  a  year-long  M 
consumers  following  the  iq  progB 
would  be  to  Campbell's  beiB 
demonstrate  effects  over  the  lonB 
says  Krauss. 

Certainly,  iq  has  made  bM 
among  many  of  the  consumers  wH 
tried  the  diet.  Marion  W.  WatkiiB 
year-old  retired  pilot  with  heam 
lems  and  diabetes,  has  trimmed  [ 
lesterol  and 


Food  for  Thought: 
Typical  Intelligent 
Quisine  Menu 

BREAKFAST  Canadian  bacon, 
egg-and-cheese  sandwich, 
orange  juice 

LUNCH  Chicken  noodle  soup 


roll,  apple  dessert 

Georgetown  Lniversi-    —   says,  he 


ty  cardiologist.  "In  10 
weeks,  you  can  see  a 
fluctuation  in  choles- 
terol, in  weight,  in  a 
tremendous  number  of 
things  that  are  simply 
that — fluctuations." 

More  troubling  still, 
there  is  scant  evidence  so  far  that  con- 
sumers are  willing  to  stick  with  healthy 
dining  much  beyond  a  2^-month  inten- 
sive program  and  a  four-week  "step 
down"  program  that  is  meant  to  wean 
them  off  the  Campbell  packages  and 
back  on  to  regular  food.  Weight-loss 
programs  that  depend  on  prepackaged 
foods,  such  as  Nutri/System  Inc.  or  Jen- 
ny Craig  Weight  Loss  Centers  Inc.,  are 
notorious  for  their  high  rates  of  recidi- 
vism. Breall  argues  that  proper  nutrition 
counseling  and  effective  behavioral  mod- 
ification are  all  that  the  patients  really 
need.  "It's  more  than  just  buying  a 


DINNER  Sirloin  beef  tips  over 
pasta,  peas,  carrots,  roll, 
strawberry-topped  cheesecake 

SNACK  unsalted  soft  pretzel 

At  least  one  vegetable,  fruit, 
and  low-fat  dairy  serving 


sugar  dram 
since  going 
regimen  last 
ary.  After  two 
he  wras  able 
taking  diabet 
ication  and  so 
30  pounds, 
that,  the 
Creek  (Ohio)  r 
was 
hungry  and 
strayed  from 
bell's  offerings 
Still,  few 
sumers  seem  li 
make  a  lifelo 
of  IQ.  Even  wt 
large  variety 
able  in  the  program,  diners  adm 
like  to  go  out  for  a  meal  every 
ten.  And  the  cost,  at  about  $70  i 
per  person,  is  a  bit  stiff.  But  wit 
of  millions  of  potential  customer 
various  ailments,  Campbell  m 
need  repeat  business.  If  the  coi 
acquires  a  reputation  for  getting 
to  eat  right,  that  could  help  en 
future  for  other  Campbell  pro 
"I've  lost  30  pounds,"  says  Wj 
"Maybe  this  will  give  me  30 
years,  too."  For  Campbell,  that's 
decades'  more  business 

By  Joseph  Weber  in  Philad 
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How  long  have  I  been 
advising  people  about  money? 

Long  enough  to  know 
you  can't  plan  someone's 


.Jack  Kimbler,  American  Express 

ncial  advisor.  He's  been  consulting  people  on  financial 
ters  for  over  30  years.  So  he  knows  a  comprehensive 
ncial  plan  isn't  something  you  put  together  for  some- 
overnight.  It  takes  time.  And  should  concentrate  on 
many  aspects  of  people's  financial  lives.  Including 
ncial  position  and  retirement  planning,  plus  insurance, 
.stment,  income  tax  and  estate  planning.  Each  is 
ividually  important.  And  together,  they  give  you 
used  financial  direction  across  the  many  facets  of  your 
Something  Jack,  or  any  one  of  our  8,000  advisors 
onwide,  would  be  more  than  happy  to  help  you  do. 

le  out  of  ten  American  Express  Financial  Advisors' 
nts  would  recommend  us  to  their  friends.  Meet  with 
today  to  discuss  how  they  can  help  you  do  more. 
7 1-800 -GET-  ADVICE. 
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September  10-12, 1997 
Grand  Hotel  Europe 
St.  Petersburg,  Russia 


JL.  ^  %  V_rV_r  ■  \  \     The  Russian  economy  has  undergone  a 
remarkable  transformation.  Foreign  investors  are  plunging  in.  The  stock 
market  is  booming.  European,  Asian,  and  U.S.  firms  doing  business  in  Russi 
are  seeing  their  sales  soar.  • 

But  what  does  the  future  hold  for  this  rapidly  changing  market? 
Business  Week  will  bring  together  a  notable  group  of  international  business 
leaders,  government  officials,  and  long-time  Russia  watchers  to  explore  this 
question  in  the  beautiful,  historic  city  of  St.  Petersburg. 

Join  us  at  The  Russia  Summit  for  fresh  insights,  ideas,  and  information  that 
are  sure  to  benefit  your  Russian  ventures.  ^^"^^^^^^^ 
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WHEN  PERIL 

LURKS 

OVERSEAS 


Just  one  year  after  a 
blinding  storm  claimed 
the  lives  of  12  climbers 
on  Mount  Everest  came  the 
chilling  news  that  at  least  sev- 
en more  people  perished  there 
in  May.  Last  year's  tragic- 
episode  had  been  described  in 
numerous  television  shows, 
magazine  articles,  and  in  Jon 
Krakauer's  bestselling  person- 
al account,  Into  Thin  Air.  But 
instead  of  discouraging  peo- 
ple from  wanting  to  ascend 
the  world's  highest  peak,  the 
publicity  has  had  the  opposite 
effect.  "It  is  that  very  human 
allure  of  testing  yourself," 
says  Richard  Weiss,  president 
of  Mountain  Travel-Sobek  (800 
227-2:584),  an  adventure-travel 
company  based  in  El  Cerrito, 
Calif.  The  outfitter  offers  a 
strenuous  hiking  trip  to  Ever- 
est Base  Camp  (maximum  el- 
evation 18,192  feet)  but  no 
climbs  all  the  way  to  the  sum- 
mit (29,028  feet).' 

Unfortunately,  you  need  not 
be  a  climber  in  the  Himalayas 
to  encounter  harrowing  situa- 
tions when  you  travel.  Busi- 
nesspeople  who  flock  to  cer- 
tain oil-rich  countries  and 
newly  democratized  nations 
may  face  the  risk  of  terror- 
ism or  kidnapping  simply  be- 
cause they  represent  an 
American  company.  Some 
travelers  could  end  up  in  war 
zones  or  political  hot  spots  be- 
cause they're  visiting  relatives 
in  the  region.  And  at  times, 
even  ordinary  vacationers 
may  become  targets.  Petty 
thievery  and  other  crimes  are 
rampant  on  some  of  the  fa- 
mous tourist  beaches  in  Rio 
de  Janeiro  and  Cancun,  for  in- 
stance. So  it's  best  to  spend 


some  time  thinking 
about  safety  before  you 
leave  home. 

A  particular  destina- 
tion may  be  deemed 
safe — but  some  of  the 
ways  to  get  there  may 
not  be.  You'll  want  to 
quiz  colleagues  in  Cam- 
bodia and  Egypt,  for 
example,  to  find  out 
which  train  routes 
might  be  targeted  by 
criminals.  If  you're 
renting  a  car  in  a  coun- 
try such  as  Turkey,  ask 
your  hotel's  concierge 
which  roads  are  safest. 
And  try  to  avoid  local 
airlines  in  China,  Cen- 
tral Africa,  India,  and 
the  Andes  since  they 
have  poor  safety 
records. 

BANDITS.  Sometimes, 
it's  simply  a  matter  of 
being  in  the  wrong 
place  at  the  wrong 
time.  For  instance,  the 
real  risk  on  a  safari  in 
Kenya  may  come  not 
from  lions  but  from 
bandits  in  the  northern 
part  of  the  country. 
Mike  Ackerman,  man- 
aging director  of  the 
Ackerman  Group,  an 
international  security  consult- 
ing firm  in  Miami,  was  in- 
volved in  a  case  last  year  in 
which  a  couple  of  American 
businessmen  at  a  Colombian 
resort  accidentally  wandered 
into  a  guerrilla  camp  while 
hiking.  The  two  were  eventu- 
ally released. 

Of  course,  travel  to  and 
around  most  areas  of  the  de- 
veloped world  is  generally 
safe  and  predictable,  says 


Robert  Young  Pelton,  author 
of  Fielding's  The  Worlds  Most 
Dangerous  Places  ($19.95, 
Fielding  Worldwide).  But  even 
there,  potential  hazards 
abound  for  visitors  who  drop 
their  guard,  so  follow  the 
same  common-sense  principles 
you  adhere  to  at  home.  You're 
not  likely  to  wander  around 
deserted  urban  streets  after 
dark  in  the  U.  S.,  so  there's 
no  reason  to  change  your  tune 


just  because  you're  on  hi 
in,  say,  Western  Europ(i 
Wherever  you  travel, 
your  best  to  blend 
camouflage  your  statu*, 
tourist.  Dress  conserval 
avoid  flashy  jewelry  or  * 
cameras,  and  try  to  ft 
some  of  the  local  langusl- 
only  to  say  thank  you  ail 
cuse  me,  says  Pelton.  M 
you're  going  to  spend  a  | 
time  on  foreign  soil,  res 
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'RLD'S  MOST  DANGEROUS  PLACES 
VATCH,  U.S.  STATE  DEPT. 


.merican  embassy 

ly  critical  to  famil- 
self  with  a  coun- 
nd  customs.  If,  for 
u're  visiting  a  fun- 
area  in  the  Middle 
nould  be  respectful 
igious  values  and 
;  opinions  to  your- 
recommends  ask- 
sion  before  snap- 
raphs  of  men — and 


never  taking  pictures  of 
women,  the  infirm,  or  the 
elderly.  You  should  also 
avoid  blowing  your  nose 
in  public,  eating  while 
walking  around,  or 
squeezing  a  Muslim's  hand 
too  hard  when  sharing  a 
handshake. 

You're  much  more  like- 
ly to  face  potential  health- 
related  hazards  than 
political  or  cultural  risks, 
however.  Beyond  the 
usual  "don't  drink 
the  water"  warnings  that 
apply  to  various  places, 
the  Centers  for  Disease 
Control's  CDC  Travel  In- 
formation site  on  the 
World  Wide  Web  can  help 
you  fend  off  serious  med- 
ical problems  when  visit- 
ing a  particular  area 
(www.cdc.gov/travel/travel. 
html).  At  the  site,  you'll 
find  comprehensive  vacci- 
nation requirements,  be 
alerted  to  outbreaks  of 
disease  in  a  given  region 
(e.g.,  meningitis  in  the 
Dominican  Republic, 
meningococcal  disease  in 
Burundi,  Kenya,  and  Tan- 
zania), and  tap  into  a  va- 
riety of  geographic  health 
recommendations.  The  CDC 
also  offers  an  information 
hotline  (404  332-4559). 

There  are  several  oth- 
er free  and  useful  Web 
sites  that  can  help  trav- 
elers stay  out  of  harm's 
way  when  they're  globe- 
trotting. Fielding's  Web 
site  (www. fielding 
travel.com)  lets  you 
search  the  data  in  the 
Dangerous  Travel  book 
at  no  cost.  At  the  State 
Dept.'s  Web  site,  you  can 
access  travel  advisories 
and  consular  information 
sheets.  (The  information  is 
also  available  by  calling  202 
647-5225.)  The  State  Dept.'s 
daily  incidence-report  data- 
bases are  particularly  valu- 
able. Typing  in  the  search 
word  "India"  recently  yield- 
ed reports  of  a  grenade  at- 
tack in  a  Srinagar  market- 
place that  wounded  six 
pedestrians  and  a  land  mine 
that  killed  five  policemen  in 
the  state  of  Andhra  Pradesh, 


supposedly  at  the  hands  of 
left-wing  extremists. 

Armed  with  such  informa- 
tion, you  can  then  phone  the 
U.  S.  consulate  or  embassy  in 
the  country  you  are  planning 
to  visit  to  help  you  put  the 
risks  into  proper  perspective. 
"Call  the  American  Embassy 
in  Algeria  and  they'll  say: 
'Don't  you  dare  come  over 
here,' "  says  Pelton.  "Call  [the 
Algerian  embassy  in  the 
U.S.],  and  they'll  say:  'No 
problem.' " 

BALANCING  ACT.  If  you  want 
even  more  detail  about  a  des- 
tination, you  can  purchase  a 
variety  of  risk-assessment  re- 


TRAVEL 


a  vice-president  at  Seitlin  & 
Co.,  a  Miami-based  insurance 
broker  (305  591-0090),  says 
someone  who  does  business  in 
certain  Latin  American  coun- 
tries one  week  a  month  might 
take  out  a  $1  million  policy 
for  about  $2,500.  That  can  rise 
to  as  much  as  $100,000  for  an 
exec  who  is  in  Colombia  for 
the  better  part  of  a  year.  The 
policy  covers  the  ransom  and 
the  cost  of  hiring  a  security 
firm  to  help  spring  you. 

Too  often,  however,  ill-pre- 
pared and  over-confident  ad- 
venture travelers  bring  peril 
upon  themselves.  "There  is 
this  illusion  that  if  vou  hire  a 


There  is  this 
illusion  that  if  you  hire  a 
guide  and  pay  this 
enormous  amount  of  money, 
you  will  be  safe' 


ports  from  Kroll  Associates 
and  Pinkerton.  Kroll  charges 
$9.95  for  a  two-page  fax  advi- 
sory outlining  the  latest  news, 
advice  on  renting  a  car,  taking 
public  transportation,  and  oth- 
er safety  suggestions  in  any  of 
nearly  300  cities.  An  example: 
"Dozens  of  individuals  in  Lima 
[Pern J  have  been  targeted  by 
what  have  come  to  be  tenned 
'quickie  kidnappings,'  sponta- 
neous abductions  in  which  vic- 
tims are  held  for  a  few  hours 
while  criminals  rob  them  of 
their  wallets  and  valuables 
and/or  force  them  to  empty 
their  bank  accounts." 

Kidnapping,  in  fact,  is  a 
major  problem  for  business- 
people  who  spend  a  good  deal 
of  time  in  Brazil,  Colombia, 
Guatemala,  the  Philippines, 
and  other  high-risk  countries. 
As  a  result,  companies  often 
purchase  kidnap  ransom/ex- 
tortion insurance  for  their 
employees  from  aig,  Chubb, 
and  a  number  of  other  large 
insurance  companies.  The  cost 
varies  according  to  the  coun- 
try and  how  much  time  you 
spend  there.  Richard  Johnson, 


guide  and  pay  this  enormous 
amount  of  money,  you  will  be 
safe,"  says  Richard  Bangs,  ed- 
itor-in-chief of  Microsoft's 
Mungo  Park  online  magazine. 
"It  is  just  that,  an  illusion." 

If  you're  going  to  go  with 
an  adventure  tour-  group,  quiz 
them  on  a  number  of  crucial 
issues.  How  long  have  they 
been  in  business?  Is  this  the 
first  time  they've  offered  this 
itinerary?  Do  they  have  liabil- 
ity insurance?  What  kind  of 
emergency  procedures  are  in 
place  should  a  rescue  be  nec- 
essary? You'll  also  want  to 
know  if  they  have  had  any  fa- 
talities. Finally,  ask  to  speak 
with  the  guide  who  will  be 
leading  your  trek. 

You  should  also  judge 
these  companies  by  what 
they  ask  you,  such  as:  What 
other  climbs  have  you  made 
that  qualify  you  for  this  ex- 
pedition? If  you're  not  up  to 
the  task  at  hand,  a  reputable 
operator-  should  say  so  and 
turn  you  down.  Indeed,  the 
best  prescription  for  safe 
travel  may  be  knowing  your 
limits.  Edward  Baig 
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Personal  Business 


DIRECT  STOCK  BUYING: 
A  LOAD  OF  NEW  NO-LOADS 


Who  needs  a  broker? 
First-time  investors 
can  now  buy  shares 
directly  from  the  likes 

of  Ford,  IBM,  and  British  Tele- 
communications. Soon,  they'll 
be  able  to 
scoop  up  Walt 
Disney  stock,  too.  And  by 
yearend,  they  may  be  able 
to  purchase  these  shares 
online. 

Individuals  have  been  buy- 
ing stock  directly  from  a 
small  number  of  public  com- 
panies for  years.  But  in  less 
than  a  year,  the  number  of 
no-load  stock-purchase  pro- 
grams— including  those  of  for- 
eign companies  whose  shares 
trade  here  as  American  de- 
positary receipts  (adrs) — has 
doubled,  to  nearly  300,  and 
should  reach  1,000  by  1999. 

Investors  are  flocking  to 
these  programs  because  they 
allow  anyone  to  buy  shares 
without  paying  a  broker's 
commission.  Although  you'll 
still  pay  some  fees,  the  cost  is 
less  than  if  you  used  a  bro- 
ker. And  minimum  invest- 
ments are  surprisingly  low: 
In  more  than  half  of  the 
plans,  you  can  invest  $250  or 
less  and  as  little  as  $10  there- 
after. And  unlike  traditional 
dividend  reinvestment  plans 
(drips),  which  many  compa- 
nies continue  to  offer,  partici- 
pation isn't  restricted  to  ex- 
isting shareholders. 
IRA  OPTION.  The  newest  com- 
ers offer  even  more.  Ford 
Motor,  which  launched  its 
DirectSERVlCE  program  in 
June,  has  a  loan  provision. 
Investors  who  own  at  least 
$2,000  worth  of  Ford  stock 
can  borrow  up  to  50%  of  the 
market  value  of  their  ac- 
counts. (The  interest  rate  for 
the  minimum  loan  amount  of 
$1,000  is  1.75%  above  prime.) 
The  auto  maker  also  lets  you 
open  an  individual  retirement 
account  (ira)  for  your  Ford 


SMART  MONEY 


stock,  including  dividends. 
Bell  Atlantic,  which  unrolled 
its  plan  in  March,  offers  a 
similar  ira  option. 

To  administer  an  ira,  com- 
panies charge  an  annual  fee 
of  up  to  $35.  Problem  is,  your 
retirement  money  is  invested 
in  just  one 
stock.  Some 
brokerages,  such  as  Quick  & 
Reilly  and  Fidelity,  offer  "self- 
directed"  iras  that  let  you  in- 
vest in  a  broad  range  of  equi- 
ties. Their  annual  fee  of  $25  is 
waived  if  you  meet  account 
or  asset  minimums. 

You  can  access  up- 
dated  lists   of  par 
ticipating  companies 
through  a  variety  of 
sources  (table).  When 
you're  ready  to  in- 
vest, either  call  the 
company  or  the  Di- 
rect Purchase  Plan 
Clearinghouse  (800 
774-4117)  and  request 
a  free  prospectus  anc 
enrollment  form. 
Investors  can  also 
purchase  no-load 
adrs  through  Mor- 
gan Guaranty 
Trust's  Share- 
holder Services  or 
Bank  of  New  York's 
Global  BuyDirect,  Most 
no-load  stock  programs 
are   open  to  all  in- 
vestors. But  some,  par- 
ticularly those  operat- 
ed by  utilities  such  as 
Atlanta-based  agl  Re- 
sources, are  only  avail- 
able to  residents  of 
states  in  which  the 
company  operates. 

Despite  their  no-load 
name,  these  plans  are 
no  longer  no-cost.  Most 
companies  charge  some 


$17.95).  Expect  to  pay  a  one- 
time enrollment  fee  of  $5  to 
$15  and  a  per-transaction  fee 
of  up  to  $10 — plus  a  few 
cents  per  share  every  time 
you  buy  more  stock.  (Fees 
may  be  higher  when  you 
sell.)  Few  plans  charge  an 
annual  account-management 
fee,  but  you  may  pay  up  to 
$5  a  quarter  to  reinvest  div- 
idends. Compare  that  to  dis- 
count broker  Charles 
Schwab:  For  a  $1,000  stock 
purchase,  you'll  pay  any- 
where from  $29.95  (using 
e. Schwab)  to  $47  in  commis- 
sions and  have  to  maintain  a 


How  To  Find 
Broker-Free  Sources: 

THE  DIRECT  INVESTOR 

(800  4-SDI-NEWS;  $49  for  12  issues) 
Subscribers  receive  the  names  and 
addresses  of  companies  and  articles 
covering  investment  basics 

DRIP  INVESTOR 

(800  711-7969;  $59  for  12  issues) 
Offers  updated  lists  of  participating 
companies  and  other  investment 


higher  minimum  acoi 
ance  than  you  woul 
direct  plan. 

But  these  prograr 
for  everyone.  "The 
signed  for  investors 
and  hold  shares  for 
three  to  five  yearij 
Lauren  Rudd,  edito: 
Direct  Investor  ne\] 
which  is  published 
Society  for  Direct  I 
an  educational  assoc: 
Savannah,  Ga. 
FASTER  ACTION.  Wl 
can't  buy  and  sel 
shares  as  quickly  as 
with  a  broker,  pric 
become  more  comr. 
Unlike  traditional 
which  are  "batchec 
other  orders  and 
monthly  or  evei 
terly,  most 
stock  orders 
executed  ai 
once  a  week 
Many  direi 
purchase 
such  as  Mel 
and  Ameril 
I  investors 
shares  ovl 
phone,  says] 
Volpe,  a 
president  at! 
stock-plan  a 
trator  First 
Trust. 

Unearthin 
no-load  sto 
grams 
soon  get 
too.  In  the  n< 
weeks,  the  Sec 
&  Exchange  O 
sion   is  expect 
allow  compani 
post  no-load  stoi 
prospectuses  ai 
rollment  forms  o 
Web  sites.  (Soil 
suers,  such  as 
and  the  Equitabl 
already  do  so  b 
their  plans  are 
tered  with  the  Si 
yearend,  investo: 
even  be  able  t 


1 


type  of  administrative    in_torrn_aj'.0.n_  no-loads  online  uli 


fee,  says  Charles 
Carlson,  editor  of  the 
newsletter  DRIP  In- 
vestor and  author  of 
Buying  Stocks  without 
a  Broker  (McGraw-Hill, 


NETSTOCK  DIRECT 

(http://www.netstockdirect.com) 
Provides  a  free  list  of  direct  stock 
purchase  plans  updated  daily 
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debit  or  credit  t 
says  Volpe.  That 
save  investors  al 
time — and  a  bfl 
in  brokerage  co| 
sions.  Barbara 
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make  an  impact  in  the  global  marketplace, 

U  need  the  right  tOOlS.  Presently,  ,ecr,„o,ogy  supports 

global  communication,  however  a 
smile  and  a  handshake  still  make 
the  best  connection.  That's  why 
the  major  players  come  together 
regularly  in  Frankfurt,  Germany  at 
the  world's  top  15  trade  fairs  for 
consumer  goods,  automobiles, 
technology,  textiles,  musical  in- 
struments and  accessories.  And 
since  we've  been  organizing  trade 
fairs  since  1240  A.  D.,  we  fully  un- 
derstand that  helping  you  build 
your  business  is  what  makes  our 
trade  fairs  so  successful.  Come 
establish  your  connections  in  the 
global  market  at  Messe  Frankfurt. 


s  Frankfurt.  Out  in  front  and  on  the 


scene. 


Messe 
Frankfurt 


Eighth  annual  Kf6!tlllt1  Clip,  Russia's  most  important  sporting  event.  $2.1  millior 
prize  money.  Part  of  Corel  WTA  and  ATP  Tours.  1 50,000  spectators.  Televised  worldwide 

on  Eurosport,  Star  and  Prime  Network.  Exposition  Space,  Sponsorship,  Television  and 
Entertainment  packages  available.  Contact  Eugene  L.  Scott,  Director  at  (212)  808-4750, 
Fax  (212)983-6302,  E-mail  tennisweek@tennisweek.com 


October  27  -  November  9,  1997 
OLYMPIC   STADIUM,  MOSCOW 


nessWeek  Index 


HON  INDEX 


I  last  week:  -0.1% 
|  last  year:  2.9% 


PRODUCTION  INDICATORS 


RODUCTION  INDEX 

May  24=121.2 
-  1992=100   


Sept.  Jan  May 

1996  1997  1997 

1  4-week  moving  average 

t  index  slipped  slightly  during  the  week  ended  May  24.  But  before 
the  four-week  moving  average,  the  index  jumped  up  to  121.9,  from 
previous  week.  The  latest  increase  reflected  a  gam  in  the  seasonally 
it  of  steel,  trucks,  autos,  and  electric  power  as  well  as  rail-freight 
jtput  was  down  slightly.  The  sharp  advance  in  the  latest  week  • 
the  production  index  may  be  coming  out  of  its  recent  slump. 

>  copyright  1997  by  The  McGraw-Hill  Companies 


INDICATORS 


ES  (5/30)  S&P  500 


LATEST      WEEK  YEARLY 
WEEK        AGO      %  CHG 

848.28    847.03  26.8 


BOND  YIELD.  Aaa  (5/30) 

7.64% 

7.60% 

0  4 

MATERIALS  PRICES  (5/30) 

106.7 

106.3 

-1.6 

HLURES  (5/23) 

NA 

NA 

NA 

i  LOANS  (5/21)  billions 

NA 

NA 

NA 

LY,  M2  (5/19)  billions  $3 

901  1  %: 

,892  6i 

4.7 

MS,  UNEMPLOYMENT  (5/24)  thous. 

322 

322 

-4.9 

dard  &  Poor's,  Moody's,  Journal  of  Commerce  (index1  1990=100),  Dun 
allures  of  large  companies),  Federal  Reserve,  Labor  Dept. 


T RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

IDS  (6/3) 

S.4.J  o 

5  59  o 

5.23% 

.  PAPER  (6/4)  3-month 

5.67 

5.67 

5.42 

IS  OF  DEPOSIT  (6/4)  3-month 

5.67 

5.69 

5.40 

GAGE  (5/30)  30-year 

8.12 

8.08 

8.31 

MORTGAGE  (5/30)  one-year 

6.06 

6.01 

5.96 

8.50 

8.50 

8.25 

iral  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (5/31)  thous.  of  net  tons 

1 *TECT 

LATENT 
WEEK 

2,138 

UICCV 

WEEK 

AGO 

2,154# 

VCADI  V 

%  CHG 

6.4 

AUTOS  (5/31)  units 

102,817 

124,854r# 

-2.2 

TRUCKS  (5/31)  units 

104,207 

127,108r# 

20.3 

ELECTRIC  POWER  (5/31)  millions  of  kilowatt-hrs 

NA 

58,640# 

NA 

CRUDE-OIL  REFINING  (5/31)  thous.  of  bbl./day 

15,209 

14.928# 

5.1 

COAL  (5/24)  thous.  of  net  tons 

21,362# 

21.199 

7.7 

LUMRER  (5/24)  millions  of  ft. 

500. 5# 

502.0 

9.9 

RAIL  FREIGHT  (5/24)  billions  of  ton-miles 

26.8# 

26.3 

2.3 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute.  Energy  Dept.  WWPAl,  SFPA2.  Association  of 
American  Railroads 

PRICES 

GOLD  (6/4)  $/troy  oz. 

LATEST 
WEEK 

341.750 

WEEK 
AGO 

342.800 

YEARLY 
%  CHG 

-11.8 

STEEL  SCRAP  (6/3)  #1  heavy,  $/ton 

134.50 

134.50 

4  9 

COPPER  (5/30)  .z/lb. 

120.4 

119.9 

-1.7 

ALUMINUM  (5/30)  e/ib. 

78  :-: 

79.8 

6.8 

COTTON  (5/31)  strict  low  middling  1-1/16  in.,  e/lb.  69.76 

69.46 

-14.1 

OIL  (6/3)  $/bbl. 

19.96 

20.46 

1  'I 

CRR  FOODSTUFFS  (6/3)  1967=100 

241.49 

237.50 

9  5 

CRR  RAW  INDUSTRIALS  (6/3)  1967=100 

338.12 

337.98 

0.8 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (6/4) 

LATEST 
WEEK 

116.30 

WEEK 
AGO 

115.80 

YEAR 
AGO 

108.77 

GERMAN  MARK  (6/4) 

1.73 

1.70 

1.53 

BRITISH  POUND  (6/4) 

1.63 

1.64 

1.55 

FRENCH  FRANC  (6/4) 

5.84 

5.76 

5.18 

ITALIAN  LIRA  (6/4) 

1699.0 

1690.0 

1544.6 

CANADIAN  DOLLAR  (6/4) 

1.38 

1.38 

1.37 

MEXICAN  PESO  (6/4) 

7.919 

7  904 

7  485 

TRADE-WEIGHTED  DOLLAR  INDEX  (6/4) 

103.9 

103.1 

98.0 

except  for  British 


units  per  U.S.  dollar, 


Jew  York  banks  Currencies  expressed  in  units  per  u  b 
pound  in  dollars    Trade-weighted  dollar  via  J  P.  Morgan 


the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
A/estern  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


WEEK  AHEAD 


ES 

me  12,  8:30  d.m.EDT ►  Retail 
ly  increased  by  0.4%  in  May, 
the  median  forecast  of  econo- 
3d  by  mms  International,  one  of 
-Hill  Companies.  The  modest 
uggested  by  a  small  gam  in 
3  buying  for  the  month  and 
ts  from  other  retailers  that 
jound  in  shopping.  The  mms 
:xpect  that,  excluding  cars,  store 
>ably  rose  by  0.3%  in  May.  In 
ndividuals  paid  a  record  $134.3 
leral  taxes,  total  retail  sales  fell 
onauto  buying  was  down  0.1%. 
5  accounts  for  about  one-third  of 
onomy,  so  a  weakness  in  store 


purchases  generally  suggests  that  the  overall 
economy  is  slowing  this  quarter. 

BUSINESS  INVENTORIES 

Friday,  June  13,  8:30  a.m. edt ►  The  mms 
survey  expects  that  inventories  held  by  man- 
ufacturers, wholesalers,  and  retailers  grew  a 
small  0.2%  in  April,  half  the  0.4%  increase 
in  March.  But  the  gain  could  be  larger 
because  factories  have  already  reported  a 
0.6%  rise  in  their  April  stock  levels.  Busi- 
ness sales  likely  increased  0.5%  in  April, 
after  falling  0.3%  in  March.  That's  suggest- 
ed by  1.2%  jump  in  factory  shipments. 
Inventories  remain  lean  compared  with  sales, 
and  inventory  building  was  a  prime  source  of 
economic  growth  in  the  first  quarter.  Busi- 


nesses are  probably  continuing  to  restock 
goods  this  quarter  as  well. 

PRODUCER  PRICE  INDEX 

Friday,  June  13,  8:30  a.m. edt ►  Producer 
prices  of  finished  goods  likely  edged  up 
0.1%  in  May,  after  falling  energy  prices  led 
to  a  surprise  0.6%  decline  in  the  April  ppi. 
Excluding  the  volatile  food  and  energy  sec- 
tors, core  producer  prices  likely  increased 
0.1%  after  slipping  0.1%  in  April.  Further 
back  in  the  production  process,  core  prices 
of  intermediate  materials  and  supplies  are 
no  longer  falling,  but  the  cost  of  raw  mate- 
rials is  still  down.  The  yearly  inflation  rate 
for  total  producer  prices  and  core  costs  of 
finished  goods  stood  below  1%  in  April. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Aames  Financial  (MM)  102 
ABC(DIS)  133 
ABKB/LaSalle  Securities  124 
ACE-COMM  16 
Ackerman  150 
Acorn  International  Fund 
(ACINX)  112 

Action  Performance  (ACTN)  106 
Advantus  Capital 

Management  96 
Aerospatiale  60 
Aetna  Life  &  Casualty  (AED  38 
AGL  Resources  (ATG)  152 
Ahmanson  (H.F.)  (AHM)  45 
Airbus  Industrie  32 
Air  France  48 
AirLiquide  48 
AirTouch  Communications 

(ATI)  37 

Alcatel  Alsthom  6,48 
Alenia  60 

Alexandria  Real  Estate 
Equity  124 

Allegiance  Healthcare  (AEH)  85 
Altera  (ALTR)  98 
American  Express  (AXP)  128 
American  Home  Products 

(AHP)  96, 142 
America  Online  (AOL)  108 
Amenndo  Investment 

Advisors  98 
Ameritech  (AIT)  152 
AMG  Data  Services  128 
Amoco  (AN)  152 
Ansell  Perry  85 
Armor  All  (CLX)  62 
Artisan  International  Fund  112 
Ascend  Communications 

(ASND)  98, 102 
Asensio  106 
ASM  Lithography  Holdings 

(ASMLF)  98 
Astra  International  52 
AT&T  (J)  32,36,37,102,139, 

158 

Atos  112 

Avant!  (AVNT)  106 
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Brunswick  (BC)  16 
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Editorials 


THE  REAL  LESSON  OF  THE  FRENCH  ELECTION 


Tt  is  easy,  perhaps  too  easy,  to  blame  the  French  people  in 
J.the  recent  election  for  staging  a  self-pitying  and  self-de- 
structive backlash  against  the  global  economy  and  European 
integration.  Certainly,  they  take  longer  vacations,  work  few- 
er hours  per  week,  and  receive  more  government  benefits 
than  their  American  and  Asian  counterparts.  Surely,  their  cul- 
ture of  complaint  against  modern  economic  life,  from  "Anglo- 
Saxon"  laissez-faire  capitalism  to  Japanese  willing  to  live  in 
rabbit  hutches,  is  both  annoying  and  misplaced.  Clearly,  their 
romance  with  job  sharing  and  state-owned  enterprises  is  an 
example  of  museum  thinking  right  out  of  the  Louvre.  But  in 
their  rejection  of  the  policies  of  the  past  two  years,  the 
French  electorate  is  being  rational  in  opposing  the  anti- 
growth,  austerity  measures  force-fed  to  Europe  by  an  arro- 
gant  political  and  bureaucratic  elite  sitting  in  Bonn,  Paris,  and 
Brussels  (page  48). 

European  integration,  in  recent  years,  has  been  driven 
by  twin  fantasies.  Chancellor  Helmut  Kohl,  in  tying  Ger- 
many tightly  to  Europe,  is  driven  by  fear  of  war  that  few  be- 
lieve is  even  remotely  possible  anymore.  President  Jacques 
Chirac  rants  on  about  the  need  for  a  common  European  cur- 
rency to  counter  the  supposed  power  of  the  U.  S.  dollar.  The 
tough  debt  and  deficit  policies  needed  for  the  creation  of  a 
strong  euro  have  not  been  accompanied  by  pro-growth  poli- 
cies. Thanks  to  a  combination  of  union  pressure,  government 
fear,  and  management  failure,  austerity  has  meant  all  pain  and 
no  gain  for  the  French.  Given  the  chance  by  a  naive  Chirac, 


no  wonder  they  voted  against  it.  Give  Germans  tlj 
chance,  and  they  would  probably  vote  against  it,  too| 

Companies  in  France  and  German  share  the  blar 
third  of  all  U.  S.  economic  growth  in  the  past  two  y^ 
come  from  technology.  The  spread  of  information  tech 
has  allowed  U.  S.  companies  to  increase  profits  and 
ment  without  raising  prices.  German  and  French  cor 
focusing  on  cutting  costs  by  cutting  employees  and  mo\| 
tories  to  Eastern  Europe,  the  U.  S.,  or  Asia,  are  bell 
curve  in  introducing  productivity-boosting  technolog 
is  especially  bizarre  in  the  case  of  France,  which  crea 
Minitel  network  that  digitally  linked  most  French  hou 
years  before  the  Internet.  German  companies  fare  a  bitj 
And  both  German  and  French  companies  often  use  cor 
rather  than  competition  to  sell  abroad.  Taking  write-] 
bribery  overseas  is  still  tax-deductible  in  Germany, 
under  U.  S.  pressure  it  ends  in  1998. 

The  French  vote  should  be  a  wake-up  call  for  Ei 
elites  to  provide  opportunity  as  well  as  austerity.  The  I 
Socialists  have  a  point  in  calling  for  more  stimulate 
ernment  policies,  especially  with  inflation  down  to  3%1 
they  want  to  get  to  a  One  Europe  world,  the  Sol 
should  also  cut  taxes,  deregulate  markets,  and  privatizU 
companies.  Above  all,  France  and  Germany  should  pcij 
their  mad  race  for  introducing  the  euro  by  1999.  Vjj 
growth  and  jobs,  the  people  of  Europe  aren't  going 
into  the  concept  of  One  Europe.  Nor  should  they. 


MONOPOLIES:  TIME  TO  DEBUNK  THE  MYTHS 


It  is  time  to  start  worrying  about  monopolies  again.  A 
decade  and  a  half  into  a  great  wave  of  deregulation  that  has 
unleashed  competition  in  trucking,  banking,  natural  gas,  rail- 
roads, airlines,  and  telecom,  an  unsettling  pattern  of  market 
concentration  is  creeping  back,  at&t,  expected  to  compete 
with  regional  phone  monopolies  under  the  Telecommunica- 
tions Reform  Act  of  1996,  instead  plans  to  merge  with  a  Baby 
Bell.  Rupert  Murdoch,  expected  to  compete  against  cable  mo- 
nopolies with  new  satellite  broadcasting  technology,  instead 
joins  them.  Now,  Congress  is  poised  to  allow  banks,  insurance 
companies,  and  securities  firms  to  merge,  and  permit  them  to 
combine  with  other  businesses.  Most  mergers  in  recent  years 
have  made  economic  sense.  But  a  growing  concentration  in  cer- 
tain industries  and  markets  is  worrisome  and  bears  watching. 

Shredding  the  fancy  rationalizations  for  monopoly  would  be 
a  good  first  step.  Take  "Technology  allows  new  players  to  en- 
ter the  market."  Maybe.  Murdoch  tried  to  offer  a  new  satel- 
lite service  to  compete  with  cable.  But  cable  lobbyists  pres- 
sured regulators  and  legislators  not  to  make  changes  that 
would  have  allowed  it.  In  the  end,  Murdoch  traded  his  satel- 
lite assets  for  a  minority  piece  of  cable-controlled  PrimeStar. 


Did  new  technology  triumph  over  monopoly  powei 
thanks  to  cable's  political  clout. 

How  about  "It's  a  natural  monopoly"?  This  argues  tl 
high  cost  of  entering  a  market  explains  dominance  1 
company.  That's  partly  true,  but  the  Bells  have  used 
and  sympathetic  state  regulators  to  protect  their  tur 
potential  rivals  willing  to  try.  What's  "natural"  about 

Then  there's  "It's  a  global  market,"  meaning  bigne 
domestic  concentration  aren't  bad.  at&t  uses  this  ratio 
tion  in  its  negotiations  with  sbc  Communications.  It 
have  mass  to  compete  with  the  likes  of  Deutsche  Teleko 
Nippon  Telegraph  &  Telephone.  Perhaps,  but  the  n 
could  also  signify  a  retreat  by  at&t  from  overseas  comp 
in  favor  of  easy  domestic  regional  phone  monopoly  pn 

Deregulation  delivers  benefits.  Prices,  by  and  larg 
lower  today  in  trucking,  airfares,  and  long-distance  < 
than  a  decade  ago.  But  there  are  troubling  signs  of  n 
sclerosis:  Old  and  new  monopolies  are  using  political  cl 
curtail  competition  while  concentration  in  some  mark 
growing  severe.  We  believe  it  better*  to  unleash  the  fov 
creative  destruction  than  to  destroy  the  forces  of  crea 


It  is  more  than  the  world's  preeminent  financial  services  firm. 
It  is  a  vision  of  the  future. 

A  future  where  all  your  financial  needs  will  be  met. 
Where  you  will  have  the  best  minds  in  the  business  working  for  you. 
And  the  most  resources  to  draw  upon. 

It  is  a  vision  of  a  future  where  change  will  be  embraced. 
Where  knowledge  will  be  revered.  Where  uncertainty  will  become 
the  very  basis  of  opportunity. 

Introducing  a  financial  services  firm  with  the  global  strength 
to  make  that  vision  a  reality.  Not  a  few  years  from  now.  Today. 

Today,  vision  has  a  name. 
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f^/lO((/c/ ever  y  thing  be  hine.  or  the  other ; 


Or  can  something  be  unlike  anything  else? 


Should  ideas  conform  to  existing  categories 


Or  create  new  ones? 


Today,  the  rule 


of  technology  is 


th 


ere  are  no  ru 


les. 


And  for  those  still  thinking  inside  the  box, 


perhaps  it's  time 


to  step  outside. 


W  Chrysler  Sebring  JXi  Convertible  and  Town  &  Country  LXi 


 :   ! 

TO  EXPERIENCE  A  FULL  RANGE  OF  AUTOMOTIVE  THINKING  FROM  COMPLETELY  OUTSIDE  THE  BOX, WE  INVITE  YOU  TO  VISIT  THE  1997  CHRYSLj 


THERE  WAS, 
IN  FACT, 
A  REASON 
THEY  CALLED  IT 

THE  PERSONAL 
COMPUTER. 


1997  Microsoft  Corporation  All  rights  reserved  Microsoft.  Where  do  you  want  to  go  today7.  Windows  and  the  Windows  logo  are  registered  trademarks  of  Microsoft  Corporation 


r 


I'M 


Oh  yeah.  There's  a  person  sitting  in  front  of  it. 

Oftentimes,  that  person  is  a  very  special  person  called  an  employee.  Someone  who  walks 
through  your  doors  in  the  morning  and  back  out  in  the  evening  (sometimes,  very  late  in  the 
evening).  Someone  who  will  rewrite  paragraphs  in  the  shower.  Or  not.  Someone  who  will 
work  through  lunch  to  make  something  just  right.  Or  not.  Someone  who  will  care.  Or  not. 

It  is  people  who  define  business.  It  is  people  who  will  determine  whether  your  company  will 
be  just  good  or  damn  good  or  great.  We  believe  that  given  the  responsibility  and  the  right 
tools,  the  people  who  work  for  you  will  do  extraordinary  things.  For  millions  and  millions  of 
people,  the  right  tool  is  the  computer. 

What  makes  the  computer  personal  is  a  program  called  Microsoft  Windows". 

Windows  makes  computing  easier,  so  more  people  can  actually  use  a  PC.  It  is  intuitive  and 
simple  and  familiar,  and  recognizable  from  computer  to  computer,  person  to  person. 

Windows  makes  computing  more  powerful.  More  than  one  hundred  thousand  programs  have 
been  written  for  the  Windows  platform.  So  you  can  type  words  and  calculate  numbers,  create 
presentations  with  animation  and  sound  and  video,  do  3-D  CAD  design,  send  a  message  to 
the  other  side  of  the  office,  send  a  message  to  the  other  side  of  the  world,  manage  inventory 
and  payroll,  draw,  find  things  on  the  Internet,  create  your  own  intranet,  build  a  database, 
manage  projects,  hold  live  video  meetings  on  screen  and  check  your  spelling. 

And  Windows  makes  computing  travel.  You  can  take  your  powerful  programs,  travel  3,000 
miles,  use  them,  plug  your  notebook  computer  into  a  phone  jack  and  work  as  if  you  were 
sitting  at  your  desk. 

Windows  makes  the  computer  a  tool  your  people  can  use.  And  it  is,  when  all  is  said  and 
done,  your  people  who  are  going  to  make  the  difference. 


Where  do  you  want  to  go  today?  www.microsoft.com/vvindows/ 


Microsoft 
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Up  Front 


EDITED  BY  LARRY  LIGHT 

LITIGATION  NATION 

A  PEACE  PIPE  IN 
THE  TOBACCO  WARS? 

THE  TOBACCO  INDUSTRY,  IN 
talks  with  health  advocates 
and  state  officials  to  settle  its 
liability  woes,  was  unbending 
a  year  ago  on  curbing  sales 
activities.  But  it  now  appears 
ready  to  yield  in  many  areas, 
says  William  Novelli,  presi- 
dent of  the  National  Center 
for  Tobacco-Free  Kids,  who 
is  involved  in  the  talks. 
Spokesmen  for  the  tobacco 
side  decline  to  comment. 

Novelli  says  tobacco-indus- 
try negotiators  seem  willing 
to  accept  a  ban  on  cigarette 
vending  machines,  a  require- 
ment that  tobacco  products 
be  placed  behind  sales  coun- 
ters, and  a  licensing  system 
for  all  tobacco  sellers.  The 
pact  taking  shape  could  also 
end  billboards  and  display 
signs  for  cigarettes  such  as 
those  in  store  windows. 


SMALL  CARRIERS 
GET  AN  FCC  JOLT 

SOME  SMALL  LONG-DISTANCE 
companies  will  soon  see  their 
costs  jump  due  to  a  recent 
Federal  Communications 
Commission  action.  At  issue 
are  the  fees  that  these  carri- 
ers pay  to  local  phone  com- 
panies to  put  calls  through. 

The  good  news:  The  FCC 
move  will  lop  $1.5  billion  this 
year  from  the  $23  billion  paid 
by  all  long-distance  providers. 


ENDANGERED  by  the  talks 

Other  provisions,  he  says, 
include  industry  agreement 
to  smoking  restrictions  in 
public  places,  and  payment  of 
stiff  penalties  if  youth  smok- 
ing is  not  reduced  over  time. 

Such  a  list  doesn't  mollify 
other  advocates,  who  say 
such  concessions  would  see 
the  industry  demanding  re- 
strictions on  regulating  nico- 
tine and  protection  against 
suits.  And  still  unclear  is  how 
much  the  companies  would 
be  willing  to  pay  to  compen- 
sate smoking-related  cancer 
victims.        Susan  Garland 

from  at&t  to  tiny  Call- Ameri- 
ca in  Mesa,  Ariz.  But  the  com- 
plex fcc  order  shifts  the  way 
some  access  fees  are  collected 
from  a  per-minute  rate  to  a 
flat,  per-line  one.  That  may 
hike  the  access  bill  for  the 
small  fry — winch  buy  excess 
capacity  from  such  majors  as 
at&t  to  resell  to  modest-size 
business  users  at  a  discount. 

The  small  carriers'  cus- 
tomers typically  don't  run  up 
a  lot  of  minutes  of  long-dis- 
tance usage  each  month.  Yet 
the  majors  have  so  many  big 
corporate  customers  that  an 
increase  in  the  per-line  rate 
will  be  more  than  offset  by 
declining  per-minute  charges. 

Call-America  figures  its  ac- 
cess fee  could  double  and 
push  it  into  the  red.  Any  in- 
crease could  be  passed  along 
to  carriers'  customers,  of 
course.  The  FCC  promises  that 
eventually,  everyone's  fees 
will  drop.  Amy  Barrett 


TALK  SHOW  Ul  don't  believe  there  is  a  double  standal.)! 

— Air  Force  General  Joseph  Ralston,  bowing  out  of  consider 
Hon  for  the  nation's  top  military  post,  even  though  Defense  S- 
retary  William  Cohen  said  his  past  adultery  wouldn't  matte 


MAD  AVE 


NICOTINE  FIT  FOR  REGULAR  GUYS 


FIRST  CAME  ADDITIVE-FREE 

food.  Now  comes  additive- 
free  tobacco,  a  pitch  that 
has  industry  critics  up  in 
arms.  R.J.  Reynolds  Tobacco 
is  rolling  out  the  no-additive 
approach  for  its  revamped 
Winston  brand  along  with  a 
high-powered  advertising 
drive  called  "No  Bull." 

The  print  and 
billboard  cam- 
paign— estimated 
at  $25  million-plus 
by  Morgan  Stan- 
ley— aims  to  find  a 
compelling  image 
for  rjr's  No.  2  cig  A  new  image  and  sugarless,  too 
brand    (Doral    is  ~ 


forsaken  all  flavor  enhlp 
such  as  cocoa,  sugaia 
licorice.  Are  the  papa| 
filter  without  additivejte 
Winston  marketing  veeffl 
Leary  says  only  they'rij 
ing  "no  claims"  about  tn 
The  practice  of  renw 
nicotine  and  putting  ito 
again  doesn't  constituted 


No  additives 

SZ5S 


No.  1).  Some  ads  show  beer- 
swilling  regular  guys  who  like 
"real"  tobacco.  Over  the  past 
year,  Winston's  market  share 
fell  from  5.3%  to  4.9%,  with  a 
domestic  volume  drop  of  11%. 
One  reason  is  Winston  lacks 
a  clear  identity,  rjr  figures. 
The  new  Winstons  have 


additive,  Winston  saysj 
antismoking  groups  ar 
But  John  Banzhaf,  < 
of  Action  on  Smokini 
Health,  finds  the  adsp 
leading"  by  duping 
sumers  into  thinking  tb 
less  hazardous  than  J 
butts.  Lisa  Sat 


STREET  NEWS 


NOMURA  MAY  SHOW  A 
CASH  COW  THE  GATE 

NOMURA  SECURITIES  IS 
eyeing  a  spin-off  of  its  red- 
hot  U.  S.  commercial  real 
estate  finance  division,  head- 
ed by  whiz  kid  Ethan  Penner. 
The  36-year-old  Penner  built 
Nomura  Securities  Interna- 
tional's real  estate  business 
from  scratch  to  where  it  gen- 
erates about  a  third  of  NSi's 
pretax  profits — 
some  $315  million 
in  the  fiscal  year 
ended  Mar.  31.  As 
a  result,  sources 
close  to  the  firm 
say,  he  made  $46 
million  for  the 
year,  one  of  Wall 
Street's  fattest 
paychecks.  Penner 
won't  comment 
about  his  pay. 

He  and  his  em-  PENNER:  U< 


ployer  have  spent  the 
year  trying  to  negotia  j 
amicable  spin-off  of  the  J 
person  unit,  sources  say.i 
Nomura  retaining  an  I 
mated  one-third  interes 
has  talked  to  financiers,^ 
Zell  and  Nelson  Peltz  ;| 
buying  the  unit,  which  u 
be  valued  at  as  much  as  I 
billion,  sources  say.  An  0 
also  under  consideration  | 

Penner  is  anxious  t 
more  independent  whihtl 
Nomiua  parent  in  Tokyois 
want  to  exit* 
estate  entia 
the  sources  s; 
recently  ha<  : 
pump  in  $c 
lion  to  bail 


real  estate  il 
sidiary  in  Jajai 
Says  spokesia 
P..J.  Johnson: 
good  business  & 
we  consider  a 
options."  Jp 
Nathans  Spit 

 r 


With  Sprint  on  your  side,  you'll  get  professionals  who 
not  only  understand  your  small  business,  but  come 
up  with  new  ideas  to  help  it  perform  even  better.  The 
Sprint  Business  Solutions  Center  offers  a  Specialist 
who  knows  you,  and  stays  in  touch  with  your 
business  to  put  enhanced  communications  to  work  for 
you.  They'll  even  stay  ahead  of  your  needs  and  respond  to 
your  challenges  with  custom  solutions.  In  today's  world, 
that's  news,    www.sprint.com     V888  SPRINT  BIZ 

Sprint 

We  help  your  business  do  more  business  " 


Up  Front 


RETAIL  TALES 


YOU  ALWAYS  LIKED  MOM  BEST 


HOWEVER  DEAR  OLD  DAD  MAY 

be,  he's  not  as  dear  as  mom. 
Ponder  this  on  Father's  Day 
(June  15).  The  average 
amount  spent  on  gifts  for 
Mother's  Day  is  $105— $15 
more  than  for  dad, 
according  to  the  Na- 
tional Retail  Federa- 
tion. Mothers  receive 
more  cards,  too:  150 
million  purchased  for 
them,  and  95  million 
for  dads,  says  the 
Greeting  Card  Assn.  AT&T's 
worldwide  telephone  net 
work  logs  more  calls  on 
Mother's  Day  (May  11 
this  year)  than  on  Fa- 
ther's Day.  Dad's  calls 
have  at  least  one  dif- 
ference: Father's 
Day  is  the  busiest 
collect-calling  day 
of  the  year.  "You 
don't  want  Mm  to 
think  you  forgot, 


SLUGFESTS 

THE  LEGAL  WOES  OF 
A  LEGAL  PUBLISHER 

WARREN   BUFEETT'S  RIGHT- 

hand  man  usually  keeps  a 
very  low  profile.  But  Berk- 
shire Hathaway  Vice-Chair- 
man Charles  Munger,  73,  is 
getting  some  attention  late- 
ly. And  it's  not  the  adulatoiy 
kind  his  billionaire  boss  is 
used  to.  Munger's  sideline — 
chairman  of  a  $32  million  le- 
gal publisher — has  involved 
him  in  two  lawsuits  seeking 
damages  for  alleged  anticom- 
petitive behavior. 

Munger's  Daily 
Journal  Corp.  (his 
family's  trust  owns 
about  18%  of 
the  publicly  traded 
stock)  has  17  legal 
newspapers  in  the 
West.  A  Los  Ange- 
les-based rival, 
Metropolitan  News 
Co.,  says  Daily 
Journal  tried  to  put  CITIZEN 


but  you  don't  want  to  pay  for 
it,"  explains  one  son  surveyed 
by  AT&T.  And  moms  got  then- 
own  day  first,  in  1913. 

There  is  an  area,  howev- 
er, where  dads  have  one  up 
on    mom:  humor. 
Some  30%  of  Fa- 
ther's Day  cards  are 
funny,  vs.  25%  of 
those  for  mom,  says 
the  Greeting  Card 
Assn.  This  year,  Ab- 
solut Vodka  and  its 
agency,  TBWA/Chiat 
Day,   pushed  the 
taste  envelope  by 
sending  out  a  Fa- 
ther's  Day  promo: 
250,000     ties  with 
drawings  of  sperm  in 
the   shape   of  vodka 
bottles.  The  accompany- 
ing message  read:  "You're 
one     in  a 
FOR  DAD:       million."  Lisa 
Absolut  tie  Sanders 

it  out  of  business  by  predato- 
ry pricing.  Met  News  points 
to  Daily  Journal's  deal  with 
Fannie  Mae,  the  mortgage 
goliath,  to  carry  legal  notices 
in  California,  at  less  than  cost 
in  some  places.  Munger  says 
Daily  Journal  doesn't  subsi- 
dize the  profitable  Fannie 
Mae  account. 

In  the  second  suit,  the 
publisher  of  a  defunct  legal 
paper  in  Seattle  says  Daily 
Journal  stole  his  business 
plan  and  subscription  list  af- 
ter expressing  interest  in 
buying  him  out.  Jeff  Barge 
contends  that  Munger  used 
the  info  to  start  a 
competing  paper 
and  drive  Wash- 
ington Law  out  of 
business.  Munger 
says  Daily  Journal 
passed  on  Wash- 
ington  Law  be- 
cause it  was  a  fi- 
nancial mess  and 
Barge's  informa- 
1  tion  wasn't  nee( 
MUNGER       ed.    Lisa  Sanders 


DRAWN  &  QUARTERED 


It  is  novi  unam^ous.  AH  economists  *jree 
there  is  no  economic  downturn  m  sight. 


SPORTS  BIZ 

JAPAN'S  SURGE  IN 
EXPORTED  ARMS 

BALLPLAYERS  ARE  BECOMING 

Japan's  newest  export  to  the 
U.  S.  And  so  far,  pitchers 
have  a  lock  on  the  market. 

Of  the  four  players  to  join 
U.  S.  teams  lately — all  pitch- 
ers— the  first  was  Hideo 
Nomo,  who  came  in  1995,  to 
star  for  the  Los  Angeles 
Dodgers.  Early  this  year, 
Shigeshi  Hasegawa  joined  the 
Anaheim  Angels,  and  Takashi 
Kashiwada,  the  New  York 
Mets.  Most  recently,  Hideki 
Irabu  signed  a  four-year, 
$12.8  million  contract  with 
the  New  York  Yankees. 
While  some  Japanese  players 
have  worked  before  in  the 
U.  S.,  none  saw  the  fanfare 


and  salaries  of  this  foum 
Why  just  pitchers* 
need  for  them  is  the  bigtt 
15  of  the  first  31  plaversjl 
in  1997's  U.S.  draft,  f 
U.  S.  scouts 
see  Japan- 
ese hitters 
and  fielders 
as  not  skill- 
ful enough 
for  The 
Show. 

Why  do 
they  come? 
Money.  The 
average 
Japanese 
major  leaguer  makes 
yearly — about  one-thirjl 
U.  S.  level.  But  Japan's 
don't  expect  U.  S.  demari 
be  strong  enough  to 
talent  drain.  Emily  Tin 
and  Joshua  Kaufman 


THE  BIG  PICTURE 


MAYBE  IT  SHOULD  BE  THE  EUREKA  ST/1 

Patent  issuance  nationwide  reached  an  ;l 
time  high  last  year.  And  the  most — by  fai  < 
went  to  California,  home  of  such  Silicon  Vm* 
research  giants  as  Intel.  The  Golden  Stajf' 
has  dominated  patents  for  the  past  five  ye» 


CALIFORNIA 


NEW  YORK 


1996  S  TOP  STATE 
IN  PATENT ISSUANC 

THOUSANDS  OF 
PATENTS  ISSUED 


3  6  9 

DATA:  U.S.  PATENT  &  TRADEMARK  OFFICE 


TEXAS 

ILLINOIS 

] 

MICHIGAN 

s 

FOOTNOTES  State  with  fastest  average  home  turnover  rate,  1996:  Arizona,  6  years;  with  slowest:  Maine,  19  years 


How  many  companies  can  say 
they  started  the  portable  revolution? 

How  many  companies  have  shaped  the 
technology  to  its  present  state? 

How  many  companies  are 
redefining  it  right  now? 


I*  iffi 

*  iiV/i  *  *  * 


SATELLITE  PRO" 

With  MMX  'technology,  advanced 
multimedia  and  FastScan"  High  Contrast 
Display  at  a  very  affordable  price,  the 
new  Satellite  Pro  Series  is  redefining 
the  concept  of  value. 


TECRA" 

Toshiba  has  just  reinvented 
the  corporate  notebook.  A  portabl 

powerhouse  m  a  sleek  new 
design,  Tecra  combines  the  iates 
technology  with  all  of  the 
expansion  and  connectivity 
capabilities  that  businesses  need 


LIBRETTO® 

Introducing  Libretto  50CT,  a  fully 
compatible,  Pentium  processor-based 

computer  that  runs  Windows®  95 
and  fits  perfectly  in  the  palm  of  your 
hand.  At  1.85  lbs  ,  Libretto  50CT 
launches  a  brand  new  category. 
We  call  it  the  mini-notebook. 


For  more  information  call  1-800-457-7777,  or  visit  http://computers.toshiba.com 


j  i  1997  Toshiba  America  Information  Systems.  Inc.  AU  specifications  and  availability  aie  subject  to  change.  All  products  indicated  by  trademark  symbols  are  trademarked  and/or  registered  by  their  respective  compj 
Iritel  Inside  Logo  and  Pentium  are  registered  trademarks  and  MMX  is  a  trademark  of  Intel  Corporation.  ,  . 


Just  One. 


Always  Lead.1"  Two  words  that  say  more  than  an  entire  mission 
statement  At  Toshiba,  leadership  is  our  center  of  gravity.  Our 
day-to-day  activities  revolve  around  it.  Since  the  beginning-when  we 
put  our  name  on  the  first  commercially  successful  notebook 
computer-Toshiba  has  been  consistently  raising  the  standards  by 
which  portable  performance  is  measured.  It's  progression,  sure, 
but  not  simply  for  progression's  sake.  We  listen.  Before  we  build 
anything.  And  every  innovation  we  send  out  the  door  is  designed 
to  run  just  ahead  of  your  expectations.  Even  if  your  expectations 
include  the  complete  reinvention  of  portable  computing.  Which, 
incidentally,  is  exactly  what  we've  just  done.  And  then  some.  Packed 
with  powerful  technology  and  backed  by  Toshiba's  first-class  service 
and  support,  these  new  notebooks  are  redefining  power,  value  and 
ultraportability.  We've  even  gone  beyond  the  drawing  board  to 
unveil  an  entirely  new  category,  the  mini-notebook,  that  brings 
world-class  processing  to  the  tiniest  of  places.  So  with  the  next 
generation  of  tools  at  hand,  we  invite  you  to  start  your  own  revolution. 
Like  turning  your  mission  statement  into  a  list  of  achievements 
With  a  single  objective,  of  course  Always  Lead. 


In  Touch  with  Tomorrow 

TOSHIBA 
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BARSHEFSKY:  WHAT  WE'VE 
ACCOMPLISHED  IN  CHINA 

Robert  Kuttner's  column  "Is  this  a 
China  policy — or  a  bad  dream?"  (Eco- 
nomic Viewpoint,  May  26)  presents  a 
distorted  picture  of  the  actual  objec- 
tives that  will  determine  whether  Chi- 
na becomes  a  member  of  the  World 
Trade  Organization.  First,  why  bring 
China  into  the  wto?  The  answer  is  that 
there  is  no  better  way  to  integrate 
China's  economy  and  trading  system 
into  international  norms  and  institu- 
tions, introduce  the  rule  of  law,  and 
accelerate  fundamental  economic  re- 
forms in  China. 

From  the  onset  of  these  negotiations, 
the  Clinton  Administration  has  stated 
what  its  expectations  and  requirements 
are  for  China's  accession  clearly  and 
consistently:  China  must  provide  sub- 
stantial market  access  for  American 
goods,  services,  and  agricultural  prod- 
ucts, and  it  must  agree  to  abide  by 
the  rules  of  international  trade  enforced 
in  the  WTO. 

Whether  China  can  meet  the  com- 
prehensive agenda  that  we  have  put 
forward  as  a  condition  of  its  member- 
ship in  the  WTO  is  an  open  question — 
one  that  only  the  Chinese  government 
can  answer.  But  to  cut  off  these  ongo- 
ing negotiations  would  be  counterpro- 
ductive and  irresponsible.  The  wto 
talks  provide  a  basis  for  rebalancing  a 
trade  relationship  that  is  in  need  of 
correction. 

On  issue  after  issue,  the  Clinton 
Administration  has  demonstrated  its 
resolve  to  achieve  significant  reforms  in 
China's  trade  practices  and  introduce 
the  rule  of  law  in  China.  Since  1994, 
under  two  separate  trade  agreements 
on  textile  and  apparel  products,  our 
agreements  have  served  to  reduce  tex- 
tile and  apparel  imports  from  China. 
We  acted  unilaterally  in  bringing  about 
an  unprecedented  crackdown  on  intel- 
lectual-property piracy  in  China.  The 
record  shows  that  when  it  comes  to 
knowledge  of  China's  trading  practices, 
putting  forward  comprehensive  reforms 
of  China's  economy,  and  enforcing 


CORRECTIONS  &  CLARIFICATIQ 

In  business  week's  Annual  Design  Award: 
(June  2),  the  list  of  winners  contained 
several  errors  in  the  table  of  winners  fc 
1997.  Below  are  corrected  listings: 


AWARD! 

DESIGN  FIRMS  — mwhku, 

GOLD  SILVER  BRONZE  i 


ALTITUDE 
E-LAB 


ION  DESIGN 


CORPORATIONS 


COLEMAN 


HEARTSTREAM 


1  1 


JBL/HARMAN 


NCR 


DATA  INDUSTRIAL  DESIGNERS  SOCIETY  OF  AMERICA 

Also,  frogdesign,  not  ziba,  designed  the 
Aspire  computer. 

"More  people  pledge  allegiance"  (Up  F 
Apr.  21)  incorrectly  stated  that  holde 
immigration  green  cards  are  able  to  q 
ify  for  citizenship  after  working  in  the 
for  seven  years.  The  correct  period  is 
years. 

In  "Cable  ads,  by  special  delivery"  (Spi 
Report,  May  26),  the  Colorado  Rockies 
erroneously  named  as  the  1996  detenu; 
champions  of  the  National  Hockey  Lea* 
In  fact,  the  champions  were  the  Coloit 
Avalanche. 


market-opening  conditions,  the  wo 
our  negotiators  is  second  to  none. 

Charlene  Barshfi! 
U.  S.  Trade  Represent* 
Executive  Office  of  the  Presi; 

WashinfJ 

Robert  Kuttner  has  served  up  a  It 
portion  of  rhetoric  du  jour  with  a  H 
flawed  piece  on  China's  accession  tii. 
World  Trade  Organization.  The  "his] 
blunder"  at  hand  is  not  that  the 
will  slide  China  under  the  door  atll 
wto.  It  would  be  just  the  opposite:  I 
just  at  the  moment  of  achieving  a  III 
imate  package  for  China's  wto  a<p 
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Data  warehouses  are  becoming 
strategically  vital  to  a  business's 
success.  But  the  truth  is,  many  are 
outgrown  right  after  they're  delivered, 
re  simply  overwhel 
-increasing  amounts  of  data, 
you  have  EMC  Enterprise  Storage! 
It's  the  only  solut 


They' 
ever 
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available, 


ion  that  keeps 
mission-critical  information 
protected  and  timely,  even  in  the 
face  of  explosive  growth.  And  it's 
the  only  way  to  refresh  data  from 
multiple  sources  without  sacrificing 
performance.  To  find  out  how 
a  data  warehouse  with  EMC 
Enterprise  Storage  can 
help  you  instantly 
to  the  ever-changing 
needs  of  your  business, 


call  1-800-424-EMC2,  ext.  121,  and 


we'll  send  you  an  interactive  CD-ROM. 


Or  visit  us  at  www.emc.com. 


EMC 

The  Enterprise  Storage  Company 


s  a  reg,5tered  trademark,  and  EMC.  EMC  Enterprise  Storage,  and  The  Enterprise  Storage  Company  are  trademarks  of  EMC  Corporation.  ©1997  EMC  Corporation.  All  rights  reserved 
Reprinted  through  the  courtesy  of  CIO.  ©1996  CIO  Communications  Inc.  -  Daniel  Gross  author  4/15/1996 
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out  into  the  world  every  day,  your  words  and  figures  and  e-mails.  Introduce  them  to  new 
t"  Office  97,  and  you  can  send  them  out  with  just  that  much  more  confident  panache.  First  of  all, 
'  makes  it  easier  to  control  the  way  text,  shapes  and  even  formats  look  with  You  can 

jr  point  clearly  and  persuasively  with  the  three  new  kinds  of  charts  in  Mic  the  exquisite 

n-a-pie  chart,  the  poignant  conical  chart  and  the  lyrical  bubble  chart.  Or  draw  freestyle  tables  in 
asing  lines  and  stretching  boxes  as  you  go.  Or  animate  your  P  ..  presentation,  using  new 

nanipulate  type  and  graphics  (throw  in  sound  and  video  clips  to  really  wow  'em).  Trying  to  figure 
her  a  capability  even  exists?  Just  ask  your  It  all  adds  up  to  clean,  smart-looking 

nd  it  out  proudly,  and  try  not  to  cry.  For  more  information,  visit  us  online. 


Where  do  you  want  to  go  today?'  www.microsoft.com/office/ 
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sion — embodying  the  wrenching  eco- 
nomic measures  that  we  have  legiti- 
mately demanded  (at  the  insistence,  in- 
cidentally, of  the  very  business 
community  that  Kuttner's  herd  instinct 
leads  him  to  mislabel  as  "a  domestic 
China  lobby") — the  U.S.  could  walk 
away  from  the  deal  for  domestic  political 
reasons. 

What's  more,  in  the  process,  we 
would  waste  a  precious  opportunity  to 
bring  China's  practices  into  line  with 
the  demands  of  the  rules-based  multi- 
lateral trading  system.  That  would  be 
the  tragic  and  ominous  outcome  of  the 
Donorgate-driven  mixing  of  domestic 
U.  S.  political  machinations  with  major 
China  policy  developments. 

Robert  A.  Kapp 
President 

U.  S. -China  Business  Council 
Washington 

PRODUCERS  AND  WRITERS 
DEMAND  MEGAPAY,  TOO  

Through  its  focus  on  star  talent 
salaries,  "The  Art  of  the  Deal"  (Cover 
Story,  June  2)  misses  the  issue:  A 
"megahit"  series  such  as  Seinfeld  has  a 
trickle-down  effect  on  the  skyrocket- 
ing cost  of  television  writers  and  pro- 
ducers, not  just  actors.  TV  producer 
salaries  can  account  for  as  much  as 
30%  to  40%  of  the  costs  of  a  hit  sitcom, 
prior  to  producers'  piece  of  the  back- 
end,  which  can  greatly  exceed  that  giv- 
en to  star  talent. 

In  the  industry's  frantic  search  for 
the  next  Seinfeld,  the  networks  and 
studios  are  bidding  up  the  prices  of 
not  only  established  talent  but  also  of 
unproven  writers,  to  unprecedented 
levels.  Very  few  of  these  bets  actually 
pay  off,  requiring  a  limited  number  of 


FINDING  US  ONLINE 

The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 


NiaVen 

Shopping  for  computer  equipment'  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 


profitable  hits  to  exceed  the  costs  of 
the  many  failed  series  and  the  unpro- 
ductive talent  deals.  As  a  result,  the 
hit-driven  economics  of  prime-time  tv 
series  now  resemble  those  of  feature 
films,  but  without  the  ability  to  pro- 
ject ultimate  value  after  one  weekend 
at  the  box  office  or  the  opportunity  to 
release  20  films  each  year. 

The  newly  combined  network/studios 
could  combat  this  dilemma  by  using 
their  distribution  strength  to  alter  deal 
terms,  but  they  have  yet  to  do  so  out 
of  fear  of  alienating  the  creative  com- 
munity and  missing  the  next  big  hit. 

Virl  Hill 
Los  Angeles 

REICH  AND  SAXTON: 

AN  OLD  FEUD  

business  week  recently  published  a 
review  ("Clinton's  loneliest  liberal," 
Books,  Apr.  21)  of  Robert  Reich's  book 
mentioning  a  personal  attack  on  me. 
Permit  me  to  suggest  one  reason  for 
his  attack.  In  an  exchange  of  corre- 
spondence with  the  Bureau  of  Labor 
Statistics  in  1995,  I  obtained  certain 
documents,  despite  previous  written 
assurances  from  then-Labor  Secretary 
Reich  that  no  such  documents  ever  ex- 
isted. This  evident  disregard  for  the 
facts  was  a  troubling  pattern  of  Reich's 
tenure  as  Labor  Secretary. 

Jim  Saxton  (R-N.J.) 
U.  S.  House  of  Representatives 
Washington 

HEY,  PUT  NEW  HAMPSHIRE 

ON  THAT  LIST  

I  enjoyed  "An  electric  moment  in 
California"  (News:  Analysis  &  Com- 
mentary, May  26)  about  electrical-pow- 
er deregulation,  but  there  was  an  omis- 
sion in  the  states  you  list  as  the 
front-runners.  New  Hampshire  also  is 
among  the  first  in  the  nation  to  ex- 
plore consumer  choice  in  power 
providers. 

In  fact,  roughly  17,000  customers — or 
3%  of  the  state's  users — have  been  par- 
ticipating in  a  pilot  deregulation  program 
since  last  June.  Like  California,  New 
Hampshire  plans  to  open  its  market  to 
competition  by  January  of  next  year. 

Jonathan  Proulx 
Gorham,  N.  H. 

CITIES  CAN'T  BULLY 
SUBURBS  INTO  SUBMISSION 

"The  'burbs  fight  back"  (Social  Is- 
sues, June  2)  confuses  cause  and  ef- 
fect. State  and  federal  governments  in- 


vest in  infrastructure  in  new  subl 
and  rural  areas  because  that's  wu 
middle-class  families  and  businei 
prefer  to  be. 

Keeping  new  suburbs  from  develoi 
as  has  been  attempted  in  Portland,  i 
is  simply  protectionism  and  defeafi 
It  makes  the  demeaning  assumption 
older  communities  can  survive  on 
they  stiff  their  competition. 

Cities  can't  legislate  their  prospo. 
back,  but  they  can  win  it  back  by» 
coming  competitive  again.  That  mi? 
improving  services,  lowering  taxes,  - 
marketing  themselves  as  skillfull;' 
suburban  subdivisions  have.  Oi 
places  still  have  assets  newer  aij 
can't  begin  to  match,  but  they  hav. 
marketed  them  well. 

John  L.  Garni 
Presid 
Gann  associs 
Glen  Ellyn 

THANKS,  BUT  THIS 

TROPHY  HAS  THE  WRONG  LABE 


AlphaNet  Solutions  was  listeci 
"Hot  Growth  Companies"  (Special 
port,  May  26).  It's  an  honor  to  bet 
eluded,  and  we  appreciate  your  con 
eration.  AlphaNet  Solutions,  howe 
is  described  as  a  company  that  "m* 
factures  computer  hardware  and  s 
ware;  provides  related  services." 
is  incorrect. 

We're  a  systems-integration  comp 
with  a  staff  of  more  than  350  infor 
tion-technology  service  consultants, 
sell  products,  but  we  don't  manu 
ture  anything. 

Christine  Flitci 
Strategic  Planning  Ana!; 
AlphaNet  Soluti 
Cedar  Knolls,  > 
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Lumina  owners  have  at  least  one  reason 
to  drive  a  car  this  safe. 


Lumina      L  S       H  ere  are  some  more:  standard  dual  air  bags, 
ABb,  Daytime  Running  Lamps,  child  security  rear  door  locks  and  power 
window  lockout.  There's  even  an  integrated  child  safety  seat  option.  Fact  is,  no  six- 
passenger  car  in  its  class  can  offer  as  many  standard  safety  features  for 
the  money  as  a  Chevy'"  Lumina  Lb.  A  small  price  to  pay  for  a  lot  less  to  worry 
about.  That  s  something  that  any  parent  can  appreciate. 

Genuine  Chevrolet 

The  Cars  More  Americans  Trust. 


Call  1-300-950-2438  or  visit  www.ckevrolet.com  'Excludes  oilier  GM  product*.  ©19%  CM  Corp.  Buttle  up.  Amen 
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BY  STEPHEN  H.  WILDSTROM  

THIS  BROWSER  IS 
A  BRUISER 


With  lots  of  enhanced 
features,  Netscape's 
latest  leaps  ahead  of 
Microsoft-for  now 


W! 


"hen  browsers  first 
appeared,  they  <  1  i <  1 
little  more  than  dis- 
play the  World  Wide  Web's 
primitive  text  pages.  But  as 
the  Web  has  matured, 
browsers  have  grown  into 
powerful  pieces  of  software. 
If  you  use  the  Web  a 
lot,  and  especially  if  you 
depend  on  a  corporate 
intranet,  Netscape  Com- 
munications' newest  of- 


so  I  couldn't  form  an  opinion 
about  its  value. 

The  first  thing  you'll  no- 
tice when  you  fire  up  Com- 
municator is  that  the  general 
appearance  of  the  program — 
which  had  changed  little  since 
the  first  version  of  Netscape 
Navigator  in  1994 — has  been 
completely  overhauled.  At  the 
top  of  the  screen  are  three 
rows  of  icons  that  turn  into 
buttons  as  your  cursor  passes 
over  them.  In  a  trick  bor- 


vorite  sites  quickly  grew  into 
an  unwieldy  list.  When  you 
click  on  the  "edit  bookmarks" 
menu  item,  you  get  a  Win- 
dows Explorer-style  view  of 
your  bookmarks,  and  you  can 
use  the  drag-and-drop  tech- 
nique to  reshuffle  folders. 
Best  of  all,  bookmarks  you 
put  into  the  "personal  tool- 
bar folder"  appear  as  toolbar 
icons,  ready  for  quick  access. 

A  primitive  E-mail  compo- 
nent has  long  been  part  of 
Navigator,  but  Messenger 
challenges  the  best  stand- 
alone mail  programs. 
You  can  set  up  rules 
that  will,  for  exam- 
ple, automatically 
delete  unread  junk 
mail  from  specific  ad- 
dresses such  as 
cybeipromotions.com. 
Messenger  works 


MAIN  PAGE 
TOOLBAR 

Organize  icons 
to  suit  your 
needs,  even 
make  them 
disappear 
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fering  could  be  the 
most  important  applica- 
tion on  your  computer. 

The  enhanced  brows- 
er, called  Communicator, 
is  available  as  a  $59,  8%- 
megabyte  download 
from  home. netscape, 
com.  It  allows  Netscape 
to  recapture  the  leader- 
ship it  relinquished  to 
Microsoft  Internet  Explorer 
3.0  last  year,  although  the 
Web  pioneer  will  face  a  new 
challenge  from  IE  4.0  this  fall. 
NEW  LOOK.  The  heart  of  the 
package  is  still  the  familiar 
Navigator  browser.  Other 
major  pieces  include 
Messenger,  which 
handles  E-mail  and 
postings  to  Internet 
or  corporate  discus- 
sion groups,  and 
Composer,  a  simple  Web  page 
editor.  Netcaster,  which  al- 
lows Web  sites  to  "push"  up- 
dated material  to  desktops, 
is  available  in  test  form  only. 
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including  a  group  :f  deeply  Accounted  fare 
called  Netsaver:.'  which  arc 
through  the  Intern  ;t  arid  are  ^ 
weekend  navel  in  North  Am 
Caribbean. 


In  addition,  Amercan  ras  be 
special  items,  including  airline 
rentas,  horil  rooms  and  even  vacation 
Document  Done 


NAVIGATION 

Buttons  below 
move  among 
mail,  browser, 
discussion  groups 


rowed  from  Inter- 
net Explorer,  you 
can  change  the  size 
and  location  of 
these  toolbars  or 
make  them  disap- 
pear altogether.  One  welcome 
change  is  the  much-improved 
management  of  bookmarks. 
In  previous  versions  of  Navi- 
gator, the  collection  of  fa- 


with  any  post  office  that  uses 
Internet  standards,  including 
most  corporate  mail  systems. 

One  of  the  more  frustrat- 
ing aspects  of  E-mail  is  try- 
ing to  find  someone's  address. 
Messenger  uses  a  new  Inter- 
net standard  called  the  Light- 
weight Directory  Access  Pro- 
tocol (ldap)  that  will  serve 
as  a  sort  of  white  pages  for 


the  Internet — type  in  a  ill 
pick  a  predesigned  direc  I 
and  you  get  a  list  of  mat  I 
This  feature  has  limited)  | 

fulness  today  because 
are  only  a  few  not-very 
public  LDAP  directories  i 
able,  but  better  ones, 
public  and  corporate,  an 
ing  built. 

Another  strong  poir 
Messenger's  use  of  digita 
natures,  a  cryptographic 
nique  that  allows  the  re 
ent  to  be  sure  that  botl 
sender  and  the  content 
message  are  aut 
tic.  Messenger 
automatically 
your  signature 
every  message  ;  - 
you  supply  a  j  § 
word,  and  tells 
if  an  incoming 
sage  has  eithe 
valid  or  an  invalid  signat 
Since  relatively  few  pe 
have  the  cryptographic  " 
tificates"  to  sign  messa 
the  technique  doesn't  1 
much  utility 
But  use  of  dif 
signatures  is  grov 
rapidly,  especi 
within  corporatio 
The  big  ques 
for  Netscape,  w 
has  about  70%  of 
browser  market 
how  long  it  can 
in  front.  Early 
versions  of  Intel 
Explorer  4.0  not  i 
match  Communici 
feature  for  feat 
but  make  Wind 
itself    much  m 
browser-like, 
navigate  throi 
screens  with  forwp 
and  backward  1 
tons,  and  the  p 
gram  treats  files 
your  computer  the  same 
Web  links.  Netscape  will 
this   almost  impossible 
match,  but  it's  not  clear  t : 
this  feature  is  one  that  ir 
people  will  want.  Still,  c 
sumers  can  only  benefit  as 
Microsoft-Netscape  comp' 
tion  steadily  makes  both  pi 
ucts  better.  Let's  hope 
race  goes  on  for  a  long  tin 
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QUESTIONS?  COMMENTS?  E-mail  tech&you@busmessweek.com  or  fax  (202)  383-2125 


business  travelers  get  excited  about  flying  Continental  to  Brazil. 
Here, for  example,  is  an  accountant  from  Cleveland. 


new  daily  service  to  Sao  Paulo  and  Rio  de  Janeiro  beginning  July  10, 1997,  could  change  your  whole  perspective  on  business 
vc\.  And  business  attire,  for  that  matter.  With  us,  you  can  enjoy  BusinessFirst,'  featuring  all  the  amenities  of  international 
class  at  a  business  class  fare.  Plus  you  can  earn  miles  in  OnePass,'  our  award-winning  frequent  flyer  program.  And  we 
rned  our  industry's  coveted  1996  "Airline  of  the  Year"  award  from  Air  Transport  World  magazine.  So  fly  the  airline  that's 
arm  and  inviting  as  Brazil  itself.  Continental.  For  reservations  call  your  travel  agent  or  Continental  at  1-800-231-0856. 

Continental 

More  airline Jor your  money." 


www.flycontinental.com 


©  1997  Continental  Airlines.  Inc 


Either  you  need  a  new  job.  Or  a  new  server. 

Are  you  managing  your  network,  or  is  your  network  managing 
you?  With  the  ever-increasing  assortment  of 
products,  architectures  and  operating  systems, 


it's  sometimes  hard  to  tell.  Which  is  all  the 


more  reason  to  get  an  Intel"  Pentium  Pro 


HP  NetServer  LX  Pro 


processor-based  HP  NetServer.  Between  our  vast  enterprise 
experience  and  an  array  of  management  software,  HP  NetServers 
are  engineered  to  make  even  the  most  unruly  network 
manageable.  The  HP  NetServer  Navigator  CD-ROM,      Pentium  pro 

PROCESSOR 

which  includes  HP  NetServer  Assistant  and  the  industry-leading 
HP  Open  View  Professional  Suite  for  Windows'",  simplifies 
installation,  configuration  and  management.  Plus,  the  optional 
HP  Remote  Assistant  card  allows  for  remote  management 
and  troubleshooting.  Show  your  network  who's  in  charge. 
Please  visit  www.  ftp.  com/go/v etserver  or  call  1  -800-533-  1S33,  ext.  2359. 


HEWLETT- 
PACKARD 


Books 


FIREWALL 

The  Iran-Contra  Conspiracy  and  Cover-up 

By  Lawrence  E.  Walsh 
Norton  •  544pp  •  $29.95 


POINTING  A  FINGER 
AT  REAGAN 


Independent  Counsel  Lawrence  E. 
Walsh  had  a  lot  to  get  off  his  chest. 
After  a  distinguished  career  as  a 
prosecutor  and  corporate  lawyer,  he 
gave  up  semiretirement  to  become  a 
court-appointed  special  prosecutor  in 
the  Reagan  Administration's  Iran-Contra 
entanglement.  It  was  a  task  to  which 
the  country-club  Republican  devoted 
seven  years,  from  1987  to  1993.  Thus 
far,  history  has  not  been  kind  to  Walsh's 
pursuit  of  the  top  government  officials 
and  shadowy  intelligence  officers  he  and 
others  believed  responsible  for  the 
arms-for-hostages  debacle.  Firewall:  The 
Iran-Contra  Conspiracy  and  Cover-up 
is  his  attempt  to  set  the  record  straight. 

Too  bad,  then,  that  Walsh's  tome, 
while  historically  cincial,  is  so  ponderous 
and  disorganized.  This  is  an  important 
book  that  lays  out  the  difficulties  facing 
all  independent  counsels  who  try  to  un- 
cover criminal  acts  by  powerful  people. 

No  doubt,  Walsh's  main  objective  in 
Firewall — a  title  that  refers  to  the  bar- 
rier President  Reagan's  subordinates 
built  to  protect  him  from  impeach- 
ment— is  to  disabuse  readers  of  the  idea 
that  Iran-Contra  was  a  rogue  operation 
or  that  Reagan  was  a  passive  player. 
The  events  in  a  nutshell:  In  1985,  Rea- 
gan tried  to  win  release  of  seven  Amer- 
ican hostages  by  authorizing  sales 
through  Israel  of  antitank  missiles  to 
Iran.  This  transaction  violated  an  ex- 
isting arms  embargo.  Reagan  also  failed 
to  notify  Congress  that  Israel  was  re- 
selling the  U.  S.  weapons,  as  the  law 
required.  When  CIA  officials  realized 
they  had  no  authorization  for  their 
agency's  involvement,  they  asked  for 
and  got  the  President's  signature  on  a 
backdated  document.  They  later  lied 
when  testifying  to  Congress  that  they 
thought  the  shipments  contained  not 
weapons,  but  oil  equipment. 

Reagan  also  authorized  direct  sales 
of  weapons  to  Iran.  National  Security 


Adviser  John  M.  Poindexter  and  his 
aide,  Lieutenant  Colonel  Oliver  L. 
North,  set  up  a  system  that  included 
private  arms  dealers,  tax-exempt  foun- 
dations, retired  CIA  officers,  and  Liber- 
ian-registered  ocean  freighters.  North 
got  weapons  at  cost,  then  marked  them 
up  threefold  with  the  profits  going  to 
the  Contras,  who  were  waging  a  civil 
war  in  Nicaragua.  North  ran  the  Contra 
operation  out  of  the  White  House,  de- 
spite a  congressional  ban  against  fund- 
ing their  operation.  All  this  mischief 
was  revealed  in  the  fall  of 
1986,  when  a  Lebanese 
journal  wrote  about  the 
sales  to  Iran  and  when  a 
plane  carrying  weapons  to 
the  Contras  was  shot  down 
in  Nicaragua. 

The  scandal  put  the  en- 
tire country  on  edge.  The 
President  was  at  risk  of  im- 
peachment for  failing  to  no- 
tify Congress  of  the 
weapons  sales  and  for  vio- 
lating the  Contra-funding 
ban.  Worse,  Walsh  suspects 
that  the  hostage  negotiations  with  Iran 
were  deliberately  dragged  out  because 
each  missile  sale  produced  profits  for 
the  Contras.  But  as  Walsh  reveals,  the 
gravest  danger  to  democracy  was  the 
organized  cover-up  by  the  White  House 
and  the  national-security  community. 
One  of  the  worst  moments,  according 
to  Walsh,  was  when  then-Attorney  Gen- 
eral Edwin  Meese,  put  in  charge  of  an 
internal  investigation,  instead  turned  a 
blind  eye  as  North  destroyed  enough 
documents  to  break  his  shredder. 

Walsh  points  out  that  his  quest  was 
not  a  bust.  Of  14  indictments,  he  won  11 
convictions  including  those  of  North  and 
Poindexter,  later  overturned  on  techni- 
calities. But  six  years  of  work  came 
unglued  when  President  Bush  issued 
his  Christmas.  1992,  pardon  of  ex-De- 


fense Secretary  Caspar  W.  Weinl 
former   National   Security  A 
Robert  C.  McFarlane,  Assistant 
tary  of  State  Elliott  Abrams,  and 
CIA  officials.  Bush  by  then  had  1 
reelection  to  Bill  Clinton  and  t 
Walsh,  whose  election-eve  indictrr 
Weinberger  included  a  footnote  irn  | 
Bush  knew  more  than  he  let  on.  I 
Some  of  the  most  surprising  rl : 
tions  concern  the  attempts  to  proft 
Weinberger  for  lying  about  theM 
tence  of  notes  he  had  taken  at  I 
House  meetings.  By  the  sumim 
1992,  Walsh's  probe  had  become  thfip 
ject  of  frequent  Republican  attajfi 
often  led  by  then-Senate  Miftjj! 
Leader  Bob  Dole.  Walsh  was  afer 
when  Reagan  friend  and  formeM 
tional  Security  Adviser  William  Bir 
approached  him  with  what  he  desft 
as  a  quid  pro  quo:  Accept  a  no-c<§" 
plea  from  Weinberger,  and  notp 
would  the  political  attacks  ceasB 
gop  heavyweights  would  also  ■ 
praise  on  him. 

To  be  sure,  Walsh  ¥ 
mistakes.  His  investifjj 
took  too  long,  but  1 
had  to  contend  with 
operative  foreign  gofl 
ments  and  witnesses 
underestimated  the  ill 
of  the  footnote  imp 
Bush's  culpability.  Ati 
he  failed  to  use  his  sul 
na  power  to  go  aftei 
documents,  naively  ref 
on  agency  compliance.! 
In  the  end,  Walsh 
dense,  though  well-documented, 
terpoint  to  the  notion  that  he  w; 
ased  against  Reagan  Administrate 
ficials — or  just  plain  nutty.  The  b 
especially  useful  now,  as  another 
pendent  counsel,  Kenneth  Starr,  n 
many  of  Walsh's  nightmares.  Sta: 
is  being  portrayed  as  a  partisan  oj 
get  a  President.  And  we  are  told 
his  probe  has  taken  too  long,  is  too 
ly,  and  is  mired  in  issues  no  one 
about  anymore.  Funny  thing,  S' 
work  centers  not  on  the  original  wi 
doing — the  Whitewater  land  deal- 
on  what  he  suspects  is  a  cover-up, 
time  around  it's  a  Democratic  Adrr 
tration.  Don't  they  ever  learn? 

BY  PAULA  Dw! 
Senior  Correspondent  Dwyer  covt 
Iran-Contra  for  business  week. 


WALSH'S  GOAL  IS  TO  DISABUSE  READERS  OF  THE 


IDEA  THAT  IRAN-CONTRA  WAS  A  ROGUE  OPERATIC 
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oducing  SkyWord  Plus. 


When  you're  out  of  paging  range,  SkyTel  is  the  only  nationwide  service  that  will  store 
messages  and  automatically  deliver  them  to  you  when  you  get  back.  With  other  companies,  you'd  never  even  know 
vere  paged.  That's  why  the  company  that  was  the  jirst  to  offer  nationwide  text  paging 
id  by  more  Fortune"  1000  companies  than  anyone.  Because  getting  the  message 
cays  serious  business.  I  mw&'*llftW*iUEt]flWm  HIP 
Tel  features  advanced  messaging  pagers  by  Motorola.  Sk/fel-^Sfc 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


THE  FRENCH  MIGHT  ACTUALLY 
BE  ON  TO  SOMETHING 


Hi 


LOOSEN  UP: 

Thatcherism 
isn't  the  only 
path  to 
structural 
reform.  With  a 
less  austere 
fiscal  policy, 
Europe's 
social  gains 
could  be  saved 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of 
Everything  for  Sale:  The  Virtues  and 
Limits  of  Markets 


With  the  election  of  center-left  gov- 
ernments in  London  and  Paris,  a 
very  different  strategy  for  Euro- 
pean growth  and  job  creation  becomes  possi- 
ble. Until  now,  only  one  course  seemed 
open — deregulation  and  privatization,  slash- 
ing of  social  benefits  and  taxes,  and  tight  fis- 
cal discipline.  This  was  the  neoliberal  recipe. 
European  monetary  union  by  1999,  under  the 
terms  of  the  Maastricht  Treaty,  was  the  in- 
strument. The  German  Bundesbank  (whose 
rigidity  makes  the  American  Federal  Reserve 
Bank  seem  profligate)  was  the  interim 
enforcer. 

What  a  difference  a  month  makes.  To  vot- 
ers, the  neoliberal  formula  promised  a  dollop 
of  austerity  and  little  else  for  the  time  being. 
Electorates,  of  course,  dislike  reduced  living 
standards.  Economically,  if  this  were  simply  a 
case  of  eat-your-spinach  and  there  were  no 
sensible  alternative,  one  might  fault  the  voters 
of  Europe  for  living  in  a  dream  world.  How- 
ever, there  is  indeed  a  less  painful  route  to 
higher  European  growth. 

European  labor-market  institutions  typi- 
cally get  the  blame  for  high  unemployment. 
Supposedly,  companies  create  few  jobs  be- 
cause workers  are  expensive  to  hire  and  hard 
to  fire.  Too  much  of  the  economy  is  still  shel- 
tered by  state  ownership  and  excessive  reg- 
ulation. Remove  these  protections,  lower  labor 
costs  and  taxes,  let  in  the  fresh  air  of  com- 
petition— and  jobs  will  follow. 

This  account  is  a  half-truth.  Some  of  Eu- 
rope's labor  protections  are  indeed  excessive, 
and  some  of  its  sheltered  industries  ossified. 
But  there  is  also  a  macroeconomic  dimension 
to  Europe's  stubborn  unemployment,  as  well 
as  more  than  one  brand  of  structural  reform. 
The  Bundesbank  has  inflicted  an  overly  tight 
monetary  policy  on  the  entire  continent.  Giv- 
en a  more  expansive  policy,  Europe  could 
grow  faster  and  reform  its  social  protections, 
not  scrap  them. 

dutch  LESSON.  With  left-of-center  govern- 
ments now  in  13  of  15  European  capitals,  the 
Maastricht  criteria  are  up  for  revision.  Pro- 
posed strictures,  limiting  deficits  to  3%  of 
gross  domestic  product  and  public  debt  to 
60%,  will  likely  be  loosened  and  the  deadline 
for  compliance  postponed.  Over  German  ob- 
jections, the  softer-currency  countries — Italy, 
Spain,  and  Portugal — will  probably  gain  en- 
trance. France  also  wants  a  more  powerful 
European  political  authority  as  a  democratic 


counterweight  to  an  austerity-minded  s 
pean  central  bank. 

A  less  austere  policy  would  certainly 
the  task  of  structural  reform.  Small  coui<  i 
with  left-of-center  governments,  princ 
Holland,  Sweden,  and  Austria,  have  ah 
demonstrated  that  Europe's  social  institi 
need  not  be  cast  aside  entirely  but  r: 
made  more  competitive.  In  Holland,  v 
in  1982  the  unions  and  the  government  s 
an  epic  deal,  unemployment  is  down  to 
The  deal  involves  wage  restraint,  shi 
working  time,  budget  discipline,  and  a 
ming — not  a  gutting — of  social  benefits. 

Much  of  the  European  social  market  | 
omy  is  worth  preserving.  In  the  1990s,  Ir 
pean  and  U.  S.  rates  of  productivity  gnrt 
have  been  almost  identical.  The  U.  S.  hasr 
ated  more  jobs,  but  at  the  price  of  vndei 
inequality.  According  to  a  1996  study  by  o 
man  Bowers  of  the  Organization  for  .? 
nomic  Cooperation  &  Development,  desH 
higher  unemployment,  Continental  Euj 
has  not  had  the  earnings  inequality  of) 
U.S.  or  Britain,  thanks  to  stronger  ur; 
and  social  supports. 

BAD  MEDICINE.  Those  factors  may  depress 
creation,  but  so  does  Europe's  tight-m<f 
policy.  Investment  adviser  Richard  Me 
observes:  "All  of  Europe's  policy  levers — fi; 
monetary,  currency,  and  structural — have  If 
used  to  brake  growth.  It's  no  surprise  : 
the  train  stopped."  A  more  expansive  f 
and  monetary  policy  would  allow  more  pi| 
investment  as  well  as  cheaper  European  . 
rencies,  both  of  which  would  stimulate  grot 
and  job  creation. 

The  project  of  European  union,  suppo^ 
for  half  a  century  by  mainstream  conse:j;v;L 
tives  and  social  democrats  alike,  has  held  j 
posite  meanings  for  the  moderate  right  ji  F| 
left.  To  the  free-market  right,  it  promr 
pan-European  institutions  of  freer  comme'i 
to  sweep  away  statism  at  the  national  lep 
But  to  the  democratic  left,  European  u» 
promised  a  compact  to  protect  Europe's  hi 
won  social  gains  from  the  winds  of  glfi 
marketization. 

Both  the  left  and  right  have  hoped  up 
would  yield  broadly  distributed  opportui 
and  prosperity.  It  is  a  travesty  that  the  f 
push  to  European  union  is  premised  on  yc 
of  austerity.  The  voters,  sensibly,  have  inst 
ed  on  a  better  way.  We'll  see  if  the  politici 
have  the  vision  to  pursue  it. 
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NAVITIMER 

ly  this  century,  aerial  navigation  was 
?ntially  a  matter  of  dead  reckoning,  with  the 
of  a  map,  an  altimeter  and  a  chronograph. 
:kpit  instruments  did  little  more  than 
nitor  basic  engine  performance.  When,  in 
2,  Breitling  introduced  its  Navitimer 
onograph  with  built-in  slide  rule,  pilots 
Id  finally  rely  on  what  amounted  to  a  wrist- 
rn  "navigation  computer"  with  which  to  plot 
ir  course.  Aircrews  the  world  over  quickly 
ipted  the  Navitimer,  prizing  its  convenient 
ibination  of  two  instruments  so  vital  to  the 
igation  techniques  of  the  period. 


Airborne 

i  compact  Navitimer  Airborne  chronograph 
ures  a  W-minute  and  a  3-hour  short-time 
\lizer.  With  three  times  fewer  graduations  than 
standard  30-minute  and  12-hour  designs,  the 
borne's  totalizers  theoretically  provide  short- 
e  displays  with  three  times  the  legibility — a 
inct  advantage  for  fast-action  sports  as  well  as 
he  cockpit. 


Spatiographe 

The  Spatiographe  chronograph  includes  a  minute 
totalizer  that  provides  a  digital  readout  of  the 
minutes.  Particularly  useful  for  monitoring  times 
of  less  than,  say,  10  minutes,  this  new  and  exclusive 
Breitling  feature  has  proved  extremely  practical 
for,  amongst  others,  pilots  and  aircrews.  The 
Spatiographe  itself  is  equipped  with  the  highly  origi- 
nal Breitling  36  movement  featuring  a  10-minute 
digital  totalizer  and  a  3-hour  analog  totalizer.  It  is 
shown  here  fitted  with  the  neiv  Navitimer  bracelet. 


S.     AC  AD  I  MY  0jg 


Breitling  continues  to  support  aerobatic 
competitions  and  to  help  promising  young 
pilots  attracted  to  a  sport  combining 
exceptional  flying  skills  and  a  gift  for 
choreography  in  the  technically  demanding 
world  of  aeronautics. 


The  Breitling  Academy  thus  stages  aerobatics 
training  courses  where  pilots  have  an 
opportunity  to  fly  the  three  current  top 
performing  aircraft:  the  Cap  232,  the  Extra  300 
S  and  the  very  impressive  Sukhoi  31. 
Sponsored  by  Breitling,  two  of  the  most 
talented  pilots  are  selected  to  represent  the 
Breitling  Academy  at  World  Championship 
competitions.  Eric  Vazeille  thus  took  third 
place  at  the  1996  freestyle  event  in  Oklahoma 
City. 


Montbrillant 

Its  type  52  aviation-style  slide  rule  and  cumbered 
optical  crystal  add  to  the  classic  good  looks  of 
Breitling's  selfwinding  mechanical  Montbrillant 
chronograph 

Carefully  silver-coated  in  the  traditional  style,  its 
dial  features  tritium  markers  for  improved  legibility 
in  dim  light.  Water-resistant  to  a  depth  of  30 
meters  (100  feet),  the  Montbrillant  chronograph 
is  equipped  with  a  Breitling  30  movement, 
particularly  efficient  at  measuring  and  recording 
brief  time  spans. 


IHORI/ED  BREITLING  AGENT: 

)0N0H0'S 


FOR  A  CATALOG  PLEASE  CALL  800/641  7343 


U.S.  AIR  FORCE 


1  9  4  7  -  1  9  9  7 


/V&TRUMEINT 


<S>   \   O  K  V.  S 


Eckhard  Pfeiffer,  President  and  CEO,  Compaq  Computer  Corp.;  Gary  Greenfield,  CEO  and  President,  INTERSOLf 


revenues  may  be  different,  but  their  dreams  are  much  the  same. 

1  $IX.l  billion  enterprise  computing  solutions  company.  One  is  a  $160  million 

ompany.  Both  turned  to  SAP's  R/3'"  software  for  help  handling  their  business 

Vith  R/3,  Compaq  was  able  to  cut  inventory  trom  $2.2  billion  to 

on,  even  as  revenues  increased  by  23%.  R/3  allowed 

3LV  to  get  real-time  information  to  their  salespeople 

atically  improve  customer  satisfaction. 

'  the  size  of  a  dream  isn't  limited 

ze  of  a  company.  For 

3rmation,  call 

>83- 


mar 
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4  Better  Return  On  Information 


Economic  Trends 


BY  MICHAEL  J.  MANDEL 
AND  PETER  COY 


LAGGING 
INDICATORS 

Don't  look  to  jobs  and  spending 

The  unemployment  rate  is  down  to 
4.8%,  businesses  have  added  640,000 
jobs  in  the  last  three  months,  and  con- 
sumer spending,  adjusted  for  inflation,  is 
rising  at  almost  a  4%  rate  this  year. 
And  with  strong  labor  markets  continu- 
ing to  pour  money  into  the  pockets  of 
consumers,  it  seems  only  reasonable 
that  the  economy  is  guaranteed  good 
growth  over  the  next  few  months. 

But  when  it  comes  to  foretelling  the 
immediate  prospects  of  the  economy, 
the  consumer  is  not  king.  Employment 
and  consumption  are  not  what  econo- 
mists call  "leading"  indicators,  meaning 
they  do  not  give  early  warning  of 
changes  in  the  economic  climate. 

Consider:  Consumer  spending  and 
employment  typically  rise  right  up  to 
the  moment  a  recession  starts — and 
sometimes  after.  Consumption  growth 
has  averaged  2.4%  in  the  three  months 

HEALTHY  PAYCHECKS  DON'T 
ASSURE  HEALTHY  GROWTH 
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before  the  beginning  of  the  last  five 
downturns,  while  employment  growth 
has  averaged  1.9%  (table).  That's  about 
the  same  as  the  long-term  growth  rate 
of  jobs  over  the  last  30  years. 

In  fact  ,  in  four  out  of  the  last  five  re- 
cessions, either  employment  growth  or 
consumer  spending  continued  rising 
even  after  the  rest  of  the  economy 
went  south.  For  example,  the  economy 
added  more  than  250,000  jobs  in  Feb- 
ruary and  March  of  1980,  though  the 
recession  of  1980  commenced  in  Janu- 
ary, according  to  the  National  Bureau  of 
Economic  Research,  the  official  arbiter 
of  such  things. 


Why  are  employment  and  consump- 
tion such  pooi-  predictors?  Personal  con- 
sumption accounts  for  about  two-thirds  of 
gross  domestic  product,  and  most  per- 
sonal income  comes  from  wages  and 
salaries.  Yet  most  downturns  are  driven 
by  swings  in  residential,  business,  and 
inventory  investment,  not  changes  in  con- 
sumer spending.  For  example,  falling 
consumer  spending  accounted  for  virtu- 
ally none  of  the  deep  recession  of  1981-82. 
That's  why  the  index  of  leading  indica- 
tors, now  compiled  by  the  Conference 
Board,  does  not  include  either  consump- 
tion or  employment  but  focuses  on  mea- 
sures such  as  building  permits,  orders 
for  capital  goods,  and  the  money  supply. 

True,  the  employment  report  is  ea- 
gerly awaited  each  month,  in  large  part 
because  it  appeai-s  before  any  other  eco- 
nomic data.  But  economists,  investors, 
and  policymakers  have  to  remember 
that  timeliness  is  not  the  only  virtue. 


LABOR'S  SMALLER 
PIECE  OF  THE  PIE 

Its  share  of  national  income  falls 

Economists  have  been  warning  of  the 
danger  of  wage  inflation.  But  de- 
spite the  worries,  the  latest  numbers 
from  the  Commerce  Dept.  show  that 
labor's  share  of  national  income  is  actu- 
ally falling.  In  1997's  first  quarter,  work- 
ers' wages  and  benefits  accounted  for 
72.1%  of  national  income — down  from 
72.2%  in  1996  and  72.4%  in  1995. 

These  tenths  of  a  point  may  not  seem 
like  much,  but  they  add  up.  Each  0.1% 
of  national  income  is  worth  about  $6 
billion.  So  if  labor  had  retained  its  share 
since  1995,  workers  would  have  gained 
about  $20  billion  more  in  compensation. 

While  labor's  piece  of  the  pie  is  still 
shrinking,  profits'  share  of  national  in- 
come rose  from  10.4%  in  1995  to  10.9% 
in  1996— and  11.1%  in  the  first  quarter 
of  1997.  That  may  help  explain  why  the 
stock  market  continues  to  climb,  con- 
founding the  experts. 


HEALTH-CARE 
WAGES  ARE  AILING 

Too  many  workers,  too  little  hiring 

One  factor  keeping  down  labor  in- 
come is  the  wage  squeeze  on 
health-care  workers.  Adjusted  for  infla- 
tion, the  wages  and  salaries  of  the  10 
million  workers  in  the  health-care  sector 
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have  been  falling  since  the  begiiii 
of  1994.  Meanwhile,  the  real  pay  '; 
civilian  workers  has  risen  steadily  » 
the  end  of  1995,  according  to  data$ 
the  Bureau  of  Labor  Statistics  (cl$ 

It's  a  simple  case  of  excess  sipl 
says  Uwe  E.  Reinhardt,  a  Prini* 
University  health  economist.  Hoit 
and  nursing  home  chains  have  d« 
ered  that  they  can  raise  profits  byjt 
ting  rid  of  nurses,  technicians,  aiUi 
derlies.  "The  real 
surprise,  frankly,  PAYSQUEE2 
is  that  these  IN  HEALTH  Ci 
wages  haven't  inflatiqn-adjusi 
fallen  faster,"  he 
says. 

Reinhardt  ar- 
gues that  hospitals 
can  cut  staff  and 
pay  lower  real 
wages  because  it 
doesn't  hurt  busi- 
ness— patients 
can't  easily  com- 
pare the  quality  of 
care  at  different 
hospitals  because 
there  are  no  pub- 
lished data  on  cus- 
tomer satisfaction. 
Health-care  work- 
ers are  responding  by  stepping  U]| 
forts  to  unionize  and  by  pushing  for;, 
islation  prohibiting  hospitals  1 
cutting  staff-to-patient  ratios  belc 
certain  level.  But  Reinhardt  says  ti 
pay  woes  are  far  from  over:  "You  shi 
expect  this  basically  for  the  nex 
years." 


A  TAX  ON  CARB0 
EMISSIONS? 

It's  better  than  a  quota 
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l^fot  everyone  is  convinced  yet 
1  1  industrialized  countries  need  toj 
gressively  reduce  greenhouse  ga 
such  as  carbon  dioxide.  But  if  git 
warming  turns  out  to  be  a  rea. 
putting  a  tax  on  carbon  dioxide  ei 
sions  would  be  a  far  better  choice  |l 
limiting  them  by  quota.  That's  accord 
to  Ian  W.  H.  Parry,  an  economist  at 
sources  for  the  Future,  a  Washingl 
based  think  tank. 

Parry  argues  that  the  billions  in  l 
enue  from  a  carbon  tax  could  allow  i 
government  to  reduce  other  taxes 
labor  and  capital  that  distort  econo 
incentives.  For  example,  a  carbon 
could  help  fund  a  capital-gains  tax 
as  well  as  reduced  Social  Security 
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Real  savings  on  printing  are 
right  under  your  nose. 


Introducing  network  laser  printers  designed  to  reduce 
printing  costs  —  the  new  Lexmark  Optra  S  series. 

Track  down  how  much  it  really  costs  to  run  your  company's  network 
printers  and  you'll  howl.  Hours  of  wasted  staff  time  going  to  the  printer  only  to 
find  paper  trays  are  empty,  toner  is  out  or  worse  yet,  the  document  still  hasn't  printed. 
That's  why  Lexmark  created  the  new  Optra™  S-a  family  of  12, 16  and  24  ppm  models. 
Startling  1200dpi  output  with  an  amazing  array  of  money-saving  features.  Interchangeable  paper  trays, 
snap-on  duplexer,  plus  MarkVision™- exclusive  Lexmark  software  that  lets  your  staff  know  when  paper's 
low  or  toner  needs  replacing  before  they  find  out  the  hard  way.  Saves  time,  frustration  and  greatly 
reduces  your  printer  support  costs.  To  learn  how  your  printer  network  can  do  new  tricks, 
call  1-800-LEXMARK  or  visit  us  at  www.lexmark.com. 


A  bold  new  breed  of  performance  printers. 


©  1997  Lexmark  International.  Inc.  All  rights  reserved.  Lexmark  and  Lexmark  with  diamond  design.  MarkVision  and  Optra  are  trademarks  ol  Lexmark  International,  Inc 
registered  in  the  United  States  and/or  other  countries  Print  Lexmark  is  a  trademark  of  Lexmark  International.  Inc. 
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'Net  Available  On  DIRECTV. 


Once  again,  the  DISH  Network  has  broken  the  price  barrier!  Join  the  DISH  Network  now  and  enjoy  America's 
Top  40s"  programming,  including  The  Disney  Channel,  for  a  rock  bottom  Si1).1)')  a  month!  That's  right,  NO  ANNl'XL 
SUBSCRIPTION  REQUIRED!  With  40  of  your  favorite  channels  for  less  than  $20  a  month, 
you'll  save  big  over  cable  and  other  satellite  TV'  providers. 

And  your  program  savings  over  cable  will  quickly  pay  for  your  complete  system  at  only 
SI 99.  Then  you'll  continue  to  save  and  relish  the  most  advanced  TV'  entertainment 
n  system  on  the  planet  with  crystal-clear,  digital  video  and  crisp,  rich  audio  normally 
onlv  found  on  CDs. 


We  also  offer  system  upgrades  with  a  UHF  remote  where  you  can  even 
operate  your  system  through  walls  and  other  obstructions.  These  systems 
also  deliver  a  host  of  incredible  features  and  capabilities  cable  and  other 
satellite  TV  systems  can't  begin  to  match.  And  these  advanced 
Li     systems  allow  you  to  add  a  second,  inexpensive  receiver  so  you 
I  can  watch  different  satellite  TV  channels  on  separate  TVs  for 
a  small  monthly  access  fee. 

Premium  movie  services  are  also  available  in  a  multichannel  formal  including  II150/III50  family  (6  channels). 
Cinemax  (3  channels).  Showtime  (3  channels),  The  Movie  Channel  (2  channels),  HI. IX  and  Sundance 
Channel  —  all  at  incredibly  low  prices!  So  if  you're  tired  of  cable  constantly  raising  your  rates  and  want 
more  versatility,  more  choices,  more  service  and  definitely  more  value,  call  DISH  Network  today! 


$199 

COMPLCTE  SYSTEM 


Your  Only  Single  Source  For  Satellite  TV! 

One  Call  Does  It  All:  1 

1  300-3 33-DISH 


30-Day  Moneyback  Guarantee 


http  //v 


/  dishnetwork  com 


Nothing  Else  Compares.1 


All  prices,  packages  and  programming  subject  to  change  without  notice  Local  and  state  sales  taxes  may  apply  Programming  is  available  tor  smgle-tamily  dwellings  located  in  the  continental  United  States  All  DISH  Nerwork  programming,  and  any 
other  services  thai  we  provide,  are  subject  to  the  terms  and  conditions  ot  the  Residential  Customer  Agreement,  which  is  available  upon  request  Broadcast  Networks  are  only  available  to  customers  in  those  areas  not  served  by  local  network  affiliates. 
Prices  do  not  include  installation  or  shipping  and  handling  30-day  moneyback  guarantee  does  not  include  shipping  costs  to  or  trom  the  customer  and  applies  to  direct  sales  only  All  receivers  must  be  connected  to  a  phone  line  Otter  by  DISH  Factory 
Direct  Corporation  DISH  Network  is  a  trademark  ol  EchoStar  Communications  Corporation  DIRECTV  i  is  a  registered  trademark  ot  DIRECTV,  Inc  ,  a  unit  ot  Hughes  Electronics  Corp  USSB  is  a  registered  trademark  ot  U  S  Satellite  Broadcasting 
Company,  Inc  PRIMESTAR  is  a  registered  service  mark  ot  PRIMESTAR  Partners,  L  P  ESPN  and  ESPN2  programming  sub|ect  lo  change  and  blackout  restrictions,  and  is  licensed  separately  tor  residential  and  commercial  use  ESPN.  ESPN2  and 
ESPNEWS  are  registered  trademarks  ot  ESPN.  Inc  1  Disney  HBO  and  Cinemax  are  registered  service  marks  ot  Time  Warner  Entertainment  Company.  L  P  Showtime.  The  Movie  Channel  and  FLIX  are  service  marks  ot  Showtime  Networks  Inc., 
a  Viacom  Company  Sundance  Channel  is  a  registered  trademark  ot  Sundance  Television  Ltd  Sundance  Channel  LL  C  authorized  user  MTV  Music  Television.  VH1  Music  First,  Nickelodeon/Nick  at  Niteand  Nick  at  Nile's  TV  Land  are  trademarks 
ot  MTV  Networks,  a  division  ot  Viacom  International  Inc  Cartoon  Network.  CNN,  Headline  News.  TBS  Superstation  and  TNT  are  registered  trademarks  ot  Turner  Broadcasting  System.  Inc  The  Family  Channel  and  The  Family  Channel  logo  design 
are  registered  service  marks  ot  International  Family  Entertainment,  Inc  Home  Shopping  Network  is  a  registered  trademark  ot  Home  Shopping  Network,  Inc  All  other  service  marks  and  trademarks  belong  to  their  respective  owners  Per  channel 
costs  based  on  the  following  packages  DISH  Network  America's  Top  40,  DIRECTV  Tolal  Choice    PRIMESTAR  PRIME  Value  "  package.  USSB  Basics,  as  of  5/9/97  Channels  per  package  may  vary 


liness  Outlook 


[S  C.  COOPER  &  KATHLEEN  MADIGAN 


50R  MARKET  WOES 

FIOPE  WOULDN'T  MIND  HAVING 

U.S.  joblessness  low,  cost  pressures  are  building,  and  rates  may  rise 


5.  ECONOMY 


When  the  Berlin  Wall  came 
crashing  down  in  1989,  a  cyn- 
ain  among  economists  was,  "The  cold  war  is 
id  Japan  won."  Now,  after  massive  and  painful 
al  change,  U.  S.  economic  dominance  in  the 
no  longer  questioned.  Japan  is  struggling  with 
deficits  and  a  fragile  banking  system,  and  a 
lurope  is  beginning  to  fray  under  the  strain  as- 
with  forging  a  single  currency,  the  euro, 
lay  employment  report  drove  this  point  home, 
y  regarding  Europe.  It  showed  that  the  U.  S. 
yment  rate  dipped  to  4.8%,  down  from  the  23- 
v  of  4.9%  hit  in  April.  In  contrast,  Germany's 
'ate  is  a  near-record  11.4%,  and  joblessness  in 
is  at  a  record  12.8%  (chart).  Those  high  rates 
result  of  efforts  to  cut  government  deficits  and 
as  Europe  tries  to  converge  economic  policies 
iration  for  the  proposed  1999  launch  of  the 
lich  is  aimed  at  enhancing  competitiveness. 

In  fact,  growing  European 
concerns  over  joblessness  could 
add  a  new  element  to  the  U.  S. 
outlook:  Recent  French-led  wa- 
vering on  monetary  union 
threatens  to  weaken  the  euro 
or  even  delay  its  start  date, 
and  that  could  affect  the  dollar. 

In  the  long  run,  the  euro  is 
probably  bullish  for  the  buck. 
But  right  now,  the  dollar's 
trade-weighted  value  has  fallen 
;  late  April,  mainly  reflecting  a  12%  drop  vs.  the 
e  yen.  The  decline  vs.  the  German  mark  has 
y  1%,  but  further  stumbles  on  the  path  to  mon- 
ion  could  add  to  that  decline,  as  currency-market 
it  shifts  from  a  soft  euro  to  a  strong  mark.  For 
.,  more  softening  in  the  dollar  would  fuel  export 
and  lift  import  prices.  And  upward  pressures  on 
on  capacity  and  on  overall  prices  are  two  de- 
nts the  Federal  Reserve  does  not  want  to  see. 

ESPECIALLY  TRUE  in  light  of  the  May  em- 
it report,  which  only  added  fuel  to  the  debate 
e  Fed's  next  policy  move.  The  data  gave  no 
,t  labor  markets  were  loosening  in  a  way  that 
aol  domestic  demand  or  reverse  the  downtrend 
Dbless  rate  and  the  climb  in  wage  growth, 
ugh  the  May  advance  in  payroll  jobs  was  a 
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less-than-expected  138,000,  the  Labor  Dept.'s  annual 
revisions  significantly  lifted  the  March  and  April  in- 
creases. April  payrolls  are  now  said  to  have  risen 
323,000,  instead  of  142,000,  and  the  March  increase 
was  revised  to  182,000  from  139,000.  So  far  this  year, 
monthly  payroll  gains  have  averaged  229,000,  up  from 
191,000  in  the  second  half  of  last  year. 

A  pace  of  about  200,000  jobs 
per  month  is  sufficient  to  keep      LABOR  FORCE  GROWTH 
the  unemployment  rate  head-       ls  N0T  SUSTAINABLE 
ing  down.  The  rate  would  be 
even  lower  right  now  if  not 
for  the  rapid  growth  in  the  la- 
bor force  during  the  past  year, 
as  better  hiring  conditions 
have  attracted  more  job  seek- 
ers. However,  the  labor  force 
has  been  growing  faster  than      twelve-month  moving  averages 
the  adult  population,  a  situa-       data  labor  dept..  business  week 
tion  that  cannot  be  sustained  indefinitely  (chart).  In- 
deed, in  recent  months,  labor-force  growth  has  ap- 
peared to  be  slowing,  a  key  reason  why  the  jobless  rate 
fell  further  in  May,  instead  of  rising  slightly,  as  was 
widely  expected. 

The  May  employment  data  did  suggest  that  second- 
quarter  growth  in  real  gross  domestic  product  is  slow- 
ing sharply  from  its  nearly  6%  clip  in  the  first  quarter. 
The  May  workweek  held  at  April's  level  of  34.5  hours, 
which  was  below  the  34.7  hours  averaged  during  the 
first  quarter.  The  increase  in  overall  hours  worked  this 
quarter  suggests  real  GDP  growth  of  about  2%. 

However,  economic  growth  may  not  stay  down  in  the 
third  quarter.  Other  employment  indicators  such  as 
fewer  new  jobless  claims,  a  high  volume  of  help- wanted 
ads,  the  declining  percentage  of  households  who  think 
jobs  are  "hard  to  get,"  and  the  latest  Manpower  Inc. 
survey  showing  strong  third-quarter  hiring  plans  all 
suggest  continued  healthy  payroll  gains.  And  that 
means  new  life  for  consumer  spending. 

IN  EUROPE,  the  latest  data  point  to  just  the  opposite 
scenario.  The  Continent's  high  unemployment  has  de- 
pressed domestic  spending  and  raised  doubts  about 
European  Monetary  Union,  especially  in  France. 

On  June  9,  the  new  French  Socialist-led  government 
stunned  its  emu  partners  by  requesting  more  time  to 
consider  the  stability  pact,  a  German-inspired  agree- 
ment that  enforces  budgetary  restraint  among  emu 
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members.  However,  on  June  11,  Germany  softened  its 
previous  opposition  to  changing  the  pact  and  was  will- 
ing to  include  language  spelling  out  Europe's  commit- 
ment to  job  creation  and  economic  growth. 

The  irony  of  the  French  concern  over  jobs  is  that  it 
may  end  up  diminishing  prospects  for  long-term  im- 
provement in  the  jobless  rate  and  competitiveness,  es- 
pecially if  France  moves  toward  more  social  programs 
and  labor  market  regulation.  Such  labor  market  rigidi- 
ties pump  up  costs  and  reduce  productivity,  just  the  op- 
posite of  recent  U.  S.  trends.  Moreover,  any  short-run 
effort  toward  job  creation  runs  counter  to  the  corner- 
stone of  monetary  union:  fiscal  restraint. 

That's  why  it  is  too  early  to  tell  how  the  emu  snafu 
will  play  out.  Any  delay  in  emu  would  bolster  the 
mark.  A  weaker  dollar  means  increased  U.  S.  exports 
will  lift  output.  But  it  would  also  put  upward  pressure 
on  import  prices — which  have  offset  price  increases  of 
domestic  goods.  U.  S.  goods  inflation  could  edge  up  at  a 
time  when  the  Fed  is  more  worried  about  inflation 
prospects  than  economic  growth. 

ONE  MAJOR  WORRY  is  wage  growth.  Strong  U.  S.  la- 
bor markets  continue  to  put  upward  pressure  on  pay, 
especially  in  the  service  sector.  So  far,  productivity 
gains  that  are  greater  than  those  evident  in  the  official 
data  have  prevented  these  higher  costs  from  working 
their  way  into  final  prices.  However,  as  labor  costs 
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continue  to  accelerate  amid  ever- tighter  job  mar 
there  is  a  limit  to  how  much  of  these  higher  costs 
be  absorbed  by  productivity  gains. 

Manufacturers  have  been 
more  successful  at  holding  the 
line  on  wage  growth  than 
have  service  producers.  Dur- 
ing the  past  year,  annual 
hourly-wage  growth  in  manu- 
facturing has  remained  be- 
tween 3.3%  and  3.5%.  Howev- 
er, the  growth  rate  of  service 
pay  has  risen  from  3.3%  to 
4.1%.  With  service  price  infla- 
tion at  just  over  3%,  and  as- 
suming 1%  productivity  growth  in  services,  the  pji 
margins  of  many  service  businesses  are  probably  si 
ing  to  get  squeezed. 

The  Fed's  worry  is  not  so  much  what  rising  wl 
do  to  a  business's  cost  structure  as  what  a  bigger  I 
check  does  for  consumer  spending.  Right  now,  the  1 
argue  that  households  will  restart  their  demand  engl 
in  the  third  quarter,  leading  to  even  more  jobs  and  I 
ther  increases  in  incomes.  The  Fed  knows,  howej 
that  heading  off  potential  inflation  problems  creJ 
by  tight  labor  markets  and  robust  domestic  demand  I 
risk  political  fallout.  Still,  policymakers  in  Europe! 
only  wish  they  were  so  lucky. 
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A  PREEMPTIVE  STRIKE  AGAINST  INFLATION 


The  newly  independent  Bank  of 
England  displayed  its  autono- 
my on  June  6  by  hiking  interest 
rates.  The  base  rate  rose  to  6.5% 
from  6.25%.  Mortgage  rates  were 
quickly  lifted  higher,  by  a  larger 
one-third  of  a  percent- 
age point. 

The  boe  move  un- 
derscored the  central 
bank's  hawkish  infla- 
tion view  amid  contin- 
ued signs  of  an  upbeat 
economy.  The  question 
among  some  analysts 
is  whether  the  rate 
hike — the  second  in  a 
month — comes  too  late 

That's  because  the  latest  data 
show  that  the  second-quarter 
economy  is  growing  at  close  to 
the  3%  yearly  pace  recorded  in 
the  first  quarter,  and  some  private 
economists  forecast  a  4%  advance 


OUTPUT  GAINS  HAVE  NOT 
LIFTED  INFLATION 
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for  all  of  1997.  Total  industrial 
output  rose  1.2%  in  April,  as  en- 
ergy and  fuel  production  surged. 
Manufacturing  output  alone  rose  a 
solid  0.6%,  to  stand  2.3%  above  its 
year-ago  level. 

The  output  gains  in- 
dicate that  healthy  do- 
mestic demand  is  off- 
setting the  weakness 
in  exports  caused  by 
sterling's  18%  runup 
against  the  dollar 
since  last  August.  Ris- 
ing interest  rates  sim- 
ply mean  the  pound 
will  strengthen  fur- 
ther. Already,  exports 
have  dropped  sharply  in  four  of 
the  past  five  months. 

But  spending  at  home  is  doing 
well:  Retail  sales  have  risen  for 
four  straight  months,  and  in  April, 
sales  stood  4.7%  higher  than  a 


year  ago.  Unlike  the  rest  of  Eu- 
rope, Britain  has  seen  great  labo 
market  improvement,  which  has 
led  to  the  pickup  in  consumer 
spending.  The  jobless  rate  slippe 
to  5.9%  in  April,  the  lowest  read 
ing  in  nearly  seven  years. 

Increased  factory  production 
has  not  yet  translated  into  capac 
ty  problems  or  rising  inflation 
(chart).  In  fact,  producer  prices  a 
the  factory  gate  rose  only  0.1%  ii 
May,  and  the  yearly  inflation  rate 
is  just  1%. 

However,  in  today's  world  of 
preemptive  monetary  policy,  the 
boe's  rate  hike  was  not  unexpect-*j 
ed.  Like  the  U.  S.  Federal  Re- 
serve, the  British  central  bank  is 
tightening  before  inflation  become 
entrenched.  And  with  the  econo- 
my looking  strong,  the  betting  is 
that  the  boe  will  have  to  hike  at 
least  once  more  in  the  second  hall 
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Welcome  to  chapter  two. 


When  it  comes 
to  microprocessors, 
Intel  wrote  the  book. 
That's  why  our  new 
Pentium"  II  processor 
offers  even  more 
lan  the  Pentium*  Pro  processor 
the  benefits  of  Intel  MMX™ 


The  new  Pentium  II processor.  Read  on. 


media  enhancement  technology. 

Its  sleek  new  package  incorporates 
Intel's  Dual  Independent  Bus  architecture, 
which  uses  two  independent  buses  to 
dramatically  accelerate  the  flow  of  infor- 
mation for  a  boost  in  overall  performance: 

The  new  Intel  Pentium  II  processor. 


It's  everything  you  need  for 
your  next  chapter  in  desktop  computing. 
To  find  out  more,  visit  our  Web  site. 


www  intel  com/Pentiumll 


intel 

The  Computer  Inside.™ 


JMlion  t  As  compared  lo  Pentium'  prou-ssor- based  systems  without  Dual  Independent  Bti>  arch. lecture  as  measured  by  the  SYSfTttrk*  lor  Windows  NT*  Performance  Companvon  mo  MMX™  ItdmotOg)  code)  "All  other  lrnJenwk.s  are  ihe  pmpcm  of  that  respective  owners 
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Clinton  is  riding 
a  booming  U.S. 
economy  to  the 
G-7  summit 


H  11  1990,  the  last  time  the  leaders  of 
I  the  Croup  of  Seven  industrial  na- 
H  tions  came  to  the  U.  S.  for  their 
99  annual  economic  summit,  America 
H  was  slipping  into  recession.  Play- 
ing host  in  his  hometown  of  Houston, 
President  George  Rush  had  to  endure 
lectures  from  his  European  and  Japan- 
ese colleagues  about  his  government's 
ballooning  budget  deficit  and  its  tepid 
economy. 

Bill  Clinton  will  suffer  no  such  indig- 
nities when  the  Summit  of  the  Eight — 
the  G-7  nations  plus  Russia — convenes 
on  June  20  in  Denver.  Indeed,  this  time 


around,  the  American  President  can 
hold  up  his  economic  policies  as  models 
for  others.  He  will  be  riding  a  mile-high 
economic  boom  that  is  the  envy  of  the 
other  leaders:  4.1%  growth  in  the  last  12 
months,  4.8%  unemployment,  a  2.8%  in- 
flation rate  that  shows  no  signs  of  surg- 
ing, and  a  rapidly  shrinking  deficit.  In  a 
June  9  interview  with  business  week 
(page  37),  Clinton  took  partial  credit  for 
this  success  story:  "We  are  testing  the 
limits  of  a  theory  no  one  knew  the  an- 
swer to  when  we  began — which  is 
whether  we  could  stretch  a  business  cy- 
cle beyond  its  normal  limits  because  of 
[rising]  productivity,  open  markets,  tech- 
nological advances,  and  sound  policy." 
SHOWING  THE  WAY.  Clinton  is  eager  to 
climb  up  on  the  international  soapbox  to 
trumpet  this  message.  With  some  Eu- 
ropean leaders  being  pressed  by  vot- 
ers to  ease  up  on  the  pain  of  budget 
cutting,  privatizations,  trade  liberaliza- 
tions, and  other  economic  reforms,  Clin- 
ton will  be  able  to  point  to  the  record 
of  the  U.  S.  in  the  1990s  and  urge  them 


to  stay  the  course.  He  may  alsi 
them  a  glimpse  of  his  next  eco 
reform — preparing  for  the  huge  jijnne 
in  public  spending  that  will  be  re< 
when  baby  boomers  start  to  ret 
the  next  century. 

Indeed,  Clinton  now  views  him.1- 
a  leader  who  can  show  other  n;  a 
how  they,  too,  can  ease  the  wrenjw- 
transition  from  the  Industrial  A* 
the  Information  Economy.  His  fori  I 
decentralized  government,  free  ti 
and  investment  in  training  workes  II,! 
the  future.  Already,  he  expects  Brii- 
rejuvenated  Labor  Party  to  folio1  !l" 
lead.  Newly  elected  British  PrimelP 
ister  Tony  Rlair  is  "trying  to  | 
Rritain  an  open,  competitive  playf. 
an  increasingly  global  society,  'p 
maintaining  the  social  contract,'^ 
President  said  in  the  interview.  1^ 

White  House  aides  also  hope  P™ 
much  needed  side  benefit  from  thejjf 
orado  confab.  They  want  the  g|i 
spotlight  to  boost  Clinton's  staturtf 
divert  public  attention  from  Adn" 
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CLINTON  S  AGENDA  AT  THE 
G-7  SUMMIT... 

►  Highlight  his  best  Presiden- 
tial issue:  The  strength  of  the 
U.S.  economy 

►  Use  liberal  election  victories 
in  Europe  to  highlight  his  suc- 
cess at  mixing  deficit  reduction 
with  investment  in  education, 
training,  and  welfare  reform 

►  Spotlight  economic  advan- 
tages of  free  trade 

►  Bolster  Yeltsin  in  his  struggle 
against  Russian  hard-liners,  who 
think  Yeltsin's  pact  with  NATO 
sold  out  Russian  interests 

...AND  BEYOND 

►  Defend  the  balanced-budget 
deal  from  GOP  pressure  to 
expand  tax  breaks  and  scale 
back  education  aid 

►  Implement  welfare  reform 
and  new  aid  for  children's 
health  care 

►  Press  to  advance  free  trade  in 
Latin  America  and  with  China 

►  Tackle  Medicare  reform  to 
ensure  the  program's  soundness 

►  Decide  whether  and  how  to 
bolster  Social  Security  and 
whether  to  turn  part  of  it  into 
private  pension  accounts 

scandals — Whitewater,  the 
3  fund-raising  flap,  and  Paula 
nes's  sexual  harassment  suit, 
ns  hope — and  Democrats  fear 
^  steady  drip  of  scandal  will 
nton's  high  approval  ratings 
.  GOP  leverage  in  policy  bat- 
rer  gives  Clinton  a  chance  for 


"a  political  bank  shot,"  says 
Republican  pollster  Frank 
I.  Luntz.  "He's  trying  to  use 
the  foreign  policy  arena  to 
restore  his  credibility  at 
home." 

Will  it  work?  While  Ad- 
ministration officials  point 
to  polls  that  indicate  little 
public  interest  in  the  con- 
troversies, critics  doubt 
Clinton's  ability  to  contin- 
ue to  keep  the  "character 
issue"  from  hurting  his 
esidency.  "This  tabloid 
sensationalism  surrounding 
Bill  Clinton  makes  it  im- 
possible for  him  to  be  an 
effective  global  leader,"  in- 
sists Republican  consultant 
Scott  W.  Reed,  who  man- 
aged Bob  Dole's  Presiden- 
tial campaign. 
"STRETCHING."  The  carefully 
scripted  Denver  summit  will 
give  Clinton  the  opportunity 
to  look  anything  but  inef- 
fective. At  the  top  of  the 
agenda:  welcoming  Russia 
into  the  powerful  G-7  club. 
Clinton  says  he'll  do  every- 
thing possible  to  bolster  the 
former  superpower's  strug- 
gling free-enterprise  system. 

Then  there  will  be  the 
leaders'  private  discussions, 
which  promise  to  be  more 
interesting — and  important. 
There  will  likely  be  talks  on 
European  monetary  union, 
which  looks  suddenly  shaky  in  the  wake 
of  the  French  elections.  But  aides  say 
Clinton  is  more  eager  for  closed-door 
talks  on  a  favorite  subject:  how  the  G-7 
nations  can  meet  their  social  needs 
while  promoting  growth.  Although  no 
breakthroughs  are  expected,  the  leaders 
will  "share  the  political  constraints  they 


face  as  they  try  to  strike  a  balance  be- 
tween market  forces  and  social  goals," 
says  a  top  Administration  official. 

When  he  comes  down  from  the  sum- 
mit, though,  Clinton  will  return  to 
Washington,  where  he  will  play  to  a  far 
less  receptive  audience.  First,  he'll  have 
to  cope  with  Republicans  in  Congress 
who  are  bent  on  tilting  the  budget  deal's 
tax  cuts  and  spending  limits  toward 
their  wealthier  constituents.  Then,  he 
faces  an  uphill  battle  to  pursue  trade 
liberalization — the  issue  that  he  will  be 
telling  the  other  G-7  leaders  is  so  vital 
to  world  economic  health.  Clinton 
concedes  that  there  is  bipartisan  oppo- 
sition to  the  next  steps  in  his  trade 
agenda:  renewing  China's  most-fa- 
vored-nation trade  status  and  winning 
"fast  track"  authority  to  negotiate  trade 
pacts  in  Latin  America.  But  he  predicts 
he'll  win  the  negotiating  authority  later 
this  year. 

Nor  is  Clinton  home  free  on  the  bal- 
anced-budget deal.  The  President  is  now 
beginning  to  object  to  changes  proposed 
by  gop  leaders.  They  are,  he  says, 
"stretching  at  the  edges  of  this  agree- 
ment" by  altering  his  education  tax 
breaks,  eliminating  aid  for  some  legal 
immigrants,  and  tilting  tax  cuts  toward 
wealthier  Americans.  On  June  10,  he 
criticized  House  Republicans'  tax  plan, 
saying  it  "does  not  meet  the  test"  of 
the  budget  pact.  And  he  says  he  won't 
let  Congress  gut  the  agreement. 

In  the  end,  Clinton  says  he  expects 
the  budget  deal  to  prevail.  Then,  he'll 
have  to  turn  to  the  economic  initiatives 
that  could  consume  the  rest  of  his  term: 
long-teim  reform  of  Medicare  and  Social 
Security.  Despite  resistance  on  the  po- 
litical left,  the  President  vows:  "We  are 
going  to  do  it — at  least  if  I  have  any- 
thing to  do  about  it." 

White  House  officials,  however,  are 
still  trying  to  figure  out  how.  The  gop 
wants  to  write  plans  for  a  Medicare 


On  the  World  Stage,  Clinton  Struts  His  Economic  Stuff 

S.  GROWTH  IS  STRONG...  ...UNEMPLOYMENT  IS  LOW  AND  ITS  DEFICIT  IS  FALLING 
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"Control  Data  is  enabling  Unilever 
to  use  global  information  in 
meeting  local  consumer  needs  everywhere" 
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Control  Data  is  helping  Unilever  implement  o  globally  distributed,  standards-based 
intranet  directory  for  enterprise  messaging  and  many  other  applications. 


From  tea  bags  to  toothpaste. 

From  Popsicles  to  White 
Diamonds.  With  450 
operating  companies 
worldwide  and  $52  billion  in  annual 
revenue,  at  Unilever,  there's  no 
such  thing  as  a  minor  inefficiency. 
Almost  anything  less  than  razor-sharp 
performance  costs  investors  millions. 

With  so  much  at  stake,  it's 
not  surprising  that  Unilever  takes  an 
active  interest  in  what  some 
m         institutions  regard  as 
mundane  technology 
issues.  "We  have  a  new  approach  to  IT  efficiency  that  not  only  can  provide 
better  computer  service  to  our  daily  users,  but  can  reduce  our  technology 
costs  by  25  percent,  which  ultimately  could  amount  to  $85  million  in  savings,"  says 
Dr.  Martin  Armitage,  head  of  global  infrastructure. 

This  new  approach  relies  on  a  global  directory  service  that  can  be  accessed 
and  manipulated  by  a  wide  range  of  applications.  "Only  Control  Data  had  both  the 
technology  we  required  and  the  vision  and  commitment  to  work  with  us  toward  an  overall  solution," 
says  Dr.  Armitage.  "Control  Data  also  had  the  experience  implementing  directory  services 
for  tens  of  thousands  of  users." 

If  you'd  like  to  realize  a  "new"  and  "improved"  vision  of  your  enterprise 
through  technology  innovation,  give  us  a  call  at  1-888-RIALT04.  Or  visit  us  on 

com.  ^35^  CONTROL  DATA 

The  Integration  Company 
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mimission  into  its  budget 
lintonites  say  they  can't  deal 
reform  ideas  until  after 
t  is  settled.  The  Administra- 
n  less  prepared  to  tackle  So- 
ity.  So  while  Clinton  says  he 
happy  to  tackle  the  pension 
soon  as  1998,  aides  say  that 
•ices  will  probably  have  to 


wait  until  after  the  midterm  elections. 

Reweaving  the  most  venerated 
pieces  of  the  American  safety  net  will 
require  enormous  political  firepower. 
For  now,  Clinton  is  standing  tall  among 
his  global  peers.  But  as  recently  ousted 
conservative  governments  in  Britain 
and  France  discovered,  the  summit 
leaders  "speak  to  each  other  from  atop 


eight  greasy  poles,"  says  Robert 
Shapiro,  vice-president  at  the  Progres- 
sive Policy  Institute.  With  a  summer 
of  congressional  scandal-mongering 
ahead,  Clinton  can  only  hope  that  Den- 
ver's global  powwow  will  give  him  the 
clout  to  stay  on  top. 

By  Richard  S.  Dunham  and  Mike 
McNamee  in  Washington 


A  TALK  WITH  THE  PRESIDENT 


i,  trim,  and  starting  to  walk 
;  his  cane,  President  Clinton 
le  fettle  these  days — despite 
7  ethics  woes.  On  June  9,  he 
)h  business  week  Editor-in- 
'tephen  B.  Shepard,  Washing- 
reau  Chief  Lee  Walczak,  and 
House  Co-respondent  Richard 
ham  for  a  UO-minute  inter- 
the  Oval  Office.  Excerpts 


economy  is  going 
uns.  Haw  long  can 
oansion  last,  and 
mid  derail  it? 
ie  sort  of  world- 
;onomic  difficulty 
erail  it.  A  bad  pol- 
take  could  derail 
I  think  we  are 

the  limits  of  a 
no  one  knew  the 

to  when  we  be- 
rhich  is  whether 
Id  stretch  a  busi- 
cle  beyond  its  nor- 
dts  because  of  [ris- 
Dductivity,  open 
s,  technological  ad- 

and  sound  policy. 


down  [and]  have  money  to  invest  in 

the  future  Secondly,  we  want  to 

continue  our  process  of  integrating 
Russia  into  the  economic  and  politi- 
cal mainstream  of  the  world's  leading 
nations.  And  third,  we  want  to  look 
at  the  security  threats  likely  to  dom- 
inate the  21st  century — weapons  pro- 
liferation, terrorism,  ethnic  and  reli- 
gious and  racial  rivalries,  and 
organized  crime  and  ding  trafficking. 
[We'll  also  discuss]  global  environ- 


ment. The  next  big  step  is  for  them 
to  make  some  changes  in  tax  law,  in- 
vestment law,  the  way  the  energy 
sector  is  handled.  If  that's  done  in 
the  proper  way,  you  will  see  a  flood 
of  investment  going  in  there.  But  I 
think,  on  balance,  they're  on  the 
right  road. 

Q:  French  voters  and,  to  a  lesser  ex- 
tent, those  in  Britain  opted  to  slow 
the  rush  to  open  up  markets  and 


it  do  you  hope 
mplish  at  the 
lie  summit  in 
•? 

ant  us  to  continue  to  promote 
rity  and  peace  and  security 
e  next  century.  I  want  us  to 
n  our  commitment  to  global 
;s.  And  I  want  to  talk  a  lot 
vhat  each  of  us  has  to  do  to 

bal  growth  up  The  experi- 

America  is  that  if  you  have  a 
;  and  gifted  private  sector, 
policy  from  the  central  bank, 
ublic  policies,  and  you're  com- 
to  open  trade  and  competi- 
)u  can  get  unemployment 


H  This  will  be  known  as  the  Summit  of  the  Eight. 
It  will  reflect  our  move  to  integrate  Russia  into  the 
institution. . . .  More  than  70%  of  their  economy  is 
in  private  hands. . . .  They're  on  the  right  road  J I 


mental  challenges  and  the  prospect 
of  global  disease-spreading. 

Q:  Does  Russia  warrant  full  mem- 
bership in  what  has  been  known  as 
the  G-7? 

A:  This  will  be  known  as  the  Summit 
of  the  Eight.  It  will  reflect  our  move 
to  integrate  Russia  into  the  institu- 
tion More  than  70%  of  their  econ- 
omy is  in  private  hands.  That's  good. 
Moscow  is  enjoying  a  particular 
boom.  In  the  country  as  a  whole, 
there's  an  uneven  pattern  of  develop- 


radically  shrink  the  welfare  state. 
Your  thoughts? 

A:  If  you  look  at  what  happened  in 
Great  Britain,  it  was  a  ratification  of 
a  [Labor]  Party  with  a  responsible 
economic  policy  and  a  serious  ap- 
proach to  social  problems  [and]  wel- 
fare dependency.  [They  had]  a  com- 
mitment to  do  what  we've  tried  to 
do  here — to  make  an  increasingly 
multiracial  [society]  work  by  devolv- 
ing power  back  to  local  [government] 
units,  trying  to  maintain  a  coherent 
community  and  not  abandon  the  so- 
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cial  contract.  I'm  very  hopeful  about 

this  In  France,  the  key  thing  is 

that  at  each  step  along  the  way  [to 
reform] — this  is  a  very  big  thing — 
you  have  to  sell  it  to  the  electorate. 
And  it  has  to  be  sold  in  terms  that 
people  can  identify  with. 

Q:  There  seems  to  be  a  backlash  to 
free  trade  in  the  U.  S.  in  spite  of  our 
great  success . . . 

A:  Yes.  And  I  don't  understand.  We 
have  the  lowest  unemployment  rate 
since  1973,  the  lowest  inflation  rate 
in  30  years,  the  highest  business  in- 
vestment in  30  years.  We  have  the 
biggest  decline  in  [income]  inequality 


and  attendant  social  changes  with 
prolonged  leadership  uncertainty. 
[The  result]  often  was  the  lowest- 
common-denominator  position  when 
it  came  to  political  rights  and  human 
lights.  Now,  what  would  happen  if 
we  just  stopped  mfn?  We  buy  30% 
to  40%  of  their  exports.  If  one  of  our 
foreign-policy  goals  is  a  stable,  pros- 
perous Asia,  we  have  a  far  higher 
likelihood  of  achieving  that  by  con- 
tinuing to  test  this  engagement  poli- 
cy than  by  going  to  a  containment 
and  bankrupt-them  policy. 

Q:  Do  you  see  yourself  accepting  the 
20%  capital-gains  tax  rate  proposed 


9 


H  On  the  tax  package ...  I  want  the  tax  cuts  to 
have  a  reasonable  chance  to  grow  the  economy. 
I  want  a  focus  on  relief  for  middle-class  families. 
And  I  want  the  thing  to  be  as  fair  as  it  can  be  J  J 


among  working  families  in  30  years. 
So  I  don't  understand  why  anybody 
would  be  reluctant  to  embrace  fast- 
track  [trade  negotiating]  authority 
for  the  President  or  a  free-trade 
agreement  with  Chile,  Brazil,  or  Ar- 
gentina Last  year,  for  the  first 

time  in  a  long  time,  the  Mercosur 
countries  in  South  America  did  more 
business  with  Europe  than  they  did 
with  America,  and  there's  no  reason 
for  that  except  our  own  reluc- 
tance I  believe  there  will  be  a 

majority  for  fast-track  authority 
when  we  bring  it  up  to  a  vote. 

Q:  What  about  plans  to  extend  Chi- 
nas most-favored-nation  trad-ing  sta- 
tus? Critic*  so  if  your  policy  of  dan- 
gling trade  concessions  before  Beijing 
hasn't  produced  many  reforms . . . 
A:  Have  they  had  enough  evidence 
to  know  that  this  won't  work?  [Chi- 
na] is  a  very  large  country  undergo- 
ing cataclysmic  economic  changes 


by  House  Ways  &  Means  Committee 
Chairman  Bill  Archer? 
A:  I  am  prepared  to  accept  anything 
that  honorably  falls  within  the 
framework  of  the  agreement.  On  the 
tax  package,  I  am  interested  in  only 
three  things.  I  want  the  tax  cuts  to 
have  a  reasonable  chance  to  grow 
the  economy.  I  want  a  focus  on  relief 
for  middle-class  families.  And  I  want 
the  thing  to  be  as  fair  as  it  can 

be  We  all  know  that  capital-gains 

[cuts],  by  definition,  will  have  an  up- 
per-distributional effect  because  peo- 
ple with  more  money  will  have  more 
capital  gains.  We  all  know  if  there 
are  modifications  in  the  estate-tax 
provision,  it  will,  too.  The  American 
people  are  more  than  prepared  to  ac- 
cept that,  but  they  want  the  rest  of 
the  tax  package  to  be  fair  to  them. 

Q:  Assuming  the  budget  is  on  track, 
what  about  entitlement  reform? 
A:  The  system  will  only  absorb  so 


much  at  once.  Let's  do  the  budget 
Then  what  I  want  to  do  is  get  to 
gether  with  the  congressional  lead  t 
ship  and  agree  upon  some  sort  of 
partisan  process  that  we  can  adopi 
good  faith  that  will  give  us  [entitle 
ment  reform]  proposals  that  look 

well  out  into  the  future  Many 

people  ask  me  if  I  would  be  prepa: 
to  bring  to  the  Congress  a  reform 
package  in  '98,  because  it's  an  elec- 
tion year.  And  my  answer  would  b 
an  unqualified  yes — if  it  is  done  wi 
a  sense  of  integrity. 

Q:  hi  1992,  some  saw  you  as  a  tra\ 
sitional  figure — you  had  to  fight  to 
persuade  fellow  Democrat* 
to  accept  centrist  policies, 
you  think  you  have  succee 
ed  in  selling  rank-and-file 
party  members  on  New  D( 
mocratic  policies? 
A:  Yes,  I  do.  Are  there 
some  people  in  my  party 
who  disagree  with  me  on 
particular  issues?  There 
are,  and  that's  a  pretty 
good  thing.  I  don't  believtj 
I  should  be  out  here  just 
handing  out  edicts  from  til 
Oval  Office,  as  if  I  am  the 
source  of  all  received  trutl; 
But  the  direction  has  been 
ratified  in  two  national  el& 
tions.  It's  consistently  rati- 
fied by  public-opinion  polls 
and  supported  by  Demo- 
crats, a  lot  of  independents 
and,  frankly,  by  a  lot  of 
Republicans. 

What  I  tried  to  do  was  analyze 
what  was  wrong  with  the  tradition. 
Democratic  position  [and]  with  the 
governing  Republican  assumptions 
of  the  previous  12  years.  [I  came] 
up  with  a  centrist  position,  but  it 
was  a  dynamic  center  that  requiret 
change — it  required  people  to 
change  their  whole  attitude  about 
what  the  nature  of  government 
was  

That's  what  has  to  be  done,  some 
how,  in  this  debate  over  Europe.  In 
each  of  these  countries,  the  elec- 
torates are  still  sovereign,  so  a  dy 
namic  center  supporting  that  has 
to  be  created.  That's  their  challenge 
and  that  will  be  our  continuing 
challenge. 
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For  a  fuller  version  of  this  interview  with 
President  Clinton,  check  out  Business 
Week  on  America  Online  or  at  httpAVwww. 
businessweek.com. 


PACKET  ENGINES, 

gabtt  Ethernet  Networking 


GAB  IT      ETHERNET      NOW  AVAILABLE 


thernet  is  a  new  high-speed  networking  technology 
uns  at  1000  Megabits  per  second.  That's  one 
ndred  times  as  fast  as  traditional  networks.  Packet 
Engines,  the  market  leader,  has  products  available 
now.  Packet  Engines'  Gigabit  Ethernet  products 
offer  lower  cost  of  ownership,  easier 


upgrades,  less  complexity  and  a  safer  choice  over 
competing  alternatives  like  ATM.  If  you're 
not  looking  at  Gigabit  Ethernet  for 
your  high-speed  network  needs,  ^ 
you're  missing  the  boat  (not  to 
mention  the  train  :-). 
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Leading  the  Way  in  Gigabit  Ethernet 


3X  14497  Spokane  WA  99214-0497    Phone:  (509)  922-9190    Fax:  (509)  922-9185 
info@packetengines.com  http://www.packetengines.com 


COMMENTARY 

By  Susan  Garland 


GOING  BEYOND  RHETORIC  ON  RACE  RELATIONS 


F 


lew  Presidents  have  been  as  elo- 
quent about  race  relations  as  Bill 
Clinton.  He  often  describes  his 
embarrassment  when  federal  troops 
had  to  be  called  in  to  integrate  Little 
Rock  schools.  And  when  public  opin- 
ion swung  against  affirmative  action, 
he  came  up  with  a  "mend  it,  don't 
end  it"  approach  that  helped  defuse 
the  issue. 

On  June  14,  Clinton 
is  expected  to  an- 
nounce his  next  effort: 
a  seven-member  advi- 
sory council  to  report 
back  next  year  with 
new  ideas  for  easing 
racial  strife.  There's 
no  question  that  a 
high-profile  explo- 
ration of  this  troubling 
issue  is  a  good  idea.  A 
new  Gallup  Poll  shows 
that  most  blacks  and 
whites  believe  race 
will  always  be  a  prob- 
lem in  the  U.  S. 
BACKLOGS.  It's  easy  to 
be  skeptical  about 
Clinton's  new  initiative, 
though.  Where  has  he 
been  for  4^  years?  In 
pursuing  the  centrist 
course  that  won  him  a 
second  term,  he  has 
soft-peddled  programs 
'that  benefit  minorities. 
These  include  not  only 


left  vacant  the  top  Justice  Dept.  civil 
rights  job  for  nearly  six  months.  The 
White  House  is  set  to  nominate  Bill 
Lee,  a  litigator  from  the  naacp  Legal 
Defense  Fund's  Los  Angeles  office. 
Although  civil  rights  activists  praise 
Lee,  they  say  Clinton's  delay  has  hurt 
his  credibility  and  hampered  probes, 
from  fan-  lending  to  hate  crimes. 


BLACKS  STILL  SEE  A  RACIST  AMERICA 


BLACKS 


civil  rights  enforce- 
ment but  other  federal 
programs  that  could 
have  produced  the 
most  progress  in  race 
relations — those  that 
help  move  poor  minori- 
ties into  the  economic  mainstream. 
"You  can  only  have  meaningful  racial 
reconciliation  when  people  of  roughly 
equal  socioeconomic  status  can  reach 
across  the  divide  of  race,"  says  Uni- 
versity of  Maryland  political  scientist 
Ronald  W.  Walters. 

True,  it  would  have  been  hard  to 
get  new  antipoverty  programs 
through  Congress  in  recent  years. 
Still,  Clinton  has  made  little  of  the 
power  he  does  have.  For  instance,  he 


Blacks  in  your  community  have  as  good  a 
chance  as  whites  to  get  any  job 

46% 

79% 

The  government  should  increase  affirmative- 
action  programs  or  keep  them  the  same 

82% 

51% 

Blacks  in  your  community  are  treated 
the  same  as  whites 

49% 

76% 

The  quality  of  life  for  blacks  has  improved 
over  the  past  10  years 

33% 

58% 

Blacks  are  treated  less  fairly  than  whites 
on  the  job 

45% 

14% 

RESPONSES  TO  A  POLL  BY  GALLUP,  CONDUCTED  WITH  3,036  ADULTS  BETWEEN  JAN.  4  AND  FEB  28 

The  White  House  staff  remains  al- 
most bereft  of  black  policy  advisers 
who  could  prick  his  conscience.  And 
he  has  expended  no  effort  to  seek 
more  funding  for  civil  rights  enforce- 
ment. The  result:  severe  case  back- 
logs. The  Office  of  Federal  Contract 
Compliance  Programs,  which  over- 
sees affirmative  action  among  con- 
tractors, is  virtually  moribund. 

Meanwhile,  gaps  between  whites 
and  blacks,  the  educated  and  the  un- 


skilled have  grown — despite  the  ro-  i 
bust  Clinton  economy.  Since  1990,  th| 
gulf  between  median  weekly  wages  * 
black  and  white  men  has  widened.  S 
too,  have  unemployment  rates,  with  | 
black  high  school  graduates  at  12% 
and  wliites  at  4.9%.  For  college  graq 
uates,  the  gap  narrows,  with  blacks  a 
3.7%  and  whites  at  2.2.%.  "There  is  I 
opportunity  gap  that 
requires  an  investmenj 
strategy,"  says  the  Re] 
erend  Jesse  Jackson. 

Clinton's  first  budga 
included  investment  iij 
education,  training,  an 
infrastructure  buildina 
but  Adrninistration 
budget  hawks  persuaq 
ed  him  to  focus  on  der 
icit  reduction.  Now,  thj 
deal  he  made  with  Hil 
Republicans  to  balance 
the  budget  gives  him 
no  way  to  fund  pro- 
grams that  could  help 
poor  minorities.  He 
pulled  back  on  a  1996 
campaign  vow  to  spe 
$5  billion  to  repair 
schools  in  low-income 
communities.  And  his 
college-tuition  tax  crec 
its  won't  help  the  poor 
who  don't  pay  taxes. 

If  the  President 
wants  to  be  remem- 
bered for  reducing 
racism  and  improving  j 
the  lot  of  America's  mi) 
norities,  he  still  has 
time.  At  the  very  least 
he  can  ensure  that  the 
money  is  there  for  ag- 
gressive enforcement  c 
anti-cUscrimination  laws 
regarding  housing,  employment,  and  | 
education.  And  with  all  his  rhetorical 
skills,  he  can  make  the  case  that  pro- 
viding poor  minorities  with  good 
schools,  drug-free  neighborhoods,  and1 
job  skills  actually  makes  good  econoir 
ic  sense.  Spending  the  money  to  do 
that  may  not  be  politically  popular,  bu 
it  could  be  the  best  race  policy  of  all. 


WHITES 


Garland  covers  legal  affairs  from 
Washington. 


■ore  trusting  your 
sion- critical  data 
a  network,  take  a 
critical  "Look 
at  the  network. 


Time  was,  networking  was  relatively  simple.  Now  everything's 
getting  harder  to  implement,  riskier  and  more  complex.  Which 
can  be  worrisome  when  you  have  to  trust  your  mission-critical 
business  processes  on  a  network. 

That's  why  you  should  consider  us.  Because,  although  known 
as  a  communications  company,  we're  also  a  supplier  of  informa- 
tion technology,  with  MCI®  Systemhouse"  recognized  by  industry 
analysts  as  a  leader  in  client/server  computing. 

To  find  out  more  about  MCI  networking  solutions,  visit 
www.mci.com  or  call  1-800-368-6547. 


Is  this  a  great  time,  or  what? 


MCI 
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THE  INTERNET 

IS  DIGITAL 

CONVERGENCE 
FOR  REAL? 

A  Microsoft  deal  redefines  an  old  vision 

The  announcement  on  June  9  that  Microsoft  Corp.  would 
invest  $1  billion  in  Comcast  Corp.  rekindled  hopes  that 
"convergence"  might  once  again  be  in  the  air.  Back  in 
1992,  Tele-Communications  Inc.  Chairman  John  C.  Mal- 
one  set  that  buzzword  in  motion  when  he  told  a  cable-show 
audience  his  vision  of  all-digital,  fiber-optic  networks  that 
would  enable  tci  and  other  cable  operators  to  offer  500  chan- 
nels, interactive  programming,  and  all  sorts  of  services,  in- 
cluding electronic  mail  and,  perhaps,  telephony.  That  picture 
of  digital  convergence  was  so  compelling  that  cable,  media, 
and  phone  companies  promptly  hopped  on  the  bandwagon. 

Several  billion  dollars  later,  it  became  clear  that  conver- 
gence was  a  bust.  Cable  companies,  perennially  strapped  for 
cash,  scaled  back  on  their  plans  to  upgrade  their  networks  to 
handle  huge  amounts  of  interactive  data.  Phone  companies 
that  had  hoped  to  offer  television  service — on  their  own 
wires  or  in  joint  ventures  with  cable  companies — went  back  to 
their  core  businesses. 

Now,  the  Microsoft-Comcast  deal  is  redefining  the  con- 
cept of  convergence  and  putting  it  back  on  the  map.  But  ma- 
jor questions  remain  about  whether  convergence — as  rede- 
fined by  the  Microsoft-Comcast  deal — will  click. 

Why  should  the  new  wave  of  convergence  fare 
better  than  the  first? 

To  begin  with,  this  time  the  concept  of  convergence  is  less 
pie-in-the-sky.  Instead  of  inventing  all  sorts  of  digital  services 
for  a  new,  high-speed  cable  system,  the  Microsoft-Comcast 
deal  is  aimed  at  extending  to  cable  the  already  fast-growing  In- 
ternet access  business.  Microsoft  teamed  with  Comcast  be- 
cause Chairman  William  H.  Gates  III  was  tired  of  waiting  for 
the  completion  of  the  so-called  broadband  network — a  digital 
pipeline  that  was  fast  enough  to  show  off  current  Web  offerings 
such  as  Microsoft  Network  (MSN)  and  would  make  possible  new 
ones  such  as  real-time  video.  At  the  same  time,  Microsoft  is  ex- 
ploring other  pipeline  possibilities.  It  has  a  phone  project  with 
gte  Corp.  and  is  working  with  DirecTV  on  a  satellite  system. 

Comcast  got  the  cable  nod,  says  Gates,  because  it's  further 
along  than  most  of  its  rivals  in  building  a  high-speed  net- 
work— a  combination  of  fiber-optic  and  coaxial  cable.  Comcast 
has  recently  begun  offering  so-called  cable  modems  on  a  lim- 
ited basis  in  some  cities.  The  devices  feed  Internet  data  to  PCs 
from  the  cable  system  at  about  25  million  bits  per  second. 
"It's  important  to  have  one  company  that  we  have  a  very 
close  relationship  with  that  we  can  go  out  and  do  the  pilot 
studies  and  really  demonstrate  what's  possible  here,"  says 
Gates.  Also,  Microsoft  hopes  the  deal  will  prompt  other  cable 
companies  to  speed  up  their  upgrade  plans. 

What  will  the  Microsoft-Comcast  combination  produce? 
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"I'm  not  going  to  create  an  expectation  that  this  is  goiir 
happen  overnight,"  says  Comcast  president  Brian  Rob(6 
"My  hope  is  that  we  use  this  as  a  catalyst  event  to  eha»i 
and  accelerate  the  development  of  products  and  the  de  rith  a 
opment  of  the  [broadband]  network." 

Will  other  convergence  deals  follow?  It's  hard  to  idenjit 
other  likely  combos.  But,  says  Robert  W.  Pittman,  ceo  of 
Networks,  "We  hope  the  cable  network  will  be  a  vehicle  i 
us  to  connect  with  people.  We  hope  this  deal  leads  the  wa, 
doing  that." 

What  is  Microsoft  really  up  to  with  Comcast 
and  other  media  investments  such  as  MSNBC, 
the  joint  venture  with  NBC?  Is  Microsoft  tryin 
to  become  a  media  company? 

It  says  no.  But  Microsoft  surely  means  to  be  a  iru 
player  in  the  still  hazy  world  of  new  media.  Microsoft's  i« 
tivation:  While  the  penetration  of  PCs  in  the  home  seems 
have  plateaued  at  less  than  40%,  almost  everyone  has  a 
and  Microsoft  sees  a  chance  to  expand  its  market  as  TV  ent 
the  digital  age.  Says  David  Card,  analyst  with  IDC/Linl 
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earch  firm  in  New  York:  "Microsoft's  next  $5  billion 
n  corporate  software,  but  the  $5  billion  after  that 
e  from  the  home."  The  Comcast  deal  also  dovetails 
1  an  earlier  Microsoft  digital-TV  deal:  Its  $425  mil- 
ise  of  WebTV  Networks  Inc.,  which  sells  a  setup  for 
■  TV  sets  to  the  World  Wide  Web. 
)ft  is  probably  spending  more  than  any  other  com- 
eate  new  media  content  for  the  Internet,  so  they 
mnel  for  that,"  says  David  Rader,  a  consultant  at 
ational.  So  far,  it  has  seen  little  payback  from  its 
/estments.  Neither  msnbc,  which  appears  on  cable 
the  Web,  nor  msn  has  attracted  a  huge  following. 

ic  shopping  was  one  of  the  promised 
of  the  failed  convergence  projects.  Will 
reality  in  the  new  Microsoft-Comcast 

t  owns  the  qvc  home-shopping  cable  channel,  and 
eb  site  is  selling  $1  million  a  month  worth  of  mer- 
Vlicrosoft  is  keenly  interested  in  creating  a  revenue 
>m  online  shopping  and  will  likely  position  itself  as 


a  middleman,  collecting  fees  from  an  explosion  of  online 
transactions.  "We'll  be  sitting  down  and  talking  out  how  we 
can  help  qvc  move  and  drive  forward  their  interactive  ac- 
tivities," Gates  says.  "It  is  an  example  of  content  that  can 
have  a  new  form  in  an  interactive  world." 

What  does  Convergence  II  mean  for  the  cable 
industry? 

The  stocks  of  the  six  largest  cable  companies  jumped  17% 
in  the  days  following  the  Microsoft-Comcast  deal.  Investors 
now  figure  that  if  Gates  thinks  cable  has  a  future,  who  are 
they  to  argue?  And  there's  always  the  chance  that  some  oth- 
er lucky  cable  company  will  find  a  sugar  daddy,  too.  Would  Mi- 
crosoft ever  take  stakes  in  other  cable  companies?  "It  would 
be  foolish  to  say  we  never  would,"  says  Microsoft's  vice-pres- 
ident for  business  development  Gregory  B.  Maffei.  In  the 
meantime,  cable  companies  are  upgrading.  Both  U  S  West  and 
Time  Wamer  are  spending  $1  billion  this  year  to  do  so. 

Still,  many  companies  will  remain  hard-pressed  to  come  up 
with  the  huge  sums  needed  to  upgrade  their  systems  to 
broadband  speed.  Analysts  say  it  currently  costs  about  $250 
per  home  to  provide  the  necessary  wiring  and  switching 
equipment.  Then  there's  an  additional  $200  to  $300  per  home 
for  cable  modems. 

But  facing  mountains  of  debt,  competition  for  high-end 
consumers  from  satellite  companies,  and  confusion  over  what 
consumers  will  want  from  digital-TV  networks,  cable  compa- 
nies are  not  about  to  accelerate  their  building  plans — re- 
gardless of  the  Microsoft-Comcast  deal. 

Are  the  technology  problems  really  solved  this 
time? 

Technology  isn't  the  big  stumbling  block  this  time  around. 
Time  Warner  Inc.  and  other  convergence  pioneers  learned  a 
lot  about  how  to  send  and  receive  large  amounts  of  data 
and  video  over  the  cable  system.  "All  this  stuff  is  proven  out 
and  they  know  how  to  do  it,"  says  Michael  W.  Hams,  presi- 
dent of  market  researcher  Kinetic  Strategies  Inc.  The  stopper 
remains  cost.  Because  of  the  high  price  of  cable  modems,  only 
19,000  homes  in  North  America  are  currently  equipped  with 
them.  However,  analysts  estimate  that  cable  systems  that  can 
support  such  technology  now  reach  some  2  million  homes.  The 
upgraded  systems  also  make  it  possible  for  consumers  to 
shoot  data  back  at  broadband  rates — a  challenge  never  solved 
in  Convergence  I.  Another  problem  in  the  past  was  estab- 
lishing industrywide  standards  for  hardware  and  software. 
Now,  industry  execs  say  standards  for  broadband  cable  should 
be  in  place  this  summer. 

When  a  cable-based  broadband  network  is  com- 
plete, what  sort  of  content  will  it  deliver? 

This  is  the  most  fundamental  question — and  the  one  Micro- 
soft, Comcast,  and  other-  players  seem  most  reluctant  to  ad- 
dress. For  good  reason.  In  Convergence  I,  starry-eyed  pre- 
dictions of  new  forms  of  entertainment — interactive  movies, 
for-  instanct — quickly  proved  embarrassing. 

Still,  compelling  content  remains  the  missing  ingredient. 
There  has  to  be  something  to  draw  millions  of  consumers — 
and  advertisers  hoping  to  reach  them — to  a  particular  corner 
of  cyberspace.  Until  Microsoft  and  others  do  come  up  with  the 
content  that  attracts  the  viewers  that  advertisers  want  to 
reach,  they  face  an  enormous  risk:  Their  new  vision  of  con- 
vergence could  remain  as  unrealized  as  the  first. 

By  Elizabeth  Lesly  in  New  York  and  Robert  D.  Hof  in  San 
Francisco,  with  Peter  Elstrom  and  Amy  Cortese  in  New 
York,  Amy  Barrett  in  Washington,  and  bureau  reports 
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TAKEOVERS 


THE  UNHAPPY  CAMPERS 

AT  in 

Shareholders  are  losing  patience  as  it  tries  to  elude  Hilton 


For  high  rollers  at  Caesars  Palace  in 
Las  Vegas,  the  hot  game  is  bac- 
carat. For  executives  at  itt  Corp., 
which  owns  Caesars,  the  game  seems  to 
be  strip  poker.  After  five  months  of 
fending  off  a  $10.5  billion  hostile 
takeover  by  Hilton  Hotels  Corp.,  itt 
has  either  sold  or  is  in  the  process  of 
selling  more  than  $2  billion  in  assets 
and  could  part  with  another  $2  billion  or 
so  in  the  next  few  months. 

The  list  now  seems  to  extend  to  what 
itt  management  once  pointed  to  as  the 
company's  crown  jewels.  In  early  June, 
itt  admitted  that  it  has  entertained  of- 
fers for  some  of  its  most  lucrative  prop- 
erties, including  The  St.  Regis  in  Man- 
hattan and  The  Phoenician,  near 
Phoenix.  Knowledgeable  sources  say  the 
properties  ITT  is  contemplating  selling 
could  fetch  $1.3  billion. 
SCORCHED  earth?  Now,  a  small  but 
growing  number  of  key  itt  investors  is 
worrying  that  itt's  wheeling  and  dealing 
could  seriously  reduce  the  value  of  the 
business  and  drive  Hilton  away.  On 


June  9,  Hilton  president  and  ceo 
Stephen  F.  Bollenbach  sent  a  letter  to 
itt's  board  warning  of  just  such  a  pos- 
sibility. Already  one  investor,  Michael 
F.  Price,  who  runs  Franklin  Mutual  Ad- 
visers and  owns  one  million  itt  shares, 
has  hinted  he  would  support  a  proxy 
fight  at  itt's  planned  annual  meeting  in 
November  if  itt's  asset  sales  chase  off 
Hilton.  "If  itt  really  scorches  the  earth 
to  get  rid  of  [Hilton],  it  will  still  have  to 
answer  to  its  shareholders  in  Novem- 
ber," he  says.  Other  investors  say  that 
Soros  Fund  Management,  an  investment 
vehicle  of  superinvestor  George  Soros, 
might  also  support  a  proxy  battle  if 
Hilton  gets  chased  off.  A  firm 
spokesman  declined  comment. 

Price  has  been  an  activist  investor 
in  the  past,  most  notably  when  he  took 
a  stake  in  Chase  Manhattan  Corp.  be- 
fore it  merged  with  Chemical  Banking 
Corp.  and  pressed  management  to  do 
something  to  increase  shareholder  value. 
But  itt  has  a  number  of  powerful  share- 
holders. According  to  recent  filings,  the 


CROWN  JEWEL:  Will  ITT  sell  offht 
St.  Regis  in  New  York? 


10  biggest  control  nearly  31%  f 
stock.  That  means  Hilton  woulcop. 
to  sway  few  minds  to  elect  its  prw; 
slate  of  25  directors.  And  investors 
good  reason  to  be  frustrated.  Hb 
Jan.  27  bid  of  $55  a  share  drovB 
stock  from  $43  to  $58.50,  but  it  hB 
guished  since  then.  On  June  lift 
stock  stood  at  $58,625. 

itt  shareholders  were  comfo^B 
with  the  early  asset  sales.  But  thm  4 
antsy  on  May  19,  when  itt  annoujlMi 
deal  to  sell  five  Sheratons  to  Fmi 
Suite  Hotels  Inc.  for  $200  milliJsr. 
the  deal,  itt's  Sheraton  unit  getsfflp 
year  contract  to  manage  the  hotelHw 
FelCor  can  refuse  to  transfer  thalfci 
tract  to  any  other  company.  "Fra^B 
upset  by  that  deal,"  says  Gordon  wp 
ford,  senior  vice-president  of  CBbp 
Research  and  Management  Co.,  a  H 
itt  shareholder.  "It's  a  blatant  ai^M 
by  management  to  sell  off  core  assttai 
keep  their  jobs." 

MUM'S  THE  WORD,  ITT  says  FelcM 

sisted  on  the  provision  to  ensure  ap 
a  change  in  how  their  new  propeiffl  ' 

managed.  And  itt  says  it  wouldBJ 
sider  selling  its  crown  jewels  onhwl 
steep  premium.  But  investors  areH 
ried  that  potential  buyers  of  propw 
such  as  The  St.  Regis  may  demanW 
same  protection. 

Meanwhile,  itt  isn't  saying  wl 
intends  to  do  with  the  $2  billion  ifl 
raised  so  far  from  asset  sales.  "'■ 
had  better  do  a  self-tender  or  thi 
going  to  get  strung  up  by  their  sm 
holders,"  warns  Gabelli  &  Co.  Chiel 
vestment  Officer  Mario  J.  Gabelli.B 
controls  nearly  one  million  itt  shaft 

Bollenbach  says  Hilton  intenw 
stick  around  until  November.  "ButB 
depends  on  what  they  do  with  thm 
sets  of  this  company,"  he  says.  "If  I 
sell  them  off  one  by  one,  we  sure  « 
be  around."  As  the  clamor  from  ■ 
restive  shareholders  shows,  patienceB 
takeover  battle  can  disappear  as  ■ 
as  a  stack  of  chips  at  a  Vegas  tabkM 

By  Ronald  Grover  in  Los  Anm 
and  Jeffrey  M.  Laderman  in  New  JJ 

Sheraton  Hotels  to  FelCor  Suit! 
Hotels  for  $200  million,  with  if 
retaining  management  contrac 

JUNE  3  Investment  bankers  si 
ITT  may  sell  The  St.  Regis  anc 
some  of  its  luxury  hotels. 
JUNE  9  Hilton  warns  it  may  ci 
its  offer  if  ITT  keeps  selling 
hotels. 


JAN.  27  Hilton  bids  $55  a  share 
plus  debt  assumption,  or  $10.5 
billion,  for  ITT  Corp. 
MAR.  6  ITT  agrees  to  sell 
its  half  of  Madison  Square 
Garden,  the  New  York  Knicks, 
the  New  York  Rangers,  and 
Madison  Square  Garden 
Network  to  Cablevision  Systems 


for  $650  million. 

APR.  30  ITT  sells  its  remaining 
2.8%  stake  in  France's  Alcatel 
Alsthom  for  $530  million. 

MAY  12  ITT  and  Dow  Jones 
announce  sale  of  WBIS+  for 
$257.5  million. 

MAY  19  ITT  agrees  to  sell  five 


HILTON'S 
FIGHT 
FOR  ITT: 
THE  SAGA 
SO  FAR 
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What  can  we  do 
to   catch  your  eye? 


» 


Show  you  the  big  pictu 


re  enlarging  worldwide  with  Kodak.  We  can  do  big  things  for  you,  too.  Eastman  Kodak  Co.  and  Sun 
osystems,  Inc.  have  worked  together  since  1984  on  a  range  of  projects.  The  latest  eye-opener  is  called  the  Kodak 
e  Magic'"  Print  Station.  Powered  by  Sun™  systems,  they  take  any  photo  and  give  you  Kodak  'moments,'  same  size  or 
ged,  in  just  three  minutes.  10,000  kiosks  are  in  action  at  photo  stores  around  the  world,  www.sun.com 
I  the  magic  of  digital  imaging  to  make  snapshot  photographers  look  like  professionals.  In 
uture,  Sun's  Java"'  technology  will  help  expand  Image  Magic  capabilities  and  markets.  Now 
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News:  Analysis  &  Commentary 


The  good  news  from  the  aids  front  is 
that  new  combination  therapies — 
potent  cocktails  of  drugs  taken  to- 
gether— are  far  more  effective  at  keep- 
ing the  hiv  virus  in  check  than  previous 
treatments.  The  U.  S.  death  rate  from 
aids  declined  for  the  first  time  last  year, 
dropping  13%  in  the  first  six  months 
from  1995.  The  bad  news:  At  a  yearly 
cost  of  $12,000  to  $14,000  per  patient, 
states  say  they  can  no  longer  afford  to 
cover  all  the  afflicted  who  apply  for 
help  under  a  program  to  assist  the  unin- 
sured. That's  leading  to  hard  decisions 
about  who  will  get  subsidies  for  the  life- 
lengthening  regimen. 
STRETCHING  FUNDS.  The  extent  of  the 
crisis  became  evident  in  April.  That's 
when  directors  of  the  aids  Drug  Assis- 
tance Program  (adap),  a  federally  fund- 
ed plan  that  picks  up  drug  costs  for 
80,000  aids  patients  not  covered  by 
Medicaid  or  private  health  insurance, 
calculated  that  the  budget  would  fall 
short  by  an  estimated  $68  million  for 
the  fiscal  year  ending  in  October.  This 
despite  a  fourfold  jump  in  annual  fund- 
ing since  1995,  to  $380  million.  The  prob- 
lem: a  77%  increase  in  the  number  of 
clients,  many  of  whom  are  seeking 
treatment  for  the  first  time  precisely 
because  the  new  drugs  are  so  effective. 
But  the  combination  therapies  cost 
roughly  seven  times  as  much  as  azt, 
the  earlier  treatment  of  choice. 

All  50  state  adap  programs  are  facing 


UPTON:  Bumped  from  the  drug- 
assistance  plan  in  Mississippi 

steep  rises  in  both  costs  and  case- 
load. And  in  the  past  year,  34 
states  have  limited  their  programs 
to  stretch  funding — restricting  ac- 
cess to  new  drugs  such  as  pro- 
tease inhibitors,  or  capping  the 
number  of  people  allowed  in  the 
program.  Representative  Nancy 
Pelosi  (D-Calif.)  unsuccessfully  pro- 
posed an  emergency  funding  bill 
to  bail  out  adap  this  spring,  and  is 
now  hoping  for  the  White  House 
to  propose  a  budget  rider.  "This 
is  an  emergency,"  she  says. 

Ask  Justus  Upton,  29,  a  hotel 
clerk  in  North  Jackson,  Miss.,  who 
is  Hiv-positive.  Until  18  months 
ago,  when  he  started  combination 
therapy,  Upton  had  been  surviving 
on  disability  checks.  He  now  takes 
14  dings  daily  to  check  his  infec- 
tion. The  virus  levels  in  his  blood 
have  plunged  to  near-undetectable 
levels  and  he  hopes  to  return  to 
work. 

But  last  month,  the  Mississippi 
Health  Dept.  notified  Upton  and 
662  other  hiv  sufferers  that  they  would 
no  longer  receive  payments  for  many  of 
the  ingredients  in  their  cocktails.  The 
state  is  wrestling  with  a  38%  increase 
in  clients  in  its  adap  program  and  a 
startling  411%  increase  in  costs.  "Please 
know  that  all  of  us  regret  having  to  make 
these  heartbreaking  decisions,"  says  the 
letter.  Small  solace  for  Upton.  "I  got  all 
this  great  news  and  thought  I  might  have 
a  normal  life,"  he  says.  "And  then  it  was 
like — no,  you  can't  have  that." 

Medicaid  is  not  an  option  for  most 
adap  clients  because  their  new  drugs 
have  made  them  too  healthy  to  qualify 
for  disability;  many  are  even  returning 
to  work.  So,  in  addition  to  the  human 
toll,  cutting  off  the  drug  subsidy  could 
raise  the  overall  bill  for  aids.  Warns 
Pelosi:  "These  new  drugs  are  expensive 
but  they  ultimately  result  in  decreased 
costs  [for]  treating  opportunistic  infec- 
tions and  expensive  hospital  stays." 

As  more  state  adap  programs  limit 
access  to  drugs,  aids  professionals  fore- 
see a  system  in  which  only  the  rich  will 
get  medication.  "We've  got  people  that 
have  a  terminal  illness.  We  have  a  num- 
ber of  drugs  that  can  prolong  lives," 
says  Dr.  Nancy  Tatum,  a  medical  ethi- 
cist  at  University  Medical  Center  in 
Jackson,  Miss.  "But  the  bottom  line  is, 
you  have  to  decide  how  to  ration."  An 
ominous  conclusion  for  the  Justus  Up- 
tons of  the  world. 

By  Catherine  Amst  in  New  York, 


DETROIT 


GM  CANT 
AFFORD  TO  BUDii 

To  compete  on  productive, 
it  risks  strikes 

A crippling  17-day  strike  cost  Cn 
al  Motors  Corp.  $900  million 
tertax  profits  last  year.  But 
tion's  largest  carmaker  is  prepa: 
hang  tough  against  the  United  v 
Workers  again  in  1997. 

Why?  Because  gm  has  the  lowef] 
ductivity  of  any  auto  company,  ace: 
to  a  study  released  on  June  11!' 
data,  assembled  by  industry  reseat 
Harbour  &  Associates  Inc.  in 
Mich.,  show  that  GM  spends  $70 
vehicle  more  than  the  industry's; 
efficient  producer,  Nissan  Motor  L 
facturing  Corp.  GM  uses  47  worker 
to  produce  a  car,  compared  with! 
san's   28.   The   other   U.S.  d 
Chrysler  Corp.  and  Ford  Motoi 
come  in  at  38  and  41  hours. 
WALL  STREET  BACKING.  To  get  its 
bers  in  line,  gm  is  determined  t 
50,000  plant  jobs  in  the  next  few  yehs- 
even  if  that  leads 
to  more  strikes.  As 
of  June  11,  gm  was 
facing  walkouts  at 
three  parts  plants, 
including  a  catalyt- 
ic converter  plant 
near  Milwaukee.  A 
strike  there  could 
idle  assembly 
plants  within  days. 
But    gm    is  not 
budging,  and  it  has 
support  from  Wall 
Street,  where  win- 
ning the  productiv- 
ity battle  is  seen  as 
the  key  to  future 
profits.    "This  is 
GM's  opportunity  to 
downsize  through 
attrition,  and  it  has  to  take  advai 
of  that,"  says  Nicholas  Lobaccarrc  a 
analyst  with  Merrill  Lynch  &  Co. 

Needless  to  say,  the  uaw,  facing  ! 
loss  of  thousands  of  jobs,  is  not  givin> 
management  many  concessions  on  sta  n 
levels.  "The  union  locals  have  got  lei 
teeth  into  this  issue,"  says  one  M 
source.  That  means  more  strikes,  i 
strife,  and  for  gm,  a  longer  wait  for  ii 
productivity  improvements  it  needs. 

By  Bill  Vlasic  in  De  j 


ON  THE  LINE: 

Some  50,000 
workers  standi 
lose  GMjobs 


COMMENTARY 


By  John  A.  Byrne 


MANAGEMENT  THEORY-OR  FAD  OF  THE  MONTH?  

ive  years  ago,  Darrell  such  as  "market  migration" 
Rigby  was  sitting  at  «J^B  and  "knowledge  manage- 
rs breakfast  table  f                                            ment,"  are  also  failing  to 
ising  Consumer  score  well  in  terms  of  effec- 
orts  when  he  had  a  tiveness.  Knowledge  manage- 
nstorm.  "In  Consumer  ment — the  idea  of  capturing 
orts,  you  could  get  a  jtiSfato.        t0&}  .*  ^)^^,                jOmk        knowledge  gained  by  individ- 
ltific  rating  on  the  best  JP'"     •«     *  Wm  ^^^^^^k       AW^^^L      uals  and  spreading  it  to  oth- 
mt  butter,  a  $2  or  $3  ^Jg* ■  pmi      ^  Jm  wjfl                 flu*"             ers  in  the  organization — is 
hase,"  says  the  Bain  &  ^                 Jj     "one  of  the  newest  ideas,  and 
:onsultant.  "But  there  t   "'J                                               ~  'Jm      a  lot  of  people  have  just 
no  information  at  all  Nl|rL.          ^^G^r                                     jumped  on  the  bandwagon," 
tie  success  rate  of  man-  \                                                       says  Alan  Kantrow,  chief 
nent  ideas.  Yet  compa-  V.  jA\                                                     knowledge  officer  at  Monitor 
were  spending  mil-  Jf  Ml            ^fl                            >  Co.,  a  consulting  firm.  "They 
>  of  dollars  on  them."  W                ""^H&>              don't  really  understand  what 
thought  led  the  Bain  Vtffflfl        fl             "  -jkWA.  ■  to  do  about  it." 
ctor  to  poll  managers  HL^gB        Mr             ..  flSp£(  Besides  knowledge  man- 
executives  on  the  lat-  flE      H       J»                                         agement,  what's  as  hot  as 
nanagement  theories.  I       ■*                          fl  HP""**--/'        Beanie  Babies?  From  "agile 

ow  four  years  old,  his  ^»   •     ^Bg  strategies"  and  "competitive 

ial  study  on  manage-  jP*  gaming"  to  "core  competen- 

t  tools  and  techniques  i  r  cies"  and  "market  migration 

become  the  Billboard  I  \  analysis,"  today's  most  popu- 

t  for  theories.  Dnicker-  Jr                           /  J  a  lar  ideas  focus  on  good,  old- 

labes  lobby  him  relent-  /  m/<  fashioned  strategic  planning, 

y,  hoping  to  get  their  ftp  Anything  related  to  customer 

1st  incantations  into  his  TUC  I  ATCCT  MAflCI  C  satisfaction  is  also  hot,  and 

ey.  Execs  pore  over  the  InZ  LA  I  Co  I  MUUCLo  benchmarking  remains 

Its  to  ensure  they're  AGILE  STRATEGIES  Encourages  managers  to  wait  strong, 

mssing  anything.  for  profitable  courses  to  emerge  and  then  outrun  the        What's  as  dead  as  a  pet 

K  FIXES.  Of  course,  a  competition  rock?  Little  surprise  here: 

)f  the  most  popular  It's  total  quality  manage- 

agement  ideas  is  all  COMPETITIVE  GAMING  Uses  game  theory  to  play       ment.  tqm,  the  approach  of 

nice.  But  managers  P^L^JI^P?0!?!  di?®I®'2t  strategies^  _  eliminating  errors  that  in- 

I  to  be  wary  of  jumping     KNOWLEDGE  MANAGEMENT  A  way  to  share  "what" "    frease  co,sts,  and  reduce  cus; 

bandwagon  that  often      staffgrs  knQW  W|th  Qthers  .    thg  CQm  tomer  satisfaction  promised 

5  nowhere.  Many  theo-   1__J_   more  than  it  could  deliver 

degenerate  into  little        MARKET  MIGRATION  ANALYSIS  Tracks  which  and  spawned  mini-bureaucra- 

i  than  fads  because  companies  are  winning  and  losing  stock-market  val-      cies  charged  with  putting  it 

appear  to  be  quick  fix-     ue  in  an  industry  and  why  into  action. 

>r  a  topical  problem.  "~data"bus1nesstobaTn~4co  So  what's  the  harm  in  a 

boss  hears  a  fast-talk-  little  fad?  Rigby  says  fads 

*uru  or  reads  about  the  latest        tion  over  the  tool  of  the  month,"  cau-    can  waste  energy  and  resources,  cre- 
ion,  maybe  even  in  this  Bain  re-      tions  Daniel  G.  Simpson,  director  of      ate  unrealistic  expectations,  and  often 
,  and  then  orders  his  executives      strategy  and  planning  at  Clorox  Co.      prove  divisive.  Smart  companies  tend 
ok  into  it.  Moreover,  when  companies  all  start     to  customize  ideas,  win  top-down  sup- 

ley  do,  and  before  you  know  it,      to  follow  the  same  theory,  there's  usu-    port  for  them,  and  devote  consider- 
:ompany  sends  hundreds  of  man-    ally  trouble  ahead.  In  fact,  the  Bain       able  effort  to  making  them  work, 
s  off  to  seminars  and  hires  con-      survey  shows  that  some  of  the  most       Limited  attempts  at  using  new  tech- 
ints  to  make  it  happen.  Yet  chas-    popular  management  remedies  draw       niques  tend  to  produce  poor  results — 
;he  latest  fads  risks  undermining     the  highest  rates  of  dissatisfaction.         regardless  of  the  concept.  All  in  all, 
confidence  of  employees  who  be-     The  least  successful,  according  to  the      rating  management  theories  is  a  de- 
;o  greet  every  new  buzzword         Bain  survey,  is  reengineering.  Some       cidedly  sticky  business.  Getting  them 

increasing  skepticism.  "You           17.3%  of  respondents  say  they  have       to  work,  however,  is  even  tougher. 
I  to  be  fairly  selective  and  consis-    been  dissatisfied  with  the  results  from   

over  time  with  these  things  so       the  once  wildly  popular  strategy.  Byrne  is  a  senior  writer  covering 

re  not  [upsetting]  your  organiza-        The  theories  most  in  fashion  today,     management  for  business  week. 


BUSINESS  WFFK  /  1 1 J  M  F  ?3    1QQ7  47 


In  Business  This  Week 


EDITED  BY  KELLEY  HOLLAND 


MURDOCH  EXITS 
FROM  ORBIT 

RUPERT  MURDOCH  MAY  HAVE 

given  up  on  his  dream  of  a 
U.  S.  satellite-TV  empire  to  call 
his  own.  But  at  least  he's  bail- 
ing out  in  style.  Just  six 
weeks  after  a  much-hyped 
deal  with  EchoStar  Commu- 
nications got  scotched,  Mur- 
doch is  selling  his  satellites 
and  orbital  slots  to  archrival 
Primestar  Partners  for  a 
stake  in  Primestar,  valued  at 
$1.1  billion.  Primestar,  a  con- 
sortium backed  by  Tele-Com- 
munications, Time  Warner, 
and  Comcast,  is  also  being  re- 
constituted as  an  independent 
company.  With  $4.6  billion  in 
assets  and  some  $1  billion  in 
revenues,  it  will  be  able  to  of- 
fer high-powered  satellite  sig- 
nals nationwide.  That  should 


CLOSING  BELL 


LOSING  ALTITUDE 

Airline  stocks  hit  a  downdraft 
on  June  10  amid  worries 
about  earnings  and  the 
prospect  of  a  new  excise  tax. 
The  Amex  index  of  10  airlines 
was  down  3.3%  from  the  pre- 
vious day.  Hardest  hit:  North- 
west Airlines  dropped  7.8%, 
to  35X.  The  Air  Transport 
Assn.  says  a  proposal  by 
Representative  Bill  Archer  (R- 
Tex.)  could  cost  the  industry 
$4.5  billion  over  five  years. 
PameWebber's  Samuel  But- 
trick  thinks  stocks  will  be 
under  a  cloud  all  summer  but 
says  the  uncertainty  should 
be  resolved  by  September. 


BLOOMBERG  FINANCIAL  MARKETS 


put  the  company  in  a  strong 
position  to  give  both  EchoStar 
and  market  leader  DirecTV  a 
nin  for  their  money.  "Oh,  hap- 
py day,"  says  Primestar  ceo 
James  Gray.  "This  is  some- 
thing we've  been  working  to- 
ward for  a  long  time." 

SELF-SACRIFICE 
AT  SALLIE  MAE? 

A  WORLD-CLASS  ROWER  IN  HIS 

younger  days,  Sallie  Mae  CEO 
Lawrence  Hough  usually  rel- 
ishes challenges.  But  locked 
in  a  grudge  match  against  for- 
mer Sallie  exec-turned-dissi- 
dent Albeit  Lord,  Hough  de- 
cided to  bail.  On  June  11,  he 
offered  to  step  down  after 
shareholders  vote  in  July  on 
whether  to  turn  control  of 
Sallie  over  to  Lord's  slate  of 
directors.  The  proxy  battle 
"had  become  personal,"  admits 
Hough.  The  departing  CEO 
says  his  leaving  could  mollify 
Sallie  shareholders  and  enable 
the  company  to  beat  back 
Lord's  dissident  group. 

AOL  SNAPS  UP 

A  BARGAIN  

AMERICA  ONLINE  THINKS  IT 
has  found  a  buy  in  its  deal 
with  online  retailer  CUC  In- 
ternational. In  a  three-year 
pact,  aol,  based  in  Dulles, 
Va.,  will  give  prime  place- 
ment on  its  various  online 
services  to  cue,  which  offers 
discount  coupons  for  shop- 
ping, travel,  and  other  ser- 
vices, cue,  based  in  Stamford, 
Conn.,  has  68  million  mem- 
bers. It  will  pay  AOL  $50  mil- 
lion, to  be  credited  against 
the  future  transactions  and 
membership  commissions  that 
it  expects  to  be  generated  by 
aol's  8  million  members. 


YOUR  SECRETS 
ARE  SAFE  WITH  US 


WEB      MERCHANTS  DREAM 

about  electronic  commerce  as 
the  perfect  medium  for  one- 


HEADLINER:  JAMES  DOLAN 


LIKE  FATHER,  LIKE  SON 


Finally,  good  news  at 
Cablevision  Systems  has 
shareholders  tuning  in. 
On  June  9,  the  company 
announced  it  would 
pick  up  10  cable 
systems  serving 
820,000  New 
York  customers 
from  rival  Tele- 
Communica- 
tions, in  return 
for  33%  of  Cable- 
vision  and  the  as- 
sumption of  $669 
million  in  debt. 

Cablevision  says  the 
deal  also  marks  a 
changing  of  the  guard 
at  Cablevision.  Instead 
of  Chairman  Charles 
Dolan  at  the  negotiating 
table  with  TCI  chairman 
John  Malone,  it  was  son 
James,  42,  who  did  the 


dealing  with  tci,  say  offi 
cials  at  the  Woodbury 
(N.Y.)  company. 

Cablevision  is  pushi: 
James,  ceo  since 
October,  1995, 
more  into  the 
V  spotlight.  But 
I  not  everyone 
thinks  he's  re[ 
ally  the  chief 
wheeler-dealer. 
"Get  serious," 
says  Smith  Barney 
analyst  John  Reidy.  "Thit 
is  John  Malone  and 
Charles  Dolan.  There 
wouldn't  have  been  a  dea 
without  them. 

But  stockholders  don't 
seem  to  care:  By  June  11 
Cablevision  stock  was  up 
41%,  to  49,  from  its  June 
close. 

By  Jennifer  Reingo 


on-one  marketing,  where  ad- 
vertising can  be  tailored  to 
each  individual  consumer. 
That  idea  will  work,  however, 
only  if  consumers  are  willing 
to  share  details  about  them- 
selves— and  many  of  them 
won't.  Now,  the  Electronic 
Frontier  Foundation  intends 
to  assure  those  consumers 
who  tell  all  online  that  Web 
merchants  won't  spread  in- 
formation about  them  with- 
out their  pennission.  The  ser- 
vice, TRUSTe,  will  hold 
information  about  consumers 
and  reveal  only  what  they 
authorize  to  companies  who 
pay  TRUSTe  a  fee  for  the 
privilege. 

A  PARED-DOWN 
INTUIT 

ON  JUNE  10,  INTUIT,  THE  U.S. 

market  leader  in  personal- 
finance  software,  said  that  it 
would  restructure  its  technical 
support  and  European  opera- 
tions, which  would  result  in 


the  layoff  of  270  employis. 
or  about  9%  of  its  total  wdj 
force.  The  restructuring  is  le 
latest  effort  by  Intuit  to  1 
duce  its  costs.  In  late  Km 
the  company  announced  tit 
it  would  sell  its  Parsons  T(| 
nology  direct-marketing  s: 
sidiary  to  Broderbund  Sfl 
ware.  This  move  is  inten  d 
to  cut  costs  in  the  face^f 
sluggish  sales  and  help  In  it 
invest  in  new  growth  arts. 
On  June  11,  Intuit  invesd 
$40  million  in  search-eng-e 
company  Excite. 

ETCETERA... 


■  Shareholders  signed  offn 
an  $8.5  billion  merger  betw>  n 
3Com  and  U.  S.  Robotics. 

■  Thomas  Donohue  success 
Richard  Lesher  as  U^. 
Chamber  of  Commerce  heffl 

■  For  the  second  time  i:a 
year,  Fidelity  is  cutting  mi- 
agement  fees  on  Magellai 

■  Golfer  Greg  Norman  s 
Boeing's  new  spokesman  i 
Boeing  Business  Jets. 

 —h 


.emember  when  you  built  it,  you  always  had  a  clear  sense  of  direction?  We  do. 
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Business  networks  from  Cabletron.  A  simpler  way  to  work. 


Ever  feel  like  you're  spinning  your  wheels  trying  to 
keep  up  with  the  newest  technology  racing  onto  the 
networking  scene?  Many  vendors  continue  to  hype 
their  products  as  the  next  best  thing,  only  to  discontinue 
them  a  year  or  two  later.  Meanwhile,  you  may  have  to 
rip  out  your  entire  infrastructure  just  to  replace  these 
obsolete  products. 

Envisioning  networks  as  more  reliable,  faster  and  less 
expensive  to  own,  operate  and  maintain,  Cabletron 
developed  the  blueprint  for  next-generation  networking. 
Cabletron's  Synthesis  strategy  combines  packet  and 
cell  switching,  network  and  systems  management,  and 
the  industry's  largest  service  organization  to  bring  a 
new  level  of  performance,  security  and  flexibility 
to  networking.  Proof  that  this  strategy  protects 
investments  comes  from  the  fact  that  our  MMAC, 
MMAC-Plus  and  SmartSwitching  platforms  have  all 
adapted  to  support  newer  technologies  like  ATM,  Fast 
Ethernet  and  Gigabit  Ethernet. 

Times  change.  Your  network  shouldn't  have  to. 
And  it  won't  with  Cabletron's  infrastructures  that 
can  easily  migrate  to  the  technologies  of  tomorrow. 
Simplify  your  network  without  going  back  to  the 
drawing  board.  Call  (603)  337-0930  for  more 
information,  or  visit  us  on  the  Web  at 
www.cabletron.com. 
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The  Complete  Networking  Solution7 


At  Compaq,  we  believe  in  changing  the  world  but  we  don't  believe  in  changing  the  Earth.  Which  is 
why  we  try  to  minimize  the  environmental  impact  of  everything  we  do.  From  product  design  to  manufacturing 
to  recy<  ling.  Quite  simply,  success  shouldn't  Ik-  at  the  expense  of  the  environment.  \rVS5 

On  May  30,  we  wen  presented  the  World  Environment  Center  Gold  Medal  for  International  Corporate 
Environmental  Achievement.  Not  lor  doing  something  extraordinary.  But  for  doing  something  we  believe  in. 


COMPAQ. 
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hington  Outlook 


BY  OWEN  ULLMANN 


MING  THIS  SUMMER: 

/ERNMENT  GRIDLOCK,  THE  SEQUEL 


n  President  Clinton  and  Republican  congressional 
iders  signed  their  balanced-budget  pact  in  May,  it 
iked  like  Washington  would  avoid  an  annual  ritual: 
gridlock  over  the  13  spending  bills  needed  to  keep 
rnment  running  for  the  next  year.  But  early  signs 
hat  enacting  the  measures,  which  fund  hundreds  of 
snt  programs,  could  prove  almost  as  contentious  as 
3  over  the  budget  accord  itself.  And  since  the  deal 
big  deficit  cuts  until  the  next  century,  the  current 
ng  may  be  just  a  preview  of  bloody 
wars  to  come. 

lican  budget  hawks  have  their  knives 
?veral  programs  the  Clinton  Adminis- 
and  business — cherish.  What's  more, 
committee  chairmen  responsible  for 
pending  legislation  through  Congress 

to  battle  efforts  by  then-  own  leaders 
ontroversial  measures  onto  the  bills. 

a  tough,  long,  hot  summer  ahead  of 
is  House  Appropriations  Committee 
1  Bob  Livingston  (R-La.). 
icent  rancor  over  an  $8.6  billion  dis- 
if  bill  that  should  have  sailed  through 

is  a  bad  omen.  The  bill  was  intended 
iod  victims  in  the  Dakotas  and  Min- 
nd  to  finance  U.S.  peacekeeping  in 
Jut  GOP  leaders  insisted  on  attaching  SWEATING 
lated  provisions.  One  would  block  a  ~ 
;nt  shutdown  if  Congress  fails  to  pass  spending  bills 
1,  the  start  of  the  new  fiscal  year,  by  continuing 
-but  at  levels  lower  than  Clinton  wants.  The  other 
ir  the  Census  Bureau  from  using  statistical  sam- 
the  2000  census,  which  Republicans  fear  would  in- 
e  count  of  Democratic-leaning  poor  people.  Clinton 
le  bill  on  June  9,  forcing  the  gop  to  regroup, 
saster-relief  imbroglio  undercut  House  GOP  leaders' 
his  year  to  loosen  their  tight  rein  over  committee 


PITALWRAPUP 


chairmen.  The  shutdown  and  census  riders  were  added  over 
heated  objections  by  Livingston.  His  Senate  counterpart, 
Ted  Stevens  (R- Alaska),  also  prefers  stripped-down  bills. 

But  even  "clean"  spending  bills  are  sure  to  set  off  fire- 
works. While  the  budget  pact  obliges  Congress  to  make  ef- 
forts to  shield  Head  Start  and  other  Clinton  priorities  from 
cuts,  many  Republicans  have  their  scalpels  out  for  other 
Presidential  favorites  that  have  business  support,  such  as 
the  Overseas  Private  Investment  Corp.'s  $104  million  gov- 
ernment subsidy  and  the  Commerce  Dept.'s 
$225  million  advanced-technology  research  pro- 
gram. The  gop's  targets  total  only  a  few  billion 
dollars,  but  they're  symbols  of  Big  Govern- 
ment to  many  Republicans.  "It's  the  red  meat 
the  gop  tosses  to  the  right  wing,"  scoffs  Rep- 
resentative David  R.  Obey  (D-Wis.). 
RIDERS.  Fights  will  also  erupt  over  business 
and  GOP-backed  riders  aimed  at  reining  in  some 
agencies.  Fearful  that  the  Occupational  Safety 
&  Health  Administration's  proposed  workplace 
ergonomics  rules  will  be  costly  and  cumber- 
some, business  wants  to  add  a  provision  post- 
poning the  regs  to  a  roughly  $285  billion  bill  to 
fund  the  Labor,  Health  &  Human  Services  and 
the  Education  Depts.  Corporate  reps  are  also 
urging  the  gop  to  attach  a  rider  to  curb  the 
National  Labor  Relations  Board's  powers. 
Such  fighting  will  only  get  more  intense  by 
2000,  when  the  deficit  must  drop  sharply  to  meet  the  promised 
balanced  budget  by  2002.  Whether  the  gop  leadership  can 
make  good  on  that  pledge  remains  to  be  seen.  After  all,  many 
Republicans  as  well  as  Democrats  are  reluctant  to  slash  pro- 
grams. "There's  a  lot  more  support  for  government  services 
than  people  had  thought,"  says  Stan  E.  Collender,  a  budget  ex- 
pert at  Burson-Marsteller,  a  public-relations  firm.  That's  a 
thought  certain  to  haunt  Congress  for  the  next  five  years. 

By  Amy  Borrus 


mngston 


HG  FOR  THE  EXITS? 

e  Democrats  are  fretting  that 
mced-budget  deal  may  nudge 
sgruntled  liberal  veterans  to 
-putting  their  seats  at  risk  to 
llengers.  Reason:  Voters  will 
deal  as  a  gop  triumph,  making 
ler  for  Democrats  to  recapture 
ise  in  '98.  Two  names  frequent- 
ioned  as  retirement  candidates 
higan's  John  D.  Dingell,  a  22- 
and  most-senior  member  of  the 
and  Democratic  Caucus  Chair- 
c  Fazio  of  California. 


BUSINESSES  AGAINST  MFW 

►  While  most  U.S.  companies  are  unit- 
ed behind  renewed  most-favored- 
nation  trade  status  for  China,  anti-MFN 
forces  are  getting  new  ammunition 
from  a  renegade  business  coalition. 
The  U.  S.  Business  &  Industrial  Coun- 
cil, an  America  First  group  of  mid-size 
companies,  argues  in  a  study  that  Chi- 
na's market  hasn't  produced  the 
promised  bonanza.  Example:  The  U.S. 
exports  more  to  tiny  Belgium.  Loss  of 
mfn  would  press  Beijing  to  buy  more 
U.S.  goods,  the  council  argues. 


NUMBERS  GAME 

►  Census  Bureau  Director  Martha  F. 
Riche  is  vowing  to  quit  "in  a  very 
loud  way"  if  Administration  officials 
try  to  exert  political  influence  on  the 
2000  census.  Congressional  Republi- 
cans want  to  head  off  the  use  of  sta- 
tistical sampling  in  the  census,  saying 
they  fear  Clintonites  will  pressure 
bureaucrats  to  overcount  immigrants 
and  minorities.  The  GOP  says  such  a 
move  could  cost  it  two  dozen  House 
seats — and  possibly  majority  status — 
in  post-2000  redisricting. 
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International  Business 


GERMANY 


DAMNED 
IF  HE 
DOES... 

Kohl's  choice:  Hang  tough  on 
EMU-or  appease  voters 


■  t's  almost  as  if  the  water  in  the  gov- 
I  ernment  offices  of  Paris  and  Bonn 
I  contains  chemicals  that  induce  self- 
I  destructive  behavior.  First,  former 
French  President  Jacques  Chirac  called 
early  elections  to  cement  his  power — 
only  to  be  trounced  by  the  Socialist  op- 
position. Now,  German  Chancellor  Hel- 
mut Kohl  is  finding  that  the  goal  on 
which  he  built  his  political  identity,  Eu- 
ropean monetary  union,  could  cause  his 
government  to  collapse. 

The  trouble  is  that  with  the  German 
economy  faltering,  emu  puts  Kohl  in  a 
bind  that  is  straining  his  center-right 
governing  coalition  nearly  to  the  break- 
ing point.  If  he  sticks  to  his  vision  of  a 
single  European  currency  that's  as  high- 
ly valued  and  stable  as  the  German 
mark,  German  voters  will  rebel  against 
the  austerity  needed  to  achieve  it.  If 
he  backs  down,  allowing  easier  terms 
for  emu  and  a  weaker  new  currency, 
voters  will  revolt  against  exchanging 
their  trustworthy  marks  for  the  new 
euros.  The  cracks  in  his  government 
could  force  Kohl  into  forming  a  new 
coalition  or  even  calling  elections  in  the 
next  month  or  two — more  than  a  year 
ahead  of  their  fall  1998  timetable.  ' 
MIXED  signals.  Aggravating  Kohl's  po- 
litical crisis  are  mixed  signals  from 
France's  new  Socialist  government  on 
how  tough  the  emu  rules  should  be.  On 
June  9,  new  French  Finance  Minister 
Dominique  Strauss-Kahn  strode  into  a 
meeting  of  European  Union  finance  min- 
isters in  Luxembourg  and  announced 
that  France  wasn't  ready  to  sign  the 
so-called  stability  pact  they  were  as- 


sembled to  approve. 
That  agreement,  so 
far  staunchly  sup- 
ported by  Germany, 
would  fine  emu  coun- 
tries that  don't  ad- 
here to  strict  fiscal 
limits  on  deficits  and 
inflation.  The  next 
day,  the  French 
made  reassuring 
noises  that  they  did- 
n't intend  to  modify 
the  pact,  while  Ger- 
man and  eu  officials 
scrambled  to  add 
phrases  about  growth 
and  job  creation  to 
its  language. 

But  while  the 
politicians  in  Paris 
see-saw  between 
playing  to  their  con- 
stituencies and  acting 
like  euro  boosters,  Kohl's  clock  is  lim- 
ning out.  Right  now,  Germany  itself 
does  not  meet  the  criteria  for  emu, 
which  call  for  a  budget  deficit  no  higher 
than  3%  of  gross  domestic  product.  The 
German  number  is  forecast  to  come  in 
at  3.4%  this  year.  German  Finance  Min- 
ister Theodor  Waigel  is  desperately  try- 
ing to  avoid  tax  hikes,  since  they  would 
enrage  the  Freedom  Democratic  Party, 
a  minority  partner  in  Kohl's  center-right 
coalition.  Instead,  to  help  plug  the  $10.6 
billion  budget  gap,  Waigel  is  considering 
unpopular — and  not  very  effective — 
measures  such  as  cutting  the  Christ- 
mas bonuses  of  public  employees. 


IMPASSE 

If  Kohl  backs  down 
on  austerity, 
Germans  won't 
want  to  adopt 
the  weaker  euro 


The  possibility  that  France 
call  for  looser  terms  for  emu  vL, 
European  leaders  meet  at  an  %;; 
terdam  summit  on  June  16-17  m 
more  likely  a  political  showdow 
Bonn  between  the  tough-euro 
pro-growth    factions.  Like 
French,  German  voters  are  fe< 
with  budget  cuts  at  a  time  wL 
11.4%  of  them  are  out  of  work.  On 
6,  Bonn  announced  that  German 
lessness  had  unexpectedly  jumpet 
May  by  a  seasonally  adjusted  56, 
raising  unemployment  to  a  post 
record  of  4.36  million. 

The  financial  markets'  gyration; 
response  to  the  news  illustrate  the 
for  Kohl  of  a  faltering  euro.  When 
French  signaled  they  may  turn  thun 
down  on  the  stability  pact,  the  Gen| 
mark  jumped  by  1%  against  the  Ij^, 
dollar  and  the  French  franc,  as  inves 
sought  security  in  Europe's  stronjl 
currency.  If  the  mark  keeps  apprec . 
ing,  it  could  strangle  German  expo 


a. 
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ESSURES  ON 
HANCELLOR 


HIPLOYMENT 


n  unexpected 
ay  to  a  postwar 
■  million,  or  11.4%. 
00  Germans  have 
s  in  the  past  12 
no  relief  in  sight. 


SET  DEFICIT 


projected  3.4%  of 
r — well  outside  the 
uired  for  monetary 
;ould  threaten  tax 
sr  reforms  Kohl  has 
;iness. 


y  the  budget  woes 
alists'  election  victory 
ren  some  EMU  back- 
ingle  currency  should 
r  its  criteria  loos- 
anathema  to  Kohl. 


>y  tensions  over  eco- 
is  and  the  euro, 
-right  coalition  trails 
>y  41%  to  48%.  That 
i  early  elections. 

INDES3ANK.  UBS,  DIE  WELT 


ig  the  nation's  already  feeble 

economic  growth  this  year, 
ks  this  summer  for  Germany 
:derable,"  says  Deutsche  Bank 
nomist  Norbert  Walter. 
jh\  may  opt  for  a  weaker  euro 
his  coalition  government  alive, 
lalysts  predict  a  compromise 
Id  let  countries  enter  emu  with 

of  3.5%  or  4%  of  gdp.  That 
ise  the  strain  on  Kohl's  own 
nd  probably  maintain  the  sup- 
le  Free  Democrats.  It's  a  move 
mpanies  might  support.  They 
vorking  euro  because  it  would 
pital  markets  more  efficient, 
eak  euro  would  boost  their  ex- 

don't  think  Europe  has  any 
ve  but  to  push  ahead  with  the 
ye  want  to  compete  with  Asia 
^rica,"  says  Horst  Waesche,  a 

of  the  management  board  at 
I  chemical  giant  Hoechst. 
if  Kohl  can  save  face  on  emu, 
has  the  dicey  task  of  getting 


JOBS  CRUNCH 

Finance  Minister 
Waigel  may  boost 
investment  by 
cutting  corporate 
income  taxes, 
but  it  will  take 
bolder  reforms, 
especially  lower 
labor  costs,  to 
empty  Germany's 
job-finding  centers 


his  domestic  economy  back  on  track. 
German  economic  growth  won't  relieve 
unemployment  by  much,  so  despite  his 
budget  woes,  Kohl  will  try  to  stimulate 
the  economy.  Waigel  is  expected  to  in- 
troduce the  first  draft  of  his  1998  budget 
on  July  11,  and  business  groups  expect 
him  to  try  to  boost  investment  by  slash- 
ing corporate  income  taxes  to  35%,  from 
45%  now.  There  also  may  be  some  eas- 
ing of  the  personal  income  tax,  which 
has  a  top  rate  of  about  57%. 
"CRISIS  TO  CRISIS."  It  will  take  bolder 
reforms,  however,  to  make  Germany 
grow  again.  Labor  regulations  are  busi- 
ness' biggest  problem.  The  nation's 
chemical  workers  recently  agreed  to  a 
widely  hailed,  flexible  labor  contract  that 
reduces  pattern  bargaining  and  allows 
distressed  companies  to  pay  lower 
wages.  But  such  an  accord  may  not  save 
many  jobs.  Costs  are  so  high  that,  over 
the  next  few  years,  chemical  giant  Bay- 
er plans  to  cut  its  66,000-member  Ger- 
man workforce  by  about  1,000  employ- 


ees a  year.  And  it  plans  to  in- 
vest $3.45  billion  in  the  U.  S. 
through  2000,  vs.  about  $2.35 
billion  in  Germany.  "What  we 
need  urgently  is  a  breaking 
up  of  the  labor  cartels,"  says 
Thomas  Mayer,  a  Goldman, 
Sachs  &  Co.  economist 
Frankfurt. 

Given  his  political  woes, 
though,  few  expect  Kohl  to  at- 
tempt the  structural  reforms 
Germany  needs.  "Political  re- 
forms will  come  slower  than 
we  hoped,"  laments  Gerd 
Scholze,  owner  of  an  engineer- 
ing company  in  Stuttgart. 
"The  flight  of  capital  and  jobs  will  in- 
crease." Adds  Klaus  Friedrich,  chief 
economist  at  Dresdner  Bank:  "We  seem 
to  be  moving  from  crisis  to  crisis.  That's 
a  difficult  environment  in  which  to  do 
structural  reforms." 

Indeed,  as  Kohl  struggles  with  the 
emu  dilemma,  German  competitiveness 
continues  to  erode.  Hourly  manufactur- 
ing wages  in  Germany  have  soared 
nearly  40%  since  1988,"  to  $31.44  last 
year,  compared  with  about  $15  in 
Britain  and  the  U.  S.,  where  they  hard- 
ly budged  over  the  same  period.  And 
benefits  amount  to  80%  of  German 
wages  vs.  about  40%  in  the  U.  S.  and 
Britain.  "We  have  to  reform  our  tax 
system,  health-care  system,  and  pen- 
sions," says  Hoechst's  Waesche.  "These 
are  the  prerequisites  to  turning  Ger- 
many around."  With  Kohl  fighting  for 
his  political  life,  though,  these  aren't 
the  issues  he's  likely  to  tackle  first. 

By  Thane  Peterson  in  Frankfurt,, 
with  William  Echikson  in  Brussels 
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WHO  SAYS 

INSURERS  ARE  DULL? 

A  buying  binge  by  Rolf  Hiippi  has  Zurich  Insurance  hopping 

Rolf  Hiippi  is  taking 
Zurich  Insurance 
Group  for  a  fast  ride. 
The  54-year-old  ceo,  who 
at  age  20  passed  up  an 
opportunity  to  study  in 
Paris  in  favor  of  a  job  in 
the  Swiss  insurer's  New 
Delhi  branch,  has  pro- 
pelled the  company  rapid- 
ly into  financial  services 
and  international  markets. 
His  latest  gambit:  trying 
to  snag  Scudder,  Stevens 
&  Clark  Inc.,  the  New 
York-based  mutual-fund 
specialist,  for  an  estimat- 
ed $1.5  billion. 

Hiippi's  bold  strategy 
has  fueled  strong  growth 
and  driven  up  Zurich's 
stock  price.  Since  1994, 
Zurich  has  bought  six 
companies,  including 
Chicago-based  Kemper 
Corp.,  which  it  acquired 
for  $2  billion  last  year. 
The  firm  also  has  formed 
joint  ventures  and  opened 
offices  in  emerging  mar- 
kets   from    Russia  to 
Thailand.  Earnings  are  I 
expected  to  hit  $970  million  in  1997 — 
double  those  of  1994 — on  revenues  of 
$21.5  billion.  "They  are  among  the  best 
from  a  financial  strength  perspective," 
says  Rob  Jones,  director  of  Standard  & 
Poor's  Corp.'s  insurance  rating  unit  in 
London. 

"BEARING  DOWN."  Hiippi,  who  became 
CEO  in  1991,  shows  no  signs  of  wanting 
to  slow  his  pace.  The  world's  11th- 
largest  insurer,  Zurich  must  continue 
to  forge  ahead  or  risk  falling  behind 
such  fast-moving  global  giants  as 
France's  Axa  Group  and  American  In- 
ternational Group  Inc.  "Big  challenges 
are  bearing  down  upon  us,"  he  says. 
But  Hiippi  has  plenty  of  ammunition. 
Booming  markets  boosted  the  value  of 
Zurich's  investments  by  33%  in  1996, 
to  $80  billion.  A  weaker  Swiss  franc 
also  has  helped,  increasing  the  value  of 
Zurich's  earnings  from  North  Ameri- 
can and  German  subsidiaries,  which  ac- 
count for  43%  of  its  revenues.  More- 


BOLD  MOVE:  // 

Hiippi  snags 
Scudder,  profits 
shotdd  soar 
even  further 


over,  the  company  has 
substantial  reserves 
that  will  provide  it 
with  a  cushion  if  con- 
ditions sour.  Merrill 
Lynch  &  Co.  analyst 
Robin  Mitra  estimates 
Zurich  has  set  aside 
$2.3  billion  that  can  be 
drawn  down  to  shore 
up  earnings  without 
jeopardizing  its  finan- 
cial strength. 

Assuming  that  the 
Scudder  deal  goes 
through  as  anticipated,  it  should  bolster 
Zurich's  earnings  even  further.  Scud- 
der's  $115  billion  in  assets,  upscale  clien- 
tele, and  gilt-edged  reputation  could 
give  a  boost  to  Zurich  Kemper  Invest- 
ments Inc.,  which  had  been  batted  back 
and  forth  among  several  suitors  before 
the  Swiss  took  charge. 

Despite  the  stock  market's  hitting 


ZURICH  INSURANCE 
TAKES  OFF 
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record  highs,  the  Kemper  famil 
funds  has  been  a  lackluster  perfoi 
and  its  market  share  has  shrunk  [ 
3.2%  to  1.17%  since  1990.  Ind| 
sources  think  Zurich  would  mergS 
Kemper  and  Scudder  trading  deskB 
other  units  to  cut  costs.  MoreoveiH 
additional  fees  Scudder's  funds  genH 
will  help  smooth  out  the  volatile  m 
ings  swings  of  Zurich's  core  insuiH 
business.  A  Scudder  spokeswomaiB 
clined  to  comment,  but  Hiippi,  whoH 
declines  to  comment  about  ScuiH 
notes  that  Zurich's  moves  to  beeH 
and  focus  Kemper's  marketing  ■ 
started  turning  that  company  arouH 
There  could  be  a  hitch,  howa| 
Scudder's  relation! 
with  its  biggest  ell 
the  American  Assft 
tion  of  Retired  Pen* 
(aarp).  Scudder'sl 
elusive  contract  t« 
"  fer  investment  fund* 
the  aarp's  33  million  members  I 
brought  in  $14  billion  in  assets,  m 
Executive  Director  Horace  B.  Dl 
says  the  group  is  discussing  whel 
Scudder's  acquisition  by  a  large  fori 
company  would  benefit  his  organizal 
JUGGLING.  Deets  and  an  aarp  spotff 
woman  declined  to  comment  furti 
But  setbacks  have  been  rare  for  Hul 
who  ran  offices  in  India  and  Pittsbil 
before  returning  home  in  1975  and  | 
ning  acclaim  for  letting  local  manal 
run  their  shows.  He  sets  tough  finam 
targets,  then  lets  the  heads  of  Zuri 
266  business  units  decide  how  to  nj 
them.  Only  when  managers  beat  t| 
targets  do  they  collect  bonuses. 
Some  industry  experts  won! 

whether  Hiippi  is  I 
ing  to  juggle  too  mi| 
In  addition  to 
Scudder  deal,  ZuricHj 
the  past  year  ; 
bought  a  stake  in 
of  Poland's  largl 
banks,  entered  intoh 
insurance  joint  ventji 
in  Thailand,  purchai 
a  Norwegian  insun 
and  expanded  its  flet 
ling  presence  in  Chi 
and  Japan.  Hiippi  is  B 
termined  not  to  be  ft. 
behind  as  the  world's  insurance  goliak 
rush  to  expand  their  roach.  That's  j it 
the  kind  of  hard-charging  attitude  y< 
expect  from  a  man  who  was  runni£ 
Zurich's  Indian  operations  by  the  tifel 
he  was  22. 

By  David  Woodruff  in  Zurich,  vm 
Richard  A.  Melcher  in  Chicago  ajil 
Paula  Dwyer  in  Washington 
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JAPAN 


WHY  TOKYO  IS  YANKING 
ON  THE  REINS 

It's  holding  off  speedy  recovery  to  put  its  fiscal  house  in  order 


T 


lo  an  American  trade  hawk,  it  may 
seem  Japan's  Ministry  of  Finance 
was  up  to  its  old  tricks.  Responding 
to  warnings  from  U.  S.  Trade  Repre- 
sentative Charlene  Barshefsky,  Finance 
Minister  Hiroshi  Mitsuzuka  in  early 
June  said  that  Japan's  surging  trade 
suiplus  is  "a  passing  phenomenon."  Just 
days  later,  Tokyo  revealed  that  Japan's 
cuirent-account  surplus  for  April  nearly 
doubled,  to  $9.8  billion,  from  the  year 
before.  Most  economists  expect  the  sur- 
plus to  keep  ballooning  for  the  rest  of 
1!H)7.  Meanwhile,  Tokyo  is  suppressing 
demand  for  imports  by  hiking  taxes  and 
cutting  spending,  slowing  the  economy 
just  as  it  is  gathering  momentum. 

What  are  Tokyo's  fiscal  man-  ... 
darins  thinking?  Some  skeptics  smAi 
fear  the  Ministry  of  Finance 
policies  will  throw  the  econo- 
my back  into  recession  and  re- 
new trade  friction  with  the 
U.  S.  as  well. 

BUYING  TIME.  But  the  MOF  is 

gambling  it  can  win  at  a 
longer-term  game.  Before  let- 
ting the  economy  gallop  for- 
ward and  embracing  the  "Big 
Bang"  deregulation  of  its  finan- 
cial markets,  the  mof  would 
like   another   year   of  slow 


growth  of  2%  or  even  less.  The  extra 
time,  and  revenue  from  the  tax  hikes, 
would  enable  the  mof  to  start  repairing 
the  budget,  which  was  ravaged  by  $531 
billion  in  road  work,  rural  irrigation  pro- 
jects, and  other  wasteful  measures  de- 
vised to  keep  the  economy  afloat. 

The  austerity  policies  also  would  re- 
lieve pressure  on  the  Bank  of  Japan  to 
raise  its  record-low  interest  rates.  That's 
important,  because  a  sharp  increase 
could  devastate  the  balance  sheets  of 
Japan's  banks  at  a  time  when  they  need 
to  write  off  some  $200  billion  in  bad 
debts.  "The  government's  attitude  is 
that  a  year  of  dull  growth  is  a  price 
worth  paying,"  says  Richard  Jerram, 


NISSANS  FOR 

EXPORT:  JAPAN'S  g 

CAR  GIANTS  ARE 

ON  A  TEAR 

JAPAN'S  GAME  PLA| 
TO  FIX  THE  EG0N0MB 

►  RAISE  REVENUE  NewtaJ 
and  lees  will  raise  $80  billi» 
this  year  to  repair  the  budJfc " 
Growth,  however,  will  slowM 

►  CONTROL  INTEREST  RATES 

The  Bank  of  Japan  wants  tat 
keep  rates  low  so  banks  caJjn 
afford  to  write  off  bad  debts* 

►  DEREGULATE  FINANCIAL 
MARKETS  When  the  budget  i 
on  a  more  solid  footing,  Tom 
can  move  to  open  the 
markets  to  competition 
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economist  at  ing  Barings  Ltd.  in  Tom  d 
As  usual,  the  cost  of  all  this  will 
borne  chiefly  by  Japanese  consunrtH 
and  foreign  exporters.  In  April,  JaptM 
consumption  tax  jumped  from  39&<ta 
5%.  The  government  also  annouw 
rollbacks  in  annual  income-tax  rebfl 
and  higher  fees  for  the  socialized  nrla 
ical  system.  These  moves  will  raise  Hj 
billion  this  year.  "The  nation  at  Ian 
is  in  a  retrenchment  mood,"  says  Kan 
Nukazawa,  senior  managing  directofei 
Keidanren,  the  corporate  trade  groils| 
Sluggish  domestic  spending  will  trfl 
late  into  weaker  demand  for  impoH 
which  were  already  hit  by  the  weaH 
yen.  Despite  the  currency's  13%  jufl 
since  May  1,  to  111  to  the  dollar, H 
still  30%  off  its  level  of  two  years  api 
Among  the  hardest  hit  will  be  km 
nations  such  as  Thailand  and  IndoN 
sia,  which  depend  heavily  on  exportsffi 
Japan. 

EXPORT  POWERHOUSES.  Fresh  strata 
in  Japan-U.  S.  trade  relations  are  w 
other  likely  result.  Soon  after  the  trja 
figures  were  released,  U.S.  Treasiyt 
Secretary  Lawrence  H.  Summers  pleU 
ed  for  Tokyo  to  boost  domestic  denial: 
Yet  while  U.  S.  companies  exportingol 
Japan,  such  as  Compaq  Cd-j 
puter  Corp.  and  Ford  Mojri 
Co.,  find  the  going  toughkl 
the  resurgent  export  powl-i 
houses  of  Japan  are  on  a  t(jri 
in  the  U.  S.  Japanese  auto  jj 
ports  to  the  U.  S.  should  jup 
at  least  20%  this  year.  It'M 
similar  story  in  electronic 
After  nearly  a  decade-lop 
decline,   during  which  pfl-i 
duction  shifted  to  Southe:! 
Asia,  exports  of  Japanese-mai 
televisions  have  risen  for  t] 
past  seven  months,  surging 
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reader  hooked  up  to  your  computer.  It's  a 
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corner  of  the  world  can  communicate  and 
work  together  face-to-face. 

And  NEC  is  positioned  to  be  the  one  true 
leader  in  multimedia.  After  all,  we're  the  only 
high-tech  company  that  ranks  among  the  top 
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33%,  to  358,000  units,  in  April  alone. 

Despite  the  disturbing  signs,  Japan's 
bureaucrats  are  betting  they  can  stave 
off  a  backlash  long  enough  to  pursue 
their  agenda.  The  question  is  whether 
Japanese  companies  can  resist  the  temp- 
tation to  export  as  much  as  possible. 
Some  40%  of  Toyota  Motor  Corp.'s  $6.1 
billion  in  recmring  profits  last  year  came 
from  currency  gains.  "I  hope  (compa- 
nies such  as)  Toyota  and  Honda  keep 


things  in  moderation,"  says  Minoru  Mak- 
ihara,  president  of  Mitsubishi  Corp. 

The  Ministry  of  Finance  hopes  that 
chances  of  trade  strife  will  be  reduced 
by  the  more  aggressive  stance  of  Amer- 
ican manufacturers,  who  have  increased 
their  competitiveness  and  offshore  pres- 
ence since  the  first  Japanese  onslaught 
of  the  1980s.  And  so  far,  Washington's 
protests  have  been  restrained,  partly 
out  of  fear  that  Japan's  recovery  re- 


mains fragile.  If  the  Clinton  Adrii> 
tration  brings  heavy  pressure  nc  t 
strengthen  the  yen,  Japan's  ecoifn 
could  well  slip  back  into  recession  5i 
Tokyo  is  betting  that  if  it  curbs  ;h 
budget  gap  and  sets  the  stage  fonr 
ous  deregulation,  foreign  trade  par!i 
and  Japanese  citizens  will  agree  % 
the  extra  year  of  pain  was  worth 

By  Steven  V.  Brull  and  Emily  21 
ton,  with  Frank  J.  Comes,  in  Toky 


THE  ECONOMY  IS  IN  A  RECOVERY  MODE 


Tadahiro  Sekimato,  chairman  of 
Japanese  electronics  giant  NEC 
Corp.,  is  also  a  vice-chairman  of 
K<  nln in-cti,  tin  Federation  of  Eco- 
nomic Orgayiizations.  He  is  a  top 
candidate  to  become  chairman  of 
that  preeminent  business  group  next 
year,  which  would  make  him  Corpo- 
rate Japan's  main  spokesman  on 
business  issues.  Sekimoto,  70,  recent- 
ly sat  down  with  Contributing  Edi- 
tor Robert  Neff  in  Tokyo. 

Q:  Is  Japans  economy  on  track  to 
recovery?  What  is  your  outlook? 
A:  I  personally  think  that  the  econo- . 
my  has  bottomed  out  and  is  in  a  re- 
covery mode.  The  economy  probably 
grew  by  about  2%  in  real  terms  for 
the  fiscal  year  that  ended  in  March. 
[Yet]  economic  cycles  are  influenced 
by  psychology,  so  if  the  media  make 
people  depressed  and  government 
takes  antistimulative  measures,  the 
economy  won't  rise.  More  important 
than  spending  trillions  more  yen  on 
public  works  is  for  the  government 
to  take  clear  policy  stands  so  people 
feel  secure.  It's  a  fact  that  we  will 
never  go  back  to  5%  to  7%  annual 
growth,  but  if  we  want  2%  or  3% 
growth,  we  can  get  it. 

Q:  Wliat  about  the  wags  who  say 
we're  past  the  days  of  Japan-bashing 
(Ixisshnigii )  a  a.  I  Japan -passing 
(passhingu)  and  are  now  in  an  age 
of  Japan  nothing  (nasshingu)? 
A:  Somebody  once  described  Japan 
as  No.  1.  That  was  too  much.  But 
"Japan  nothing"  is  nothing.  Japan's 
electronics  hardware  industry  is  still 
No.  1  in  the  world.  That  includes 
computers,  liquid  crystal  displays, 
and  plasma  display  panels.  Japanese 
supercomputers  function  better  than 
American  ones.  In  telecoms,  the  opti- 
cal fiber  link  between  Hokkaido  and 


Kyushu  is  the  world's  fastest.  I  must 
admit  that  we  are  weaker  in  soft- 
ware operating  systems  than  the 
U.  S.,  but  we're  not  bad  at  applica- 
tions. And  we're  good  at  computer 
games  and  are  exporting  a  lot.  So 
we're  coexisting  with  the  U.  S. 

in  electronics. 


HARD  REALITY 

illVs  a  fact  that  we 
will  never  go  back 
to  5%  to  7% 
annual  growth  7  7 

Q:  How  will  a  gray  ing  Japan 's  fu- 
ture competitiveness  be  affected  by 
its  low  birth  rate,  crushing  pension 
costs,  and  declining  tax  base? 
A:  From  the  birthrate  point  of  view, 
Japan  is  becoming  nothing.  (Laughs.) 
If  you  don't  have  a  certain  popula- 
tion level,  you  can't  produce.  But  we 


can  solve  the  problem  by  emulating 
Malaysia  and  Singapore,  which  pro- 
vide subsidies  from  the  second  chile 
on.  Bigger  houses  would  also  help. 

Q:  Can  Japan  prosper  without  seri- 
ous deregidation,  financial  reform, 
and  administrative  reform? 
A:  Compared  to  the  1980s,  there  h; 

been  quite  a  bit  of  deregulation. 

One  example  is  reform  of  the  Big 
Store  Law,  which  has  changed  reta: 
ing.  But  there's  still  too  much  red 
tape. 

In  fiscal  reform,  Japan's  national 
debt  is  more  than  90%  of  gross  do- 
mestic product.  That  is  way  too  higl 
compared  with  the  European  Union' 
64%  target  for  countries  adopting 
the  euro.  But  we  can't  go  on  a  radi- 
cal diet,  or  we'll  get  sick. 

Q:  What  is  a  comfortable  yen/dollar 
rate  for  you? 

A:  We  can  stand  100  to  110  yen;  115 
to  125  is  O.  K.  But  we'd  prefer  120 
to  130. 

Q:  At  that  rate,  don't  you  worry 
about  trade  friction  with  the  U.S.? 
A:  That's  irrelevant.  About  70%  to 
72%  of  Japan's  exports  to  the  U.S. 
are  capital  goods  or  products  not 
made  there,  such  as  facsimile  ma- 
chines. Americans  need  these  things. 
If  the  yen  weakens,  Americans  bene- 
fit by  paying  less. 

Q:  How  do  you  evaluate  Japan's 
current  political  system  and  leader- 
ship? How  much  do  they  need  to 
change? 

A:  Prime  Minister  Ryutaro  Hashimo- 
to has  six  reform  plans  in  such  areas 
as  administration  and  finance.  I 
wouldn't  give  him  a  100  right  now. 
More  like  an  80.  But  I  want  to  sup- 
port him. 
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in  the  Global  Marketplace. 


Ask  for  the  world.  We'll  deliver. 


UNITED  STATES  POSTAL  SERVICE 


A  STARTER  KIT,  CALL  1-800-THE  USPS,  EXT.  2038,  OR  VISIT  US  AT  http://WWW.USPSGLOBAL.COM 

:il.  Chile,  China  and  Saudi  Arabia,  service  is  limned  to  major  cities  ©  1997  USPS  FS27 


We've  spent  over  1,200,000  hours 

MAKING  OUR   PRODUCTS   MORE   reliable,  compatible 
AND  expandable  THAN  EVER. 


FOR   THE   NEXT    1,00  0'  WE'LL   BE  MAKING 
THEM   MORE   affordable  THAN  EVER. 


In  other  words,  our  spec  ial  promotion  is  good  from  4/28/97  to  6/  $0/97. 


Si 


Compaq  Deskpro  6000  Family 
Prices  reduced  u[>  to  23%?  Now  starting  at 
$1,589!  (Monitor  sold  separately.) 


Compaq  ProLiant  5000 
Free  SMART-2  Array  Controller 

with  the  purchase  of  ProLiant 
5000  6/166  and  6/200/512  models 
(thru  7/31/97):* 


Compaq  Professional  Workstation  5000 
Pri(  es  reduced  up  to  16%:  No«  starting  at  J3,5(XK 
Plus,  buy  the  i-D  Model  of  the  Professional  Workstation  and 
receive  $500  toward  a  V70,  P70,  or  QViskxi  210  monitor 
(thru  6  /  30/97)"  (Monitor  sold  separately.) 


The  clock  is 


DEFINITELY  TICKING 


Compaq  Deskpro  2000  Family 
Prices  reduced  up  to  IS"  <'  Now  starting  at 
S  1,089;  (Monitor  sold  separately.  I 


on  these 


exceptional  VALUES 


AND   extra  SAVINGS. 


Compaq  ProLiant  2500 

Buy  a  ProLiant  2500  and  get 
S500  off  a  4.3GB  or  9.1  GB  hard 
drive  (thru  7/31/97)" 


Compaq  Deskpro  4000  Family 
ces  reduced  up  to  19%!  Now  starting  at 
$1,269!  (Monitor  sold  separately.) 


Compaq  Netclligcnt  Networking  Products 

Selected  su  itt  hes  reduced  up  to  22%: 


Compaq  Monitors 

Entire  line  oi  award- winning  monitors 
Prices  reduced  up  to  \2%". 


Compaq  LTE  5000  Family 
Prices  reduced  up  to  13%*  on 
LTE  5300,  LTE  5380,  and  LTE  5400. 


Compaq  Armada  4100  Family 
Prices  reduced  up  to  35%'  on  Armada  4100  family. 
Buv  an  Armada  4100  and  receive  a  Mobile  CD 
Unit  tor  50%  off  (thru  6/30/97)" 


Compaq  Armada  1100  Family 
Prices  reduced  up  to  30%"  on  Armada  1100  family. 
Plus  free  PC  Card  Modem  with  the  pun  hase  ol 
any  Armada  1100  model  (thru  6/30/97)" 


To  find  your  local  reseller  call  1-800-853  9526,  or  visit  us  at  www.compaq.com 


COMPAQ. 


rice  reductions  shown  refer  to  U.S  estimated  reseller  prices  "Actual  reseller  prices  may  vary  Free  offer  with  purchase  of  qualifying  product  from  a  participating  reseller  from  4/28/97  to 
:e,  while  supplies  last.  Workstation  offer  includes  model  numbers  269120-006  and  2691 30-002.  Offers  not  valid  on  Compaq  refurbished  products.  All  others  arc  subject  to  product  availability,  and 
the  U.S.  Compaq  reserves  the  right  to  change,  alter  or  cancel  these  programs  at  any  time  without  notice.  ©1997  Compaq  Computer  Corporation.  All  rights  reserved  Compaq  registered  U.S. 
■mark  Office  Armada,  Deskpro,  LTE,  Netclligent,  Professional  Workstation,  and  ProLiant  arc  trademarks  of  Compaq  Computer  Corporation  The  Intel  Inside  Logo  and  Pentium  are  registered 

E  trademarks  or  T> 


tel  Corporation  Other  products  mentioned  hen 


gistered  trademarks  ol  the 


Pentium 

■  processor 


Merrill  Lynch 

on  cultivating  growth. 


It  sustains  nations,  business  and  lives.  But 
economic  growth  is  abundant  in  some  places  and 
elusive  in  others.  So  maintaining  an  unequaled 
global  perspective  is  a  Merrill  Lynch  imperative. 
For  by  seeing  beyond  local  limits,  we  can  help 
clients  cultivate  possibilities  more  intelligently,  in 
Latin  America  or  wherever  growth  is  sought.  There 
is  a  difference  in  what  grows  from  a  narrow  field 
of  vision  and  vision  that  encompasses  the  world. 

The  difference  is  Merrill  Lynch. 


©1997  Merrill  Lynch  St  Co.,  Inc. 


Merrill  Lynch 

A  tradition  of  trust. 


^national  Outlook 


BY  JOHN  PEARSON 


(ICQ'S  RULING  PARTY  SEES 
■  DOMINOES  START  TO  TOPPLE 


umbling  foundations  of  Mexico's  once  invincible  po- 
1  machine,  the  Institutional  Revolutionary  Party 

are  about  to  suffer  new  blows.  On  July  6,  a  throw- 
[s-out  backlash  by  Mexico  City  voters  is  expected  to 
:rol  of  the  vast  capital  to  the  center-left  Party  of  the 
tic  Revolution  (prd).  That  will  give  Cuauhtemoc 
,  the  prd's  mayoral  candidate,  a  high-profile  platform 

a  year-2000  bid  for  the  presidency — a  prize  many 

believe  was  stolen  from  him  in  the 
tion  by  pri  fraud. 

ilarming  for  the  pri  is  the  possibility, 
icate,  that  elections  for  the  federal  1 

of  Deputies  on  July  6  will  end  its  I 
les  of  rubber-stamp  control  over  the  g 
ise  of  Congress.  If  that  happens,  Pres- 
lesto  Zedillo  Ponce  de  Leon  will  have 
als  with  opposition  legislators  to  pass 
.1  he  sends  to  Congress.  Major  par- 
forms  reflect  the  widespread  belief 
ico  has  little  option  except  to  pursue 
tet  policies.  But  in  the  lower  house, 
ust  approve  the  annual  budget,  the 
push  for  increases  in  social  outlays 
ninimum  wage.  And  the  National  Ac- 
y  (pan),  having  ended  its  former  col- 
n  with  the  government,  will  try  to 
tical  favoritism  in  spending. 

CORRUPTION.  The  worst  nightmare  ~ 
II,  though,  is  the  likelihood  that  opposition  legislators 
ash  probes  into  official  corruption.  Even  the  gov- 
3  own  investigations  have  already  uncovered  shock- 
als,  including  evidence  of  police  and  military  links  to 
mal  drug  smuggling.  Now,  scrutiny  by  independent 
onal  investigators  of  long  hidden  abuses  could  inflict 
lage  on  the  ruling  party.  An  early  focus  could  be  on 
irregularities  in  the  sale  of  hundreds  of  state  com- 
The  pri's  feet  are  slowly  but  surely  being  knocked 


MEXICO  CITY:  Up  for  grabs 


out  from  under  it,"  says  political  scientist  Federico  Estevez. 

Why,  then,  is  Mexico's  stock  market  up  22.4%  in  dollar 
terms  so  far  this  year?  Many  foreign  investors  are  drawn  by 
the  economy's  momentum  after  four  quarters  of  growth.  But 
local  investors  who  are  helping  buoy  the  market  also  reflect  a 
profound  change  in  political  attitudes.  Mexicans  are  losing 
their  fear  that,  after  68  years  of  pri  dominance,  an  end  to  its 
corrupt  and  repressive  rule  might  bring  instability.  Instead, 
many  see  the  revelations  of  drug  trafficking 
and  comiption  as  a  positive  sign:  the  start  of  a 
painful  but  necessary  cure,  rather-  than  covenip, 
of  a  rotten  system.  "Most  people  feel  you  can't 
achieve  accountability  in  government  without 
this  kind  of  muckraking,"  says  Estevez. 

What's  particularly  significant  is  that,  for 
the  first  time  in  this  century,  most  Mexicans  ex- 
pect the  elections  to  be  honest,  polls  show.  In 
one  survey,  52%  said  they  believe  an  opposition 
majority  in  Congress  would  provide  a  valu- 
able— and  in  Mexico,  almost  unheard-of — check 
on  the  power  of  the  PRi-controlled  presidency. 

There's  reason  for  this  newfound  faith  in 
elections.  Reforms  enforced  by  the  Federal 
Electoral  Institute,  an  independent  watchdog, 
have  winnowed  fake  names  and  dead  people 
from  voter  rolls,  and  radio  and  TV  time  is  being 
allocated  more  equitably  to  candidates.  Par- 
ties are  now  financed  mainly  by  federal  funding, 
and  they  must  document  their  spending.  In  the  race  for 
mayor  of  Mexico  City,  all  three  candidates  caved  in  to  public- 
pressure  and  revealed  their  financial  assets. 

Such  dramatic  changes  might  not  have  happened  so  quick- 
ly, says  sociologist  Federico  Reyes  Heroles,  had  the  country 
not  suffered  so  badly  from  the  1994  peso  devaluation.  Fed  up 
with  two  decades  of  economic  crises,  Mexican  voters  appear 
likely  to  send  the  pri  a  harsh  message  at  the  polls. 

By  Geri  Smith  in  Mexico  City 


OBALWRAPUP 


CACHE 

i  prices  in  Hong  Kong  are  hit- 
;ords  as  the  city  braces  for  its 
er  to  China,  and  much  of  the 
y  fueling  the  runup  is  coming 
ie  mainland.  There  are  anec- 
f  mainland  Chinese  lugging 
es  of  cash  to  Hong  Kong  for 
lent  or  to  buy  trophy  houses, 
nist  Eddie  Wong  at  brokerage 
ro  Hoare  Govett  Asia  esti- 
;hat  in  the  first  quarter  alone, 
e  may  have  brought  a  stagger- 
billion  into  Hong  Kong.  That 


would  help  explain  why  China's  for- 
eign reserves  rose  more  slowly  than 
at  any  time  since  1995  and  money 
supply  growth  slowed  sharply,  despite 
a  $6.7  billion  trade  surplus.  Hong 
Kong  is  becoming  China's  Switzer- 
land— a  refuge  for  cash. 

OIL  SEARCH 

►  With  little  to  show  from  explo- 
rations at  home,  state-owned  China 
National  Petroleum  Corp.  is  ventur- 
ing abroad  for  supplies  to  slake  the 
country's  growing  oil  thirst.  By  2000, 
China  is  expected  to  require  imports 


of  1  million  barrels  of  crude  per  day. 
The  company  is  seeking  supplies 
mainly  in  countries  where  Beijing  has 
political  clout.  In  early  June,  it  signed 
a  $4.3  billion  deal  with  Kazakhstan 
that  includes  taking  a  60%  stake  in 
that  country's  principal  oil  producer. 
"They're  looking  where  the  Chinese 
ambassador  can  wave  a  big  aid  stick 
or  a  defense  contract,"  says  an  indus- 
try observer.  But  in  Venezuela,  in 
competitive  bidding  against  global 
heavyweights,  cnpc  laid  out  a  hefty 
$359  million  cash  for  the  right  to 
operate  two  declining  fields. 
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IT'S  EASY  TO  SEE  THE  ADVANTAG 

OF  OUR  V8  ENGINE  J 
WHEN  THE  HOOD  IS  RAISED. 

I 


JEEP  GRAND  CHEROKEE 

At  Jeep,  we've  always  had  a  slightly  different  slant 
on  driving.  Of  course,  clue  to  some  of  the  most 
advanced  technology  ever  to  leave  the  pavement,  that 
slant  is  usually  caused  by  a  steep  mountain  face. 

With  220  horsepower  and  300  foot-pounds  of 


torque,  Grand  Cherokee  Limited  4x4  offeiy 
proven  performance  of  a  gutsy  V8  engine.*  A 
plant  made  even  more  impressive  by  the  exc, 
Quadra-Trac®  all-the-time  four-wheel  drive  s 
that  can  delect  wheel  slippage  and  transfer  po\\ 
the  set  of  wheels  with  the  most  traction. 

Of  course,  there's  more  to  Grand  Cherokee  Li 


itel 
n. 

losei 
niirr 
Ad 

R 


(  >Dtional.    1  Alwavs  use  sr.it  bells     Remember  tin-  backseat  is  t hi-  s.ili-st  nlace  lor  children    leen  is  a  retnslcred  I utk  iiuirk  of  C  hrvslcr  C  ot  noralion 


2  force.  Its  luxurious  interior  features  the 
lory  System,  which  allows  two  different 
set  preferences  for  the  driver's  seat  position, 
irrors,  and  radio  presets  at  the  touch  of  a 
id  to  help  you  feel  safer,  dual  front  air  bagsf 
vheel  anti-lock  brakes  come  standard, 
id  out  more  about  Grand  Cherokee  Limited, 


visit  our  Web  site  at  http://www.jeepunpaved.com 
or  call  1-800-925-JEEP.  You'll  discover  that  its 
advantages  are  very  easy  to  see  —  from  every  angle. 


Jeep 


There's  Only  One 


Entertainment 


STUDIOS 


UNIVERSALE 

SOON-TO-BE-LOST  WORLD 

Without  the  Spielberg  touch,  the  studio  will  have  to  scramble 


As  the  scion  of  a  family  whose  sur- 
name means  "whisky  man"  in  Yid- 
dish, budding  media  mogul  Edgar 
Bronfman  Jr.  understands  the  impor- 
tance of  distribution.  Seagram  Co.,  the 
family-controlled  company  he  now  heads, 
has  an  extensive  network  of  380  whole- 
sale distributors  in  the  U.  S.  and  owns 
wholesale  outlets  in  39  other  countries 
to  sell  its  various  brands  of  high-end 
hooch.  When  Seagram's  Uni- 
versal Studios  Inc.  unit  released 
Steven  Spielberg's  The  Lost 
World:  Jurassic  Park,  it  did  so 
on  6,000  movie  screens — one 
out  of  every  five  in  the  U.  S. — 
and  sold  $92  million  in  tickets 
over  Memorial  Day  weekend, 
a  box-office  record. 

Distribution  has  always  been 
king  in  Hollywood,  as  long  as  a 
studio  had  the  product  to  dis- 
seminate. Thanks  largely  to 
Spielberg,  Universal  has  long 
been  a  major  player,  and  the- 
ater owners  have  lined  up  to 
show  blockbusters  like  Jurassic 
Park  and  E.T.,  The  Extra-Ter- 
restrial. But  The  Lost  World  is 
the  last  movie  Spielberg  is  likely 
to  do  for  Universal  for  some 
time.  After  nearly  three  decades 


Lies  and  Breaking  the  Waves),  which 
releases  about  20  titles  a  year.  To  help 
bankroll  so  many  films,  Universal  will 
soon  complete  a  $1.1  billion  financing 
arrangement  with  Citicorp,  in  which  it 
gives  up  about  20%  of  any  profits  but  re- 
tains healthy  distribution  fees. 

As  Universal  rashes  to  shore  up  its 
position  in  its  core  movie  business,  it 
is  contending  with  weakness  elsewhere, 


gram  as  it  pleases.  It  got  a  big  bo«^ 
May  15,  when  a  Delaware  ChaB| 
Court  judge  ordered  Universal 
joint-venture  partner  Viacom  to  m 
ate  by  June  13  the  possible  sale  c| 
channel. 

If  Universal  lands  usa,  it  is  exp 
to  go  shopping  for  a  piece  of  a  brod 
TV  network  or  for  more  cable  chan 
As  one  of  the  most  widely  carried  I 
channels,  piped  into  70  million  K 
In urics,  usa  is  an  attractive  asset!* 
spite  its  lackluster  programming,  vm 
can  easily  be  changed.  Alreadyjj'4 
sources  close  to  Universal,  Biondfl  \ 
begun  informal  talks  with  nbc  andU 
the  broadcast  networks  not  affilte 
with  a  big  studio.  Biondi  is  also  tafti 
to  C3,  the  unit  of  cable  giant  ConH 
Corp.  that  controls  the  E!  enter!! 
ment  channel,  these  sources  say.  ■ 
gram  declined  to  comment. 


especially  in  TV:  The 

Spielberg's  dinosaurs  f*hasdi^S 


of  making  the  likes  of  Jaws  and 
Schindler's  List  for  the  studio,  T-^/VRECKS 
the  director  will  now  make  most 
of  liis  films  for  DreamWorks  SKG, 

the  studio  he  founded  in  1994  snagged  $92  million  outlet  for  its  television 
with  David  Geffen  and  Jeffrey       nnpnjn(,  wppLtptiH    programs.  Unlike  ri- 

on  opening  weexenu   valg  News  Corp  and 

Walt  Disney  Co.,  it  doesn't  own  a  broad- 
cast network.  And  unlike  Warner  Broth- 


Katzenberg. 

HEDGED  bets.  To  prepare  for  life  after 
Spielberg,  Bronfman  and  his  top  Uni- 
versal executives,  chief  executive  Frank 
J.  Biondi  Jr.  and  president  Ron  Meyer, 
have  sealed  deals  with  big-name  talent, 
such  as  director  Penny  Marshall  and  ac- 
tor Sylvester  Stallone.  But  without  sure 
things  like  The  Lost  World  on  the  way, 
Universal  must  hedge  its  bets  with  far 
more  films.  At  a  time  when  other  big 
studios  are  scaling  back,  Universal  plans 
to  double  output,  to  about  24  films  a 
year  by  2000.  It  also  spent  $14  million  to 
acquire  a  majority  stake  in  arty  film  dis- 
tributor October  Films  Inc.  (Secrets  & 


ers,  which  has  such  strong  cable  channels 
as  tnt  and  the  Cartoon  Network,  Uni- 
versale only  cable  holding  is  half  of  the 
lightly  watched  USA  Network.  Against 
the  more  diversified  entertainment  gi- 
ants, smaller  fry  "ran  the  risk  of  some- 
one else  keeping  [their]  product  off  the 
air,"  says  Cowen  &  Co.  entertainment 
analyst  Harold  Vogel. 

But  Universal  may  be  able  to  soon 
remedy  its  TV  problem  by  buying  the 
half  of  USA  Network  that  it  doesn't  al- 
ready own,  gaining  the  control  to  pro- 


Biondi  is  offering  tv  networks  a  pi 
of  usa,  in  return  for  slots  on  tfl 
prime-time  schedules  for  Universal! 
shows.  Universale  tv  fare  could  use  hi 
boost.  While  studios  affiliated  with  nj 
works  are  getting  more  shows  on  U 
air,  Universal  TV's  network  presence  hi 
dropped  from  8  to  4  shows.  To  beefa 
it  acquired  a  half-interest  in  BrillstJL 
Grey,  which  has  five  network  showal 
the  air,  and  has  syndication  hits  in 
cules  and  Xena:  Warrior  Princess. 

With  the  riches  being  generated! 
The  Lost  World  and  a  revived  mif 
unit.  Universal  is  counting  on  a  strt 
1997.  But  Bronfman  and  company  into 
to  move  quickly  to  buy  the  missing  pi 
they  still  need:  TV  distribution.  Th 
they'll  be  able  to  survive  among  the  cj 
nivores  of  the  entertainment  world. 
By  Ronald  Graver  in  Los  Angd 
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orageTek 


Where  the  world's  information  goes. 


"The  CIO  said,  let  me  see  if  I've  got  this  straight.  You're  saying  you  can  implement  a  worldwide 
storage  system  that  will  actually  increase  the  company's  performance  and  reduce  costs?' 
Without  skipping  a  beat,  I  said  yes.  And  without  skipping  a  beat,  he  said,  'you  have  sixty  days 
to  show  me  how.'  I  remember  the  day  StorageTek  presented  their  recommendations. 
Because  that  was  the  first  night  I  actually  got  some  sleep."  Call  StorageTek  today  at  1  800  786-7835. 
Or  visit  us  on  the  Web.  Because  in  this  world  of  multiplatform  computing,  the  right  choice  in  storage 
can  mean  the  difference  between  proving  yourself  every  day—  and  proving  yourself  once  and  for  all. 


GUESS  WHOSE  SOFTWARE 
TAKES  THE  WORK  OUT  OF 
WORKING  TOGETHER? 


world's  largest  software  companies, 
re 're  developing  software  that's  changing 
way  business  works.  For  instance,  our  group 
jctivity  software,  Team  WARE®  is  helping  people 
npanies  around  the  world  communicate,  share 
ation  and  work  together  better.  cP  Our  object- 
ed database  engine  and  tools  are  driving  new 
ledia  and  Internet  applications  that  bring  people 
iformation  together.  And  WebWorld,  our  website 
nology,  brings  companies  and  their  customers 
gether  in  lively  interactive  virtual  worlds. 
cP  So  we  suggest  you  look  into  Fujitsu 
software.  It's  where  everything 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


TKis  may  be  tne  one 
time  you  can  judge 
a  took  by  its  cover. 


Check  in  and  pay  with  your  J~\jnerican  Express'"  Card  and  receive  a 
Velcome  Rewards   Gift  Book  with  over  $1,000  in  merchandise  and  travel  certificates. 

Consider  Welcome  Rewards  an  extra  thank  you  from  Hyatt  and  American  Express  for  your  business 
this  summer.  Check  in  at  a  participating  Hyatt  hotel  between  June  1,  1997 
and  September  1,  1997  and  check  out  our  gift  book  when  you  pay  with  your 
American  Express  Card. 

Valuable  offers  from  a  variety  of  quality  merchants  and  travel  companies 
are  your  rewards  to  enjoy.  With  page  after  page  of  great  offers,  this  is  one 
book  you  11  read  cover  to  cover.  For  reservations,  contact  your  travel  planner 
or  call  Hyatt  at  1-800-233-1234. 


ALAMO 
A  I  &  I 
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COMP  USA' 

HARTM ANN  LUGGAGE' 
HERRINGTON 
HYAI 1  HOTELS  &  KI  m  >R  I  S 
NEVADA  l«  IB  v 
PRP  WIN£  IN  I  ERNA1  IONAI 
ROYAL  (  ARIBBEAN  INTERNATIONA! 
I  HE  I  EARNING  (  OMPANY 
UNIT  ED  Alkl  INKS 


AMERICAN 
EXPRESS 


Cards 


HYATT 


HOTELS  &  RESORTS 


Feel  the  Hyatt  Touch 


The  Welcome  Rewards  gift  book  offei  valid  between  lime  1.  1997 and  September  I,  1997  for  registered  guests  paying  for  their  stay  with  any  American  Express  Card  at  a  participating 
Hyatt  hotel  in  the  US.  or  Canada.  This  offer  is  not  valid  at  any  Hyatt  Resort  or  the  Hyatt  Regency  St.  loins  Limit  of  one  Welcome  Rewards  booklet  per  guest  per  stay.  Redemption  of 
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Into  the  Wild  Yonder 

Today's  computers,  experts  fret,  have  little  in 
common  with  humans  (except  unreliability). 
Tomorrow's  machines  will  be  far  friendlier — 
and  may  be  able  to  tend  the  kids,  heal  the 
sick,  and  make  the  blind  see  72 

'Inside  Santa  Fe'  A  peek  at  an  institute's 
anything-goes  atmosphere  76 

Dueling  Brainscapes 

How  do  you  build  an  electronic  brain?  By  stuffing  its 
micromind  with  millions  of  facts?  Or  by  investing  it 
with  the  ability  to  think  for  itself?  Two  views  from  the 
artificial-intelligence  front   88 

The  Best  Labs 

Dispatching  reporters  to  two  dozen  research  sites 
worldwide,  business  week  found  innovation  in  obvious 
places  (MIT)  and  a  few  unexpected  ones  (Edinburgh). 
From  forging  the  next  Walkman  to  building  telecom 
systems  using  ant-colony  models,  these  centers  offer  a 
tantalizing  glimpse  of  tomorrow 

Stanford   92 

MIT  94 

Carnegie  Mellon  99 

Edinburgh   100 

University  of  North  Carolina  102 

Sony  106 

British  Telecom  108 

Young  Turks  at  Work 

Nothing  geeky  about  this  bunch:  Today's  computer 
trendsetters  know  as  much  about  the  real  world  as  the 
virtual  one — and  their  research  proves  it   110 

Who's  the  Greatest? 

A  business  week  poll  of  computer-science  researchers 
reveals  which  university  and  industrial  labs  win  the 
most  respect  from  the  pros  114 

Moore's  Law 

The  man  who  saw  the  revolution  coming  back  in  the 
'60s  holds  forth  on  the  wonders  yet  to  be  120 
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Back  in  1979,  if  you  had  visited  Xerox's  Palo  Alto  Research 
Center,  you  would  have  literally  seen  the  future  of  computing. 
The  precursor  of  Windows.  The  computer  mouse.  The  laser 
printer.  And  a  local-area  network,  newly  dubbed  Ethernet.  If 
you  had  then  broadened  the  tour,  scientists  at  AT&T  Bell  Labs 
and  IBM  could  have  given  you  a  spiffy  prediction  about 
digital  phone  switches  and  computer  memory,  anticipating 
developments  that  arrived  just  this  year. 
Ah,  but  you  didn't  make  those  visits,  and  now  the  opportunity 

INTO  THE 
WILD  FRONTIER 


The  heads  of  America's  hottest  compJ 
companies  fight  over  browsers,  operal 
systems,  and  "network  PCs."  But  if  m 
wander  through  the  world's  top-ranB 
computer-science  labs — the  ones  at  Carnw 
Mellon,  Stanford,  MIT,  and  the  like — creaw 
minds  don't  dwell  much  on  who  rules  the  ''dw 
top,"  with  its  tired  metaphor  of  windows,  foldB 
fonts,  and  trash  cans. 

What  do  the  world's  leading  computer  scft 
tists  focus  on?  Strange  pursuits.  John  H.  Hollfi 
at  the  University  of  Michigan  ponders  how  M 
manage  then-  colonies  when  there  is  no  cent™ 
organizing  authority.  David  Gelernter  at  M 
University  tinkers  with  "lifestreams" — rush! 
rivers  of  data  that  can  store  an  individual's  tlj 
creative  outpourings.  At  the  University  of  W*i 
ington's  Human  Interface  Technology  Labi: 
tory  (HiTLab),  Thomas  A.  Furness  devises  tag 
to  let  people  illustrate  points  in  a  conversant 
by  materializing  3-D  images  in  space. 

These  startling  activities  are  by  no  meajj 
random.  In  15  years,  or  maybe  20,  such  projel 
will  bear  concrete  results — some  of  them  as  * 
dictable  now  as  personal  computers  were  top 
sionaries  who  visited  Xerox  Corp.'s  Palo  Ah 
Research  Center  in  the  late  1970s.  Peering  in; 
the  future,  researchers  don't  obsess  over  cct- 
pressing  bits  or  cramming  things  onto  disp 
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of  a  lifetime  has  passed.  Or  has  it?  The  world  has  changed  a 
lot  since  then.  Computer  skills  are  much  more  diffuse.  Exotic 
new  technologies  abound.  But  one  thing  remains  true:  In  a 
handful  of  the  world's  outstanding  computer  labs,  the  shape 
of  tomorrow  is  as  plain  to  see  as  it  was  20  years  ago.  What 
those  labs  are  doing  now  will  set  the  agenda  for  computing 
over  the  next  15  to  20  years. 

During  the  past  two  months,  the  business  week  technology 
staff  canvassed  computer-science  leaders  to  identify  the  top 
labs.  And  a  team  of  a  dozen  reporters  went  to  the  labs  to  see 
what  the  future  holds.  These  are  their  dispatches  from  the 
digital  frontier. 


Their  projects  presume  a  world  of  nearly  infin 
digital  storage  space,  processing  power,  pj| 
transmission  capacity. 

Many  of  these  scientists  believe  compute 
of  the  future  will  be  patterned,  at  least  in  pai 
on  living  creatures.  These  machines  will  dr; 
much  closer  to  humans  than  computers  based 
the  old  desktop  metaphor.  They'll  respond 
our  voices  and  extend  our  senses.  They'll  sim 
late  complex  phenomena — weather  pattern 
stock  market  crashes,  environmental  hazards- 
solving  problems  and  predicting  outcomes  at 
price  anyone  can  afford.  Computers,  if  they  ev 
retain  that  moniker,  will  tend  our  children,  me 
with  our  flesh  and  blood,  heal  the  sick,  and  r 
store  eyesight  to  the  blind. 

Computers — or  networks  of  them — will  b 
come  ubiquitous,  most  digital  pioneers  agre 
as  they  are  invisibly  embedded  in  other  thing 
These  machines  will  reconfigure  themselv* 
when  new  applications  are  required.  And  the 
may  even  communicate  among  themselves 
languages  for  which  no  human  ever  wrote  cod 

Indeed,  among  some  scientists,  a  whole  ne 
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ROLL  GALL 

Philips'  Shiva  Devil  has  a  flexible 
roll-out  screen  for  video  telephony  on 
the  go.  Shiva  products  will  be  paired 
with  intelligent  agents  that  guide  the 
user.  The  component  technology 
will  be  widely  available  in  15 
years,  says  Philips  Designer 
Stefano  Marzano.  The  rest 
is  up  to  the  imagination. 


VOICES 
FROM  THE 
FRONTIER 

Computers  haven't  had  a 
major  overhaul  since  PCs 
burst  on  the  scene  in  the 
early  '80s.The  computer- 
science  community  says 
information  processing 
is  ripe  for  a  revamp. 
business  week  asked  a 
group  of  prominent  com- 
puter and  communica- 
tions scientists  what  sort 
of  changes  they  expect  to 
see  over  the  next  15 
years.  In  the  following 
pages,  you  will  hear  their 
voices-the  voices  from 
the  cutting  edge. 


THE  SHAPE 
OF  THINGS 
TO  COME 


metaphor  for  computing  is  taking 
shape,  patterned  on  the  natural 
resilience  and  elegance  of  biolog- 
ical organisms.  Electrical  engi- 
neers and  software  wizards  extol 
the  astonishing  ease  with  which 
living  systems  process  staggering 
volumes  of  sensory  data. 

On  this  model,  researchers 
say,  machines  of  the  future  will 
learn  to  diagnose,  repair,  and  even  replicate 
themselves.  There  isn't  much  choice.  Computing 
devices  and  the  networks  that  link  them  will 
be  far  too  complex  for  lumbering  humans  to 
monitor  or  manage  with  precision.  "The  biologi- 
cal metaphor  is  rich,  rich,  rich,"  says  Michigan's 
Holland,  pioneer  of  evolution-based  mathematical 
formulas  known  as  genetic  algorithms. 
"EXPLOSIVE  GROWTH."  Why  do  we  know  all  this 
is  coming?  Two  reasons.  First,  because  we  can 
bank  on  the  same  forces  that  unleashed  the  PC 
revolution  25  years  ago:  shrinking  silicon  cir- 
cuits and  faster  communications  infrastructure. 
"The  pace  of  change  is  actually  accelerating 
now,"  says  Richard  Howard,  director  of  wireless 
research  at  Lucent  Bell  Laboratories.  In  the 
next  two  decades,  "we'll  see  explosive  growth  of 
communications,  computing,  memory,  wireless, 
and  broadband  technology." 

The  other  reason  we  can  divine  future  trends 
is  that  the  seeds  are  already  widely  sown — both 


ONLINE  MAN 

British  Telecom's  "homo 
cyberneticus"  shows  off 
its  artificial  retina,  pace- 
maker that  sends  warninj 
signals  to  the  doctor,  and 
vest  that  turns  body  heat 
to  electricity.  "People 
will  be  walking  around 
online,"  says  BT's  Peter 
Cochrane. 


in  the  market  and  in  dozen! 
computer  research  labs.  lira 
ble  computers?  Chipmakers  a 
about  3.5  billion  of  those  ev 
year  in  the  form  of  embed' 
or  "real-time"  processors.  Th 
nearly  50  times  the  numbeK 
microprocessors  sold  in  bo 
with  keyboards  and  monitors, 
economy-class  car  has  a  do 
hidden  microprocessors  controlling  the  engprn 
brakes,  and  other  systems.  A  Mercedes  i 
about  60.  Reconfiguring  machines?  That's  wkm 
field-programmable  gate  arrays  are.  They're 
the  market  now — though  engineers  have  baita» 
begun  to  tap  their  power. 

Even  computers  that  become  part  of  our  hi 
ies  are  not  so  far-fetched.  According  to  Pe 
Cochrane,  head  of  research  at  British  Teleo 
munications  PLC,  surgeons  have  performed  abt 
17,000  cochlear  implants  on  patients  with  hea% 
loss.  "These  people  are  already  walking  aroi 
with  chips  in  their  heads,"  he  says. 

All  of  this  is  on  the  street  right  now.  Bui 
pales  beside  what's  in  the  labs.  Driven  to  ere 
a  display  technology  more  "organic"  than  a  cc 
puter  monitor,  Furness  of  the  University^ 
Washington's  HiTLab  has  developed  a  so-cal| 
retinal  display.  It  "paints"  pictures  directly  (jit, 
the  eye  by  modulating  a  stream  of  photons  fi> 
light-emitting  diodes  and  scanning  them  acn- 
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IDSHAKE 

struggled  to  recall 
ame  at  a  crowded 
BM  has  the  gizmo  for 
onal  area  networks," 
;he  human  body  as  a 
hen  you  shake  your 
;'s  hand,  his  calling 
ited  in  your  PC. 

DYNAMO 

itasking  road  warriors  of  the 
e  may  want  to  talk  and  scan 
mation  at  the  same  time.  This 
ear-mounted 
device  from  BT 
reduces  a  cell 
phone  to  the  size 
of  a  hearing  aid. 
Its  chip  could 
also  pluck  data 
from  the  Net, 
display  it  on  a 
tiny  LCD,  and 
project  it  to  the 
eye  via  a  magni- 
fying mirror. 

a.  The  mind  perceives  these  scans  as  vi- 
lor  pictures. 

b's  goal  was  a  better  mode  of  visualizing 
len,  serendipity  entered  the  picture, 
bund  that  people  who  have  inoperable 
5  can  see  with  this  machine,"  says  Fur- 
;cause  we're  bypassing  the  optics  of  the 
going  directly  to  the  retina."  These 
are  preliminary,  and  the  equipment 
>  a  lab  bench.  But  Fumess  expects  to 
mercial  systems  in  about  three  years, 
or  implantable  versions  in  high-defini- 
defmitely  within  a  15-year  time  frame," 
says. 

IIRACLE.  Breakthroughs  of  this  sort  are 
id  in  what  Howard  of  Bell  Labs  calls 
ge  innovations.  The  term  refers  to  com- 
inology  that's  deftly  disguised  in  simple 
ms.  Today,  when  the  grocery  store  scans 
>dit  card,  a  minor  miracle  occurs:  The 
;s  confirmation  in  a  few  seconds.  How  is 
isible?  "Because  it  doesn't  go  through 
me  system,"  says  Howard.  "You've 
a  few  dozen  bytes  of  packet  data  into 
It  gets  picked  up  by  the  router  at  the 
d  goes  instantly  into  the  bank  computer, 
iible  and  pervasive  and  very,  very  com- 
— but  to  you,  it  looks  simple." 
navigation  guides  require  equally  ad- 
ind  invisible  technology.  For  $150,  you 
ill  a  global-positioning  satellite  system  in 


HEY,  GOOD  LOOKING 

By  the  early  21st  century, 
human  beings  may  start 
exchanging  a  lot  of  digital 
information  without  push- 
ing any  buttons.  "Hot 
badges'-essentially, 
wearable  computers-can 
signal  one  another  across 
a  bar  to  alert  owners  that 
they  are  compatible. 


LOOKOUT 

By  stacking 
antennas,  engi- 
neers can  boost  wire- 
less capacity  in  cities 
and  homes.  When  there 
is  bandwidth  to  burn, 
you'll  be  able  to  stick 
one  of  Philips'  "remote 
eyes"  on  the  wall  in  the 
baby's  room,  and  peek 
in  from  the  kitchen. 


your  car  that  measures  precise  time  signals  re- 
ceived from  three  satellites,  so  a  processor  can 
pinpoint  your  location  on  a  digital  map  stored  on 
a  cd-rom.  Soon,  the  electronics  for  such  sys- 
tems will  be  on  a  single,  embedded  chip  that  will 
cost  just  a  few  bucks.  Then,  your  cellular  phone 
or  personal  digital  assistant  "will  know  where  it 
is  at  all  times  and  be  able  to  query  the  Net 
for  local  weather  reports  and  restaurant  guides," 
says  Internet  pioneer  Vinton  G.  Cerf,  mci  Com- 
munications Corp.'s  senior  vice-president  for  In- 
ternet architecture  and  engineering. 

Tins  process — the  commoditization  of  ultra- 
high technology — opens  spellbinding  opportuni- 
ties for  new  consumer-electronics  products. 
British  Telecom  thinks  future  generations  of 
portable  phones  could  be  installed  right  in  your 
ear.  While  talking,  the  user  could  also  glimpse 
images  or  data  that  are  pulled  invisibly  off  the 
Internet  and  projected  onto  a  magnifying  mirror 
positioned  beside  one  eye.  IBM  has  demonstrated 
a  "personal  area  network"  (pan)  that  lets  two 
businessmen  exchange  a  calling  card's  worth  of 
personal  information  simply  by  shaking  hands. 
Both  must  carry  card-size  transmitters  and  re- 
ceivers. Their  handshake  then  completes  an  elec- 
tric circuit,  and  each  person's  data  is  transferred 
to  the  other's  laptop  computer. 

As  high  technology,  inexorably,  becomes  a 
game  of  miniaturization,  mathematics,  and  silicon 
expertise,  companies  we  do  not  now  recognize  as 


VOICES 

k  k  What  we  need  is  a 
transportation  system  for 
linking  minds,  the  elec- 
tronic equivalent  of  the 
Vulcan  mind  meld  from 
Star  Trek,  where  you  crawl 
into  someone's  head.  We 
can  aspire  to  this,  even 
in  15  years.  J  J 


THOMAS  FURNESS 

Director  of  the  University 

of  Washington  Human 
Interface  Technology  Lab 
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VOICES 


NATHAN  MYHRVOLD 

Microsoft's  top  research 
director 

L  £  Today's  computers 
are  pathetic  in  some 
senses.  They  are  not  as 
smart  as  my  dog:  He  can 
listen  and  respond.... 
If  I  have  a  computer  that 
smart,  I  can  change  the 
world.  J  J 


computer  players  can  gain  leverage.  Philips  of 
the  Netherlands,  for  example,  is  developing  its 
own,  PAN-like  products  aimed  at  consumers.  One 
example:  a  "hot  badge"  in  which  users  input 
personal  likes,  dislikes,  or  their  philosophies  of 
life.  The  badges  exchange  signals  with  one  an- 
other on  the  street,  at  a  party,  or  in  a  bar. 
When  two  people  with  similar  tastes  meet,  both 
badges  light  up.  "Not  eveiything  that's  possible 
is  desirable,"  concedes  Stefano  Marzano,  senior 
director  of  Philips  Design  in  Eindhoven,  Nether- 
lands. But  in  a  world  where  nearly  any  type  of 
gadget  is  possible,  "our  technical  advantage  is 
our  ability  to  imagine." 

These  concepts  appeal  because  they  are  play- 
ful. But  the  more  urgent  issue,  most  scientists 
agree,  is  making  such  devices  more  natural  to 
use.  As  a  "user  interface,"  2-D  computer  screens 
get  a  hearty  thumbs-down  from  many  digital 
visionaries.  And  window-based  menus  don't  help 
much.  Trying  to  be  all  things  to  all  people,  pull- 
down menus  are  stuffed  with  so  much  informa- 
tion and  so  many  options  that  your  vision  is 
constantly  fixed  on  narrow  details.  Xerox  PARC 
Director  John  Seely  Brown  compares  the  feeling 
to  "walking  around  with  toilet-paper  tubes  taped 
to  your  eyes."  Without  a  peripheral  view  of 
your  data,  you  get  blindsided  when  new  infor- 
mation turns  up  suddenly. 


parc  has  devised  a  different  approach,  wl 
it  calls  "calm  computing."  Its  engineers  are 
veloping  new  interfaces  that  engage  a  us 


peripheral  vision  and  make  good  use  of  rr 
browser"  that  causes  database  trees  to  c( r 


savs  Gag 


cholbgy.  For  example,  there's  a  "hyperb  "?f 

alive  on  your  screen.  No  more  mazes  of  ic( 
Using  it  is  like  seeing  into  your  computer's  ft  1  \ 
through  a  fish-eye  lens.  Navigate  to  the  ri 11 V 
with  your  mouse,  and  information  on  the  ' 
riphery  moves  to  front  and  center. 

Even  this  approach,  however,  doesn't  t; 
full  advantage  of  a  human's  cognitive  machim 
John  Gage,  chief  science  officer  at  Sun  |"! 
crosystems  Inc.,  believes  computer  interfar" 
will  eventually  draw  on  multiple  sensual  inp; 
to  convey  much  more  information  than  a 
screen.  To  execute  fast  trades  in  a  busy  marl 
for  example,  Wall  Street  hotshots  may  one  ( 
sit  at  a  computer  that  emulates  an  automolf 
driver's  seat 

There,  the  continual  flux  of  data  on  cor  f 
rate  results,  stock  prices,  interest  rates  and  o l! '" 
er  macroeconomic  information  could  be  rep 
sented  in  multisensual  data  streams.  In  the  r 
world,  as  you  drive,  you  feel  the  car  boun1 
your  body  shifts,  you  accelerate  into  a  tu 
there's  a  blast  of  wind,  the  sound  of  the 
gine — a  hundred  things  you  monitor,  almost  p 
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INSIDE  THE  SANTA  FE  INSTITUTE 
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The  former  back  bedroom  of  a  house 
overlooking  Santa  Fe,  N.  M.,  is 
humming  with  neuronal  and  silicon 
energy.  In  one  corner,  artificial-life  guru 
Chris  Langton  demonstrates  how  hun- 
dreds of  Anasazi  families — simulated  on 
a  Sun  Microsystems  Inc.  workstation — 
might  gather  into  settlements  in  the 
American  Southwest.  Across  the  room, 
Dubliner  Barry  McMullin  is  creating 
simulated  "beings"  capable  of  replenish- 
ing their  parts — one  key  to  helping  ma- 
chines catch  up  with  the  simplest  living 
creatures.  And  at  two  other  desks,  re- 
searchers are  fine-tuning  a  software 
package,  dubbed  Swarm,  that  is  already 
being  used  to  model  such  complex  sys- 
tems as  forests  and  factories. 

From  the  outside,  the  13-year-old 
Santa  Fe  Institute  looks  exactly  like 
what  it  once  was:  the  brown-stucco 
home  of  a  prominent  Santa  Fe  diplo- 
mat. But  behind  its  blue  doors  "is  an 
atmosphere  of  unbridled  boldness,"  says 
Steven  N.  Durlauf,  a  professor  at  the 
University  of  Wisconsin  at  Madison 
who  co-directs  the  institute's  economics 
program.  At  any  given  time,  some  25  to 
50  scientists  (most  of  them  visiting  for 
a  few  weeks  to  a  year)  are  working  at 
desks  and  computers  crammed  into 


rooms,  hallways,  even  former  garages, 
or  swapping  ideas  in  a  sunlit  inner 
courtyard. 

Their  ambitious  overall  goal:  to  dis- 
cover how  individual  things,  be  they 
viruses,  trees,  or  people,  interact  and 
adapt  to  create  complex  systems  such 
as  epidemics,  forests,  or  cities.  "We  are 
trying  to  understand  how  patterns 
emerge  from  total  randomness,"  ex- 
plains the  institute's  president,  immu- 
nologist  Ellen  Goldberg.  From  the  pat- 
terns, Santa  Fe  scientists  argue,  will 
come  new  theories  and  hints  of  solu- 
tions for  some  of  the  world's  most  diffi- 
cult problems. 

BREAKING  THE  CYCLE.  Getting  there  re- 
quires a  new  approach  to  science,  say 
the  lab's  founders.  Since  its  creation  in 
1984,  the  institute  has  plucked  re- 
searchers from  a  variety  of  disciplines 
and  thrown  them  together.  The  effort 
has  proved  painful  but  fruitful.  When 
economist  Durlauf  first  ventured  to 
Santa  Fe,  for  instance,  he  found  the 
physicists  so  arrogant  that  "I  didn't 
come  back  for  six  years,"  he  recalls. 

Now,  ideas  from  physics  have  helped 
Durlauf  generate  new  notions  about 
race,  out-of-wedlock  births,  and  other 
pressing  issues.  Just  as  the  "spins"  of 


individual  atoms 
align  in  a  magnetic 
field,  he  explains,  so 
do  people  conform 
to  community 
norms.  Traditional 
economics  holds  that 
people's  behavior 
flows  from  estimates 
of  the  costs  and 
benefits  of  decisions. 
But  Durlauf  s  equa- 
tions emphasize  the 
key  role  played  by 
conformity  in  influ- 
encing, say,  a 
teenager  to  drop 
out  of  school  or 
have  a  child. 

What's  more,  his 
mathematical  model 
shows  that  a  big  boost  in  perceiv 
benefits,  such  as  the  payoff  of  gr. 
ing  from  high  school,  can  overrid 
ultimately  change — the  social  nor' 
Durlauf  now  must  see  if  the  mat)  i 
ally  represents  the  real  world.  Bu 
model  offers  the  tantalizing  suggi f 
that  affirmative  action  and  other 
cies  that  boost  opportunities  are 
breaking  the  cycle  of  inner-city  d  : 


,ys  Gage.  Each  of  these  sensations  can 
•  something.  In  contrast,  he  says,  with 
omputers,  "all  you  have  is  your  eyes." 
r's  Media  Lab,  Hiroshi  Ishii  is  already 
ig  a  multisensual  computing  environ- 
lich  he  calls  an  ambient  room.  It  uses 
flickering  on  a  wall  or  background  noise 
raindrops  falling  in  a  pool  to  alert  the 

about  some  relevant  activity  without 
'.  So  a  stockbroker  might  track  the  vol- 
hares  being  traded  on  nasdaq  through 
d  of  rainfall,  which  would  grow  louder 
er  as  trading  volume  increases.  The 
n  a  particular  stock  might  be  linked  to 
v  pattern  on  the  wall,  so  the  broker 
[  at  a  glance  how  active  it  is. 
PETS.  To  make  these  interfaces  come 
;ineers  will  depend  on  a  new  generation 
ent  "agents."  These  are  bits  of  software 

carry  out  your  bidding  by  scanning 
nail  for  important  messages,  say,  or 
the  Net  and  alerting  you  when  there  is 
a  topic  you've  asked  them  to  monitor, 
srsions  of  these  programs  have  been 
arket  for  several  years.  The  next  gen- 
iar  more  powerful,  will  help  customize 
interact  with  your  computer, 
rchers  at  Fujitsu  Ltd.,  Japan's  largest 
r  company,  have  spent  more  than  a 


decade  trying  to  make  agents  more  lifelike.  Col- 
laborating with  Carnegie  Mellon  University,  they 
have  developed  3-D  animated  characters  that 
"live"  and  evolve  in  a  computer's  memory.  In 
March,  Fujitsu  released  its  first  commercial 
product:  a  CD-ROM-based  character  called  Fin 
Fin  that  resembles  a  dolphin  and  exhibits  qual- 
ities of  a  household  pet.  Over  time,  Fin  Fin 
learns  the  sound  of  its  owner's  voice,  transmitted 
through  a  microphone.  It  comes  when  you  call 
and  accepts  digital  "food." 

The  technology  behind  Fujitsu's  digital  pet 
is  called  artificial  life,  or  a-life — a  branch  of  com- 
puter science  that  dates  to  the  early  1950s.  It 
began  with  simple  programs  called  cellular  au- 
tomata, which  created  interesting  patterns  on 
computer  screens  by  merging,  mutating,  and 
evolving.  Later,  scientists  such  as  the  Universi- 
ty of  Michigan's  Holland  realized  that  they  could 
channel  this  evolutionary  process  to  create  mod- 
els of  events  in  the  real  world  and  to  solve 
mathematical  problems. 

Holland's  semi-random  evolutionary  programs, 
called  genetic  algorithms,  are  used  in  industry  to 
improve  scheduling  and  logistics  in  manufactur- 
ing facilities,  among  other  things.  And  new  bio- 
logically inspired  approaches  to  computing  now 
thrive  in  laboratories  around  the  world.  The 
laboratory  of  Daniel  Mange,  head  of  the  Logic 


VOICES 

k  £  The  question  is,  do 
you  have  confidence  in 
the  software  industry  to 
design  a  machine  that 
people  can  use  easily?... 
Do  you  want  to  devote 
your  life  to  reading  the 
user  manual?  J  J 


DAVID  GELERNTER 

Yale  University  computer- 
science  professor 


ig  jump  from  computer- 
ch,  but  Santa  Fe  isn't  just 
science.  Durlauf  himself 
ise  a  computer  for  his 
)ther  research  at  the  San- 
e  ranges  far  afield.  Insti- 

plan  to  begin  testing 
lood  brain  development  by 

local  day-care  centers, 
or  changes  in  both  cogni- 


NEW  APPROACH:  tive  ability  and 
Langton  helped  brain  structure. 
develop  the  The  Santa  Fe  In- 

Swarm  software    stitute  is  most 

"  known  for  using 
computer  simulations  to  study  complex 
systems.  "The  computer  amplifies  the 
brain's  capacity  to  recognize  patterns," 
explains  Santa  Fe's  John  L.  Casti.  At 
Los  Alamos  National  Laboratory,  Casti 
helped  put  together  a  $50  million  com- 
puter representation  of  every  house, 
street,  and  car  in  Albuquerque  to 
search  for  pollution  patterns. 
NEW  math?  Now,  Casti  is  preparing  to 
start  a  similar  detailed  analysis  of  a  su- 
permarket. It's  a  pet  project  of  British 
grocery  giant  J.  Sainsbury,  one  of  sev- 
eral dozen  companies  (others  include 
DuPont  and  Xerox)  tapping  into  Santa 
Fe's  ideas.  The  supermarket  model, 
Casti  explains,  could  help  pinpoint  the 
best  shelf  arrangements,  or  suggest 
shifts  in  offerings  to  lure  higher-spend- 
ing shoppers.  Ultimately,  he  hopes  the 
models  will  lead  to  a  new  type  of  math- 
ematics, just  as  gambling  provided  the 
impetus  for  probability  theory.  "I  hope 
this  will  lead  to  a  Newton  of  complex 
systems,"  he  says. 

Other  computer  programs  at  the  in- 
stitute have  mimicked  the  stock  mar- 
ket, estimated  how  long  drugs  must 
suppress  the  aids  virus  before  the  body 
can  rid  itself  of  the  infection,  and  of- 


fered a  new  explanation  of  why  evolu- 
tion proceeds  in  fits  and  starts.  The 
most  concrete  tool  to  come  from  the 
Santa  Fe  Institute  so  far,  however,  is 
probably  the  Swarm  software  package. 

A  few  years  ago,  Langton  realized 
that  the  art  of  simulating  thousands  of 
independent  agents  was  still  primitive. 
So  he  set  out  to  build  what  he  calls  a 
"virtual  Lego  kit."  The  program  allows 
users  to  fashion  a  collection  of  such 
agents,  equip  them  with  rules  for  be- 
havior, then  turn  them  loose  and  watch 
patterns  arise.  Developing  the  software 
required  solving  some  "deep"  computer- 
science  problems,  Langton  says:  "But 
we're  finally  at  the  point  where  we  can 
stop  working  on  the  tools  and  apply 
them  to  real-world  problems." 

In  the  case  of  the  Anasazi,  for  in- 
stance, anthropologist  Timothy  A. 
Kohler  of  Washington  State  University 
has  input  data  about  everything  from 
nutrition  and  crop  productivity  to  soil 
type  and  trading  rules.  The  hope  is  to 
understand  why  settlements  occurred  in 
certain  patterns.  So  far,  the  simulation 
doesn't  mimic  the  real  world,  Kohler 
and  Langton  admit.  But  that's  partly 
beside  the  point.  "We  may  never  end 
up  with  a  model  of  the  world,"  says 
Langton.  "But  in  the  process  of  build- 
ing it,  we  will  think  of  the  world  in  a 
very  different  way." 

By  John  Carey  in  Santa  Fe,  N.  M. 
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IT  LEFT  THE 
AAILITA.RY  TO 

CONQU  E  R 
THE  WORLD. 


Code-named  "Quad,"  two 
prototype  vehicles  are  delivered 
to  Camp  Hoiabird  in  Maryland 
for  testing.  U.S.  Army  officials 
promptly  order  1,500  more. 


October  30,  1996: 
Petersen's  4-WJieel  &  Off-Road 
hails  all-neiv  1997  Jeep  Wrangler  as 
4x4  of  the  Year.  (Fifth  time  the  title  is 
bestowed  on  a  Jeep  vehicle — more 
than  any  other  brand.) 


4 


r 


February  12,  1996: 
Bowing  to  Jeep  loyalists, 
Chrysler  engineers  come 
full  circle  and  return 
round  headlights  to  the 
all-neiv  Jeep  Wrangler. 


■  -m.        ...  -     -  •               ...  v 

".•:.  ;.r<v  •            •:  <*«U                     V           •  Mfe-.,  >.  •  \ 

It's  no  coincidence  that  today's  Jeep  Wrangler  we've  continually  honed,  finessed,  and  refirc 

bears  an  unmistakable  likeness  to  the  original  the  Jeep  Wrangler  in  more  ways  than  we  a 

Willy  s  MB.  In  fact,  we  at  Chrysler  Corporation  count.  But  we  did  it  without  compromising  It' 

wouldn't  have  it  any  other  way.  Over  the  years  indomitable  Jeep  character.  Because  as  the  car 

Visit  our  World  Wide  Web  site  at  http://www.chrvslercorp.com.  or  call  toll-free  1-888-GREATCARS.     Always  wear  your  seat  belt.  Jeep  is  a  legist 

Syndicate,  Inc.  '  'The  Hearst  Corporation.                                               <  •  r 


!  23,  1944: 
on  the  origin  of 
'iame  prompt  a 
n  Post  editorial, 
nlikely  view 
ias  coined  after 
ye  comic  strip 
r,  "Eugene  the 
>rs  believe  it  was 
br"GP,"or 
mrpose.  Either 
;  name  stuck. 


June  16,  1945: 
Willys  MB  changes  into  civilian 
garb  with  the  introduction  of  the 
Willys  Universal.  Modifications 
include  removing  the  gun  holster 
from  the  windshield. 


August  29,  1953:,- 
California 's  Rubicon  Trail 
plays  host  to  the  first-ever 
Jeep  Jamboree.  Later  that 
evening  six  Jeep  owners 
perform  an  impromptu 

cancan  number 
around  the  campfire. 


January  20,  1965: 
Every  float  in  the  Presidential  Inaugural 
Parade  in  Washington,  D.C.,  is  pulled  by  a 
Jeep  CJ5.  Overseas,  Jeep  vehicles  are  marketed 
in  more  than  100  countries. 


U  30,  1995: 
)97  Jeep  Wrangler 
zted  to  rigorous 
contingencies  that 
rom  high-speed 
•t  driving  in 
■abia  to  Alaskan 
iture  extremes. 


August  5,  1987: 
Chrysler  Corporation  acquires  the 
Jeep  brand.  The  legend  continues. 


March  12,  1986: 
First  Jeep  Wrangler  rolls  off  the  assembly 
line.  The  automotive  press 
cheers,  adding,  "It's  hard  not  to  gush." 


■  an  automotive  legend,  we  know  that 
tu  don't  change  is  just  as  important  as 
•u  do  change.  It's  how  you  think  when 
rs  and  trucks  are  what  you're  about. 

r  Chrysler  Corporation.  Eugene  the  Jeep  €>1 997  King  Features 


GREAT  CARS. 
GREAT  TRUCKS. 

&  CHRYSLER  CORPORATION 
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As  [network]  costs 
come  down  to  almost 
nothing,  thousands  of 
appliances  around  the 
house  will  be  on  the 
Internet.  The  scales  you 
step  on  would  send  your 
daily  weight  to  your  doc- 
tor. Your  refrigerator  will 
get  your  weight  and  think 
about  what  to  feed  you. 
The  savings  from  net- 
worked water  heaters 
and  clothes  washers  that 
cut  back  during  peak 
power  demand  could  be 
quite  dramatic.  J  J 


VINTON  CERF 

Senior  vice-president  at 
MCI  Communications 


Systems  Laboratory  at  the  Swiss  Federal  In- 
stitute of  Technology  in  Lausanne,  is  developing 
an  electronic  watch  that  repairs  itself.  The  radi- 
mentary  prototype,  called  a  biowatch,  does  this 
by  shifting  tasks  among  six  redundant  silicon 
cells,  each  of  which  contains  the  full  program- 
ming of  the  watch — just  as  each  animal  cell  con- 
tains the  full  genome.  Over  the  next  10  years, 
Mange  hopes  to  perfect  integrated  circuits  that 
both  self-repair  and  self-replicate.  "We  are  a 
kind  of  god  of  nature,"  he  laughs. 

Fujitsu's  notion,  exemplified  in  Fin  Fin,  com- 
bines aspects  of  a-life  and  intelligent  agents  to 
create  gentle,  fanciful,  or  cuddly  user  interfaces 
for  computers.  The  agent  element  would  execute 


the  user's  instructions;  a-life  would  allow  tb 
evolve  and  adapt  to  the  user's  tastes. 

Such  a  combination  could  be  an  ideal  wato 
maintain  a  friendly  face  on  powerful  mache? 
that  are  growing  increasingly  complex,  sd 
agents  such  as  Fin  Fin  will  be  even  more  (n- 
pelling  when  such  creatures  move  from  I 
screens  into  virtual  reality. 

This  evolution  may  not  sound  appealing,  /• 
en  the  uncomfortable  headgear  and  grainy  I 
plays  that  mar  many  of  today's  vr  systems.  I 
as  more  processing  power  and  memory  I 
squeezed  into  smaller  devices,  the  technol 
will  become  more  inviting.  In  education,  vr  tfl 
will  let  children  learn  things  through  expi 


Computing  in  2012 


A  glossary  of  the  terms  you  will  need  to  know  to  discuss  postmillennial  info  tech: 


ARTIFICIAL  LIFE,  OR  A-LIFE 

Digital  creations  that  are  born,  live, 
replicate,  and  die  in  computer-generated 
environments.  (See  Genetic  Algorithm.) 

AVATARS 

Software  representations  of  computer 
users  as  they  appear  to  others  in  shared 
virtual  spaces.  May  physically  resemble  a 
human — but  that's  up  to  the  user. 

BUCKYBALLS  AND  BUCKYTUBES 
(ALSO  CALLED  FULLERENES) 

Superhard  carbon  molecules,  shaped 
like  spheres  and  tubes,  that  are  key 
materials  in  nanotechnology.  Some 
resemble  the  geodesic  domes  of  H. 
Buckminster  Fuller. 

COMPLEX  ADAPTIVE  SYSTEMS 

Systems  consisting  of  many  individuals  or 
"agents"  that  interact  with  one  another, 
learn,  and  behave  in  unpredicted  ways. 
Typical  examples:  ant  colonies,  the  stock 
market,  the  immune  system,  and 
simulated  "swarms"  of  agents. 

EMERGENT  BEHAVIOR 

The  unpredicted  results — good  or  bad — 
that  arise  from  the  interaction  of  agents  in 
complex  systems. 

FIELD-PROGRAMMABLE  GATE  ARRAY  (FPGA) 

Extremely  versatile  type  of  custom  chips 
that  can  be  reprogrammed  repeatedly  for 
new  applications. 

FORCE  FEEDBACK 

The  next  big  thing  in  virtual  reality.  It's  a 
simulated  condition  in  which  computer 
controllers  or  other  parts  respond  to  touch 


with  a  touch  of  their  own — such  as  a 
steering  wheel  that  jumps  with  each  bum 
in  a  virtual  road. 

GENETIC  ALGORITHM 

A  mathematical  formula — usually 
generated  through  random,  computer- 
generated  mutations — that  can  evolve  an 
adapt.  The  algorithms  can  be  generated  a 
parallel  "solutions"  to  problems.  Then 
poor  solutions  "die  off,"  leaving  the  more 
efficient  ones. 

INTELLIGENT  AGENTS 

Software  programs  that  autonomously  do 
the  user's  bidding,  such  as  finding  data  or 
sorting  E-mail.  More  sophisticated  version 
can  be  dispatched  across  networks. 

INTERFACE 

Whatever  a  computer  user  looks  at,  talks 
to,  or  manipulates  to  control  the  machine. 
Windows  95  and  Netscape  Navigator  are 
the  dominant  graphical  interfaces  today,  h 
15  years,  sound  and  touch  will  play  a 
larger  role. 

NAN0- 

One  billionth.  In  other  words,  extremely 
small  or  fast,  depending  upon  what 
follows.  "Nanotechnology"  refers  to  useful 
structures  small  enough  to  be  measured  in 
nanometers. 

REALTIME 

Responding  to  constantly  changing 
circumstances  with  the  shortest  possible 
delay.  Chips  that  manage  processes  on  an 
assembly  line,  for  example,  are  called 
"real-time"  controllers. 


YOU'LL 
FIND  US 
ON  TOP. 


you  to  a  world  of  system 
solutions  more  advanced  than  you  might  have 
imagined.  Everything  from  digital  systems 
that  connect  document  processing  to  your 
network,  to  America's  number  one  copier 
company  1 5  years  running.* 

And  while  others  may  try  to  impress  you  with 
their  name,  we  use  technological  leadership  to 
make  our  point. Take  the  NP  6085,  for  instance, 
A  high-volume  copier  that  introduces  both  central 
reproduction  and  departmental  users  to  a  new 
level  of  productivity.  And  the  GP200F,  the  most 
advanced  digital  solution  yet  for  copying, 
printing,  faxing  and  scanning  directly  on  your 
network.  Advanced  systems  the  competition 
would  prefer  you  not  know  about. 

So  if  you're  looking  for  the  right  solution 
for  your  office,  look  a  little  further.  And  a 
little  higher.  For  more  information,  call 
I  -800-OK-CANON  anytime,  or  visit  us  on  the 
Web  at  http://www.usa.canon.com. 


'Source:  Dataquest 

A  Gartner  Group  Company 


Canon 


Information  Technology  Annual  Report 


VOICES 

kk  An  ant  colony  is  a 
great  example  of  a  com- 
plex adaptive  system.  The 
worker  ants  live  three  or 
four  days,  and  you  can 
explain  about  95%  of  their 
behavior  with  a  dozen 
rules.  But  the  colony 
probes  its  environment  in 
sophisticated  ways,  sur- 
vives for  years,  performs 
maintenance  functions, 
repairs  the  nest . . .  Look- 
ing at  the  dozen  rules,  you 
would  not  infer  that  you 
could  get  all  that 
sophisticated  behavior 
from  the  colony.  J  J 


JOHN  HOLLAND 

University  of  Michigan 
computer-science  and 
psychology  professor 
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ence  that  were  once  accessible  only  through 
books  or  films.  To  teach  children  the  relationship 
between  planets  in  the  solar  system,  for  exam- 
ple, the  University  of  Washington's  HiTLab  en- 
visions a  simulation  in  which  the  user  grows  to 
a  height  of  a  thousand  miles  and  strides  through 
the  solar  system  at  the  speed  of  light. 
VIRTUAL  TOUCH.  If  you  think  of  this  as  a  game, 
researchers  won't  take  offense.  It's  the  game  in- 
dustry, after  all,  that  created  the  economies  of 
scale  needed  to  make  high-end  graphical  com- 
puting available  to  everyone.  Millions  of  chil- 
dren clutching  Sony  Corp.  PlayStations  and  Nin- 
tendo 64  consoles  now  know  more  about 
simulated  worlds  than  most  of  their  parents. 
The  next  hot  vr  technology  to  be  commoditized 
by  games  is  so-called  force  feedback,  or  virtual 
touch.  Manufacturers  are  releasing  steering 
wheels  and  joysticks  for  PC  games  that  resist 
when  you  take  a  sharp  turn  or  fire  a  missile. 
"Adult"  applications  are  the  next  logical  out- 
growth— as  soon  as  sensors  and  processing  pow- 
er are  cheap  enough.  Sex,  after  all,  was  an  im- 
portant driver  of  earlier  technologies,  such  as 
vcrs,  cd-roms,  and  electronic  commerce. 

In  15  years,  vr  simulations  will  be  woven 
deeply  into  education  and  job  training,  according 
to  Anita  K.  Jones,  professor  of  computer  sci- 
ence at  the  University  of  Virginia.  Jones  should 
know.  She  spent  most  of  the  past  four  years  as 
director  of  Defense  Research  &  Engineering  at 
the  Defense  Dept.,  where  she  oversaw  all  sci- 
ence and  technology  development  projects.  The 
military  invented  high-fidelity  simulations  for 
flight  training.  And  it  still  bankrolls  the  most 
cutting-edge  applications.  To  train  soldiers  in 
decision-making,  for  example,  the  Army  has 


been  known 
square  entire 
batallions  off 
simulated  force 
virtual  battle 
The  behavior  of  M 
lated  enemy  tanl 
so  realistic  that! 
diers  can't  distinJ 
them  from  hui| 
driven  foes 

Exercises  of 
sort  require  sta| 
ing  processing 
er — beyond  the 
of  academic  labs, 
with  price  reducl 
pushed  by 
high-end  simula 
will  soon  be  wi| 
available.  "The  boi 
ary  between  trai 
and  doing  will  di 
pear,"  Jones  pred 
While  high-fid 
simulation  chai 
how  we  view 
world,  tiny  de' 
called  micro-ele 
mechanical  syst 
or  mems,  will  t: 
form  how  the  wi 
responds  to  us. 
best  example 
mems,  which  comh 
actuators  with  sensors  and  computation,  is  I 
device  in  a  car  that  detects  abrupt  deceki 
tion,  recognizes  it  as  a  crash,  and  inflates  ant 
bag.  Scientists  at  Xerox  parc  believe  Ml| 
could  be  the  key  to  self-repairing  machines.! 
you  place  a  heavy  weight  on  a  steel  beami 
will  eventually  fail  by  buckling  or  bendiri 
says  Mark  Weiser,  PARC's  chief  technology 
"But  if  you  could  cover  the  beam  with  mic 
sensors  and  actuators  that  notice  the  bend1* 
begin,  then  push  back  very  slightly  before 
gets  very  far,  the  beam  can  support  10  tir 
more  weight." 
MANY  TECHIES.  Trends  such  as  this  in  electrc 
components  are  easy  enough  to  predict.  Abr 
innovations  are  harder  to  anticipate — and 
playing  an  ever  greater  role  in  technological  e 
lution.  Why?  Frontline  computer  expertise 
now  widely  diffused.  Asked  to  rank  the  top  1; 
in  an  informal  business  week  poll,  a  broad  gr( 
of  computer  scientists  predictably  salul 
Carnegie  Mellon,  Stanford,  and  mit.  But  less 
known  programs  at  the  University  of  North  C 
olina  and  Michigan  also  got  high  marks,  as 
the  University  of  Edinburgh  and  British  Te 
corn's  computer-science  lab.  "In  the  last  20  yea 
the  number  of  computer-science  PhDs  has  ris 
from  about  100  to  1,000  per  year,"  Says  Ranj 
H.  Katz,  chairman  of  the  University  of  Calif 
nia  at  Berkeley's  Computer  Science  Div.:  "Th 
couldn't  all  get  jobs  at  the  six  leading  lal 
so  they  went  to  work  in  a  wide  range  of  u 


ALL  EARS?  Robots  at 
the  University  of 
Edivbugh  respond  to 
sights  and  sounds 


It  is  more  than  the  world's  preeminent  financial  services  firm. 
It  is  a  vision  of  the  future. 

A  future  where  all  your  financial  needs  will  be  met. 
Where  you  will  have  the  best  minds  in  the  business  working  for  you. 
And  the  most  resources  to  draw  upon. 

It  is  a  vision  of  a  future  where  change  will  be  embraced. 
Where  knowledge  will  be  revered.  Where  uncertainty  will  become 
the  very  basis  of  opportunity. 

Introducing  a  financial  services  firm  with  the  global  strength 
to  make  that  vision  a  reality.  Not  a  few  years  from  now.  Today. 

Today,  vision  has  a  name. 


MORGAN  STANLEY,  DEAN  WITTER,  DISCOVER  &  CO. 
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k  k  Online  auctions  will 
start  to  carve  middlemen 
out  of  transactions. 
There  will  be  enormous 
resistance  to  this.  Think 
about  business  travelers. 
They're  good  customers 
who  actually  pay  more 
than  people  who  fly  only 
occasionally.  That  can't 
happen  if  you  have  real- 
time auctions  over  the 
Net.  Networks  give  peo- 
ple access  to  what  things 
are  really  worth,  defined 
by  what  people  will  pay 
at  that  minute.  J  J 


BILL  JOY 

Founder  and  Vice- 
President  for  Research, 
Sun  Microsystems 


versities,  industrial  labs,  and  small  companies." 

This  diffusion  of  computer  expertise  will  speed 
the  quest  for  new  metaphors  in  computing.  So 
will  fast  communications  and  the  freewheeling 
scientific  anarchy  of  the  World  Wide  Web.  Online 
forums  on  the  Internet,  for  example,  take  cred- 
it for  the  rapid  standardization  of  the  virtual-re- 
ality modeling  language,  or  vrml,  used  to  create 
3-D  worlds  on  the  Net.  Scientists  now  have 
vastly  expanded  avenues  for  collaboration.  And 
while  they  disagree  about  how  to  achieve  new 
models  for  computing,  few  would  question  the 
need  for  change.  Throughout  the  industiy,  there 
is  palpable  impatience  with  systems  and  net- 
works that  crawl — and  crash.  "As  a  heavy  user 
of  computers,  I  hate  them,"  says  Yale's  Gelern- 
ter.  "As  a  computer-science  person,  I'm  out- 
raged by  the  quality  of  the  software." 

Even  Microsoft  Corp.'s  top  science  maven, 
Nathan  P.  Myhrvold,  seems  weary  of  the  the 
PC's  limitations.  "The  rudest  thing  about  com- 
puters is  that  they  only  do  exactly  what  we 
tell  them  to  do,"  he  says.  "If  people  were  as 
rude — that  precise  and  specific — we  wouldn't 
marry  or  keep  jobs." 

Microsoft  is  doing  everything  in  its  power  to 
change  that.  The  company  is  frantically  beefing 
up  its  Microsoft  Research  staff,  which  will  triple 
in  size,  to  600,  by  the  year  2000,  says  Myhrvold. 
Even  competitors  tip  their  hats  to  William  H. 
Gates  Ill's  recruiting  strategy,  which  netted 
Gordon  Bell — father  of  the  minicomputer-  at  Dig- 
ital Equipment  Corp. — and  a  dozen  other  house- 
hold names  in  the  industry. 


Microsoft  won't  voluntarily  pull  the  plug 
Windows  franchise.  At  the  same  time,  it 
buck  the  trend  toward  intuitive  computing 
has  taken  such  firm  root  in  the  world's  top 
If  a  breakthrough — or  sheer  increases  in 
cessing  power — lead  to  superior  interfaces 
crosoft  will  be  forced  to  follow  the  market! 

Will  computers  ever  behave  more  like  1 
creatures?  Can  they  aspire  to  even  prirr 
consciousness?  Michigan's  Holland  says  it 
be  ruled  out.  With  the  most  complicated 
puters  we  have  today,  he  says,  "the  typica 
ment  [on  a  chip]  will  contact  up  to  10  othei 
ments."  In  the  human  central  nervous  sys 
the  equivalent  element  contacts  about  10 
The  difference  is  three  orders  of  magnitud 
number  that  has  significance  in  academi 
cles.  "There's  a  kind  of  aphorism:  Any  timej 
jump  three  orders  of  magnitude,  you  ha 
whole  new  science,"  says  Holland.  As  we  rj 
toward  billions  of  elements  on  a  chip,  the  b 
aries  that  separate  us  from  machines  will 
tinue  to  blurr.  "It's  beyond  our  realm  tol 
that  machines  of  such  enormous  complexity  fl 
be  conscious,"  says  Holland. 

As  these  machines  move  more  seamlessly  1 
our  fives,  our  bodies,  and  our  thoughts,  the  1 
notion  of  a  "computer" — with  its  manuals,  gll 
es,  and  crashes — mayi 
cede  to  a  memory. 

With  Julia  Flynnl 
Edinburgh,  Otis  Port 
Redmond,  Wash.,  anam 
reau  reports 


NEW  LOOK:  View 
ing  molecules 
in  3-D  at  the 
University  of 
North  Carolina 


RADITION  PUTS  IN  A  LONG  DAY. 


Next  time  you're  thinking  about  choosing 
a  business  PC,  consider:  instead  of  running 
around   and   locating   each   and  every 
hp  vectra  ve  PC   in  your  network,  you  can  save  your 

for  Business  from $992 ! 

breath  by  using  the  HP  Vectra  V  and  X  Series  PCs.  Our 
Intel®  Pentium®  processor-based  PCs  are  designed  not 
just  to  be  manageable,  but  to  actually  help  you  manage. 


Between    our    hardware    and    software    features  like 


TopTOOLS  and  OpenView,  we  offer  a  host  of  non- 


proprietary, DMI-standards-based  management 

Pentium 

■  processor 

solutions.  You  can  remotely  monitor  and  upgrade  the  BIOS 


of  multiple  PCs  throughout  your  entire  network,*  collect 


asset  data  from  them,  troubleshoot  problems  before  they 


even  become  problems  and,  in  general,  get  more  work  done. 


Have  a  seat  and  please  type:  www.hp.com/go/vectracommercial 


Better  products,  better  productivity. 


HEWLETT 
PACKARD 


Information  Technology  Annual  Report 


VOICES 

L  £  In  computers,  all 
information  is  written  in 
a  string  of  digits  of  zeros 
and  ones.  In  biology,  it's 
almost  the  same.  The 
question  is  whether  it's 
possible  to  transfer  some 
of  the  properties  of  living 
creatures  to  artificial  sili- 
con circuits.  With  enough 
complexity,  our  systems 
could  get  a  certain 
degree  of  autonomy  and 
consciousness.  Machines 
could  do  tasks  similarto 
ours-and  program  them- 
selves. I  don't  know  if 
this  is  dangerous,  but  it's 
part  of  our  future.  J  J 


DANIEL  MANGE 

Head  of  logic  systems  at 

the  Swiss  Federal 
Institute  of  Technology 


DUELING 
DRAINSCAPES 

Two  different  approaches  to  building  the  cyberthinker  of  tomorrow 


M 


Ieet  Cog,  the  android  wannabe — wannabe 
because  it  doesn't  have  legs  yet.  Those 
wilt  come  later.  For  now,  it's  still  learning 
to  coordinate  its  eye,  head,  and  hand 
"muscles."  You  can  almost  believe  it  wants  to 
grasp  the  hand  of  its  proud  father,  Rodney  A. 
Brooks,  associate  director  of  Massachusetts  In- 
stitute of  Technology's  Artificial  Intelligence 
Laboratory  in  Cambridge. 

Cog  (from  cognitive)  is  the  grand  experiment 
in  the  latest  approach  to  artificial  intelligence 
(ai):  letting  a  machine  dis- 
cover the  world  on  its 
own,  the  way  humans  do, 
rather  than  cramming  its 
memory  with  some  preex- 
isting computer  model  that 
describes  the  world  from 
a  human  perspective.  Call 
it  the  bottom-up  approach. 

The  flip  side  of  the  A I 
coin  can  be  found  in  Texas. 
Meet  Cyc  (from  encyclope- 
dia), the  most  ambitious 
version  of  the  old-school, 
top-down  system.  Some 
$40  million  has  been  spent 
on  organizing  Cyc's  rea- 
soning "engines"  and  stuff- 
ing its  knowledge  base 
with  a  half-million  rules 
derived  from  2  million 
common-sense  facts.  These 
are  the  things  people  soak 
up  during  childhood:  Moth- 
ers are  always  older  than 
their  daughters.  Birds 
have  feathers.  When  peo- 
ple die,  they  stay  dead. 

Such  facts  may  seem  obvious,  yet  their  omis- 
sion regularly  trips  up  ai  programs,  says  Cyc's 
creator,  Douglas  B.  Lenat,  president  of  Cycorp 
Inc.  in  Austin  and  a  consulting  professor  at 
Stanford  University.  But  the  size  of  Cyc's  knowl- 
edge base  is  critical  for  another  reason:  "Learn- 
ing occurs  at  the  fringes  of  what  you  already 
know — so  the  more  you  know,  the  more  you 
can  learn."  Starting  from  scratch,  says  Lenat, 
means  Brooks  "is  in  a  race  to  create  intelli- 
gence before  the  universe  ends,  since  it  took 
nature  millions  of  years  to  get  to  us." 

Brooks,  a  former  student  of  Lenat's  at  Stan- 
ford, remains  adamant.  "My  approach  is  the 
right  way  and  will  solve  everything,"  he  insists. 
"If  Cog  is  successful,  it  can  learn  those  com- 
mon-sense things  much  faster  than  people  can 
program  them." 


ft 


Mark  Weiser,  chief  technologist  at  X 
Corp.'s  Palo  Alto  Research  Center,  likes  Br< 
bottom-up  tack.  "Brooks  is  sailing  west  ti 
cover  America,"  he  says.  "Lenat  is  old 
digm — he  hopes  to  find  America  in  Portug 
Lenat,  however,  figures  he's  already  n< 
ating  for  Manhattan.  lj 
though  his  vision  f 
knowledge-discovery 
tern  is  far  from  comp 
Cycorp  is  selling  lim 


DAD  AND  SON: 

Brooks's  Cog  fol- 
lows a  human 
intuitive  model 


purpose  versions  of  Cyc.  They've  been  snap]^ 
up  by  a  half-dozen  companies,  including  GLc 
Wellcome,  Digital  Equipment,  IBM,  and  Unid 
Healthcare.  Glaxo  Wellcome  and  United  Heal 
care  use  their  Cycs  to  manage  huge  online  t 
sauruses  of  pharmaceutical  and  health-care  ters 
that  are  a  pain  for  people  to  deal  with. 
photo  synthesis.  To  show  how  Cyc's  comm 
sense  method  can  help  find  information  that  o 
er  software  might  miss,  Cycorp  has  a  datab.^ 
of  captioned  photos.  Most  database  manage 
retrieve  photos  based  on  a  precise  word  mati 
in  the  caption.  Not  Cyc.  Type  in  "strong  a 
daring  person,"  and  Cyc  pulls  up  a  picture  c; 
tioned  "Man  climbing  mountain."  Cyc  kno 
that  a  man  is  a  person,  and  that  mountain  clin 
ing  demands  strength  and  is  dangerous. 
Cyc  was  hatched  in  1984  at  Microelectron 
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When  Navistar  entered 
the  asset-backed  market 


Chase  drove  it. 


Navistar  Financial  tapped  Chase's  expertise  in  asset-backed 
securities  beginning  in  1993,  issuing  more  than  $3.5  billion  of  this 


compe 
Chase 


itive,  off  balance  sheet  financing.  In  the  most  recent  offering, 
ead  managed  a  $500  million,  four-tranche  issue  backed  by 


truck  loan  receivables. 


t 

"We  selected  Chase  to  lead  our  first  public  asset-backed  transaction  and 
they've  been  with  us  ever  since.  They  bring  us  new  and  innovative 
structuring  ideas  that  reduce  overall  cost  or  raise  additional  funds  and 
they're  committed  to  maintaining  an  active  secondary  market  in  all  of 
our  issues.  Chase  provides  the  support  we  seek  in  a  banking  relationship." 

Robert  Lannert 
EVP.  CFO  Navistar 


CHASE.  The  right  relationship  is  everything. 


ities  Inc.  acted  as  lead  manager.  Please  visit  our  website  at:  http://www.cb.ase  com 

hase  Manhattan  Corporation  Chase  Securities  Inc.  is  a  subsidiary  of  The  Chase  Manhattan  Corporation  and  a  Member  NASD/SIPC. 
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ARUN  NETRAVALI 

Vice-president  for 
research,  Lucent  Tech- 
nologies Inc.  's  Bell  Labs 

L  I  If  you  look  at  the 
old  telephony  model, 
there  were  big  switches 
and  transmission  lines. 
Now  the  network  is 
becoming  a  large,  global, 
homogeneous  kind  of 
thing  where  computation 
and  storage  take  place 
everywhere.  It's  collabo- 
ration of  all  the  different 
parts  that  leads  to  the 
result.  The  complexity  is 
so  great  that  at  a  micro 
level,  it  is  impossible  to 
know  really  what  is  going 
on.  As  engineers,  we  don't 
like  this  kind  of  thing  too 
much.  But  we  have  to  tol- 
erate ambiguity  J  J 


&  Computer  Technology  Corp.  (mcc),  an  Austin- 
based  research  consortium  of  high-tech  compa- 
nies, mcc  funded  a  decade's  work  by  a  crew  of 
linguists,  philosophers,  anthropologists,  and  en- 
gineers who  spoon-fed  data  to  Cyc.  By  the  end 
of  10  years,  Cyc  was  ready  to  earn  its  keep,  so 
mcc  spun  off  Cyc  in  1994.  Cycorp  has  turned  a 
modest  profit  each  year  on  annual  revenues  and 
research  contracts  of  about  $3  million. 

The  next  step  calls  for  Cyc  to  begin  learning 
on  its  own  by  reading  newspapers,  books,  and 
scientific  journals.  Then,  in  eight  or  nine  years, 
Lenat  figures  Cyc  will  be  small  enough  for  post- 
graduate work.  It  might  help  doctors  make  bet- 
ter diagnoses  by  checking  medical  records  and 
presenting  alternatives.  Or  it  might  help  market 
researchers  spot  sales  patterns  missed  by  con- 
ventional data-mining  programs.  "This  technolo- 
gy will  pervade  all  software,"  declares  Lenat. 
"There's  almost  no  application  that  couldn't  use 
common  sense  if  it  was  cheap  enough." 
LATE  START.  By  2020, 
Lenat  hopes  Cyc  will 
be  ready  to  take 
charge  of  its  own  re- 
search lab.  He  expects 
Cyc  to  design  unique 
experiments  and  un- 
cover new  knowledge. 

mit's  Brooks  has 
similar  dreams  for 
Cog's  progeny,  but  the 
timetable  is  less  certain 
because  Cog  got  off  to 
a  later  start.  It  was 
conceived  just  five 
years  ago,  after  a  Jan. 
12,  1992,  party  that 
Brooks  gave  to  cele- 
brate the  birthday  of 
hal,  the  ai  system  fea- 
tured in  2001:  A  Space 
Odyssey.  After  brood- 
ing about  the  lack  of 
anything  close  to  HAL, 
Brooks  decided  he  had 
to  make  a  run  at  it. 

Cog  may  be  young, 
but  it  rests  on  mature 

technology.  Brooks  has  been  building  self-learn- 
ing robots  for  a  dozen  years,  ever  since  the 
self-described  bad  boy  of  robotics  decided  that  all 
of  ai's  past  had  to  be  chucked.  He  began  build- 
ing small,  insect-like  robots  with  simple  brains 
connected  to  sensors.  There's  no  central  con- 
trol, and  walking  is  not  preprogrammed.  Yet 
the  mhiit-  li'iirn  tu  walk  through  trial  and  error. 

Take  Genghis.  It  was  an  early  six-legged  ro- 
bot about  a  foot  long.  Each  leg  has  two  force 
sensors  and  is  programmed  with  a  few  simple 
behaviors,  such  as  "when  up,  swing  forward" 
and  "when  down,  lift  up."  When  Genghis  is 
switched  on,  it  lies  on  the  floor,  legs  flailing. 
But  once  it  manages  a  step  or  two,  other  pro- 
grammed behaviors  kick  in  to  modify  the  move- 
ments of  the  legs  based  on  feedback  from  the 
force  sensors.  Soon,  Genghis  is  walking  around, 


climbing  over  small  objects,  and  using  its 
tennas  to  steer  clear  of  walls.  For  Brooks 
key  to  successful  robots  is  designing  the  sy 
so  "the  next  action  is  always  deducible 
the  current  sensor  readings." 

These  principles  were  used  to  build  Ari 
cheap  crablike  robot  developed  for  the  J 
that  can  locate  and  detonate  mines  on  beaJ 
Another  robot,  Hermes,  is  a  tiny  versiol 
Genghis  that  nasa  wants  to  use  to  explore! 
surface  of  Mars.  After  the  Mars  Lander  I 
down,  hordes  of  the  robots  would  scurry.  ™ 
one  found  something  interesting,  it  would! 
dio  the  Lander  to  come  and  collect  a  sampl 
Brooks's  success  with  insect  robots  reinfol 
his  conviction  that,  just  as  human  senses  din 
what  we  learn  about  I 
world,  a  robot  will  devl 
human-like  intelliga 
only  if  it  has  human-l 
senses.  So  Cog  has  I 


BIG  BRAIN:  Lenat 

envisions  his 
robot  running 
its  own  lab 


video-camera  eyes  and  two  ears.  They're  e 
linked  to  one  of  two  dozen  microprocess 
from  Motorola  Inc.  and  Texas  Instruments 
Each  chip  controls  a  specific  behavior  or  sei 
ry  system.  "Last  summer,  we  reached  a  critf 
point,"  says  Brooks.  "People  started  coming 
to  Cog  and  interacting  with  it  like  it  was 
other  being." 

If  all  goes  well  as  more  behaviors  are  ad 
such  as  a  sense  of  touch  and  then  smell,  Bro 
knows  what  he  wants  the  result  to  be:  so 
thing  like  Lt.  Commander  Data,  the  supers" 
android  in  Star  Trek.  How  long  might  that 
Brooks  throws  up  his  arms.  But  maybe,  aroi 
2020,  the  dueling  duo  will  mellow  and  give 
Commander  Cycog. 

By  Otis  Port  in  Austin,  7V 
and  Cambridge,  Ma 


Ned  knows  he  can  book  a  flight 
from  a  computer. 


So  what  does  Bob  know  that  you  and  Ned 
besides  the  wingspans  of  extinct  creatures? 
lows  about  Access"1-  the  American  Airlines 
:tive  Travel  Network™,  available  on  the  web 
ith  Personal  ^Access™  software. 

With  AAccess,  you  can  do  everything  from 
ng  trips  and  purchasing  tickets,  to  checking 
ichedules  and  information,  to  keeping  track 
r  AAdvantage  travel  awards  program  miles, 


AAccess 


BOB 


I         i  MtoMh  mn»  nwnro 


Bob  knows  from  his  computer 
he  can  book  a  flight  (and  earn  up  to 
500  bonus  AAdvantage  miles  every 
time  he  does  so),  select  his  seat,  see 
what  movie  is  playing,  manage  his 
AAdvantage  account,  check  out  special 

AAdvantage  promotions  and  low 
Net  SAVAver  Fares  ,  look  up  all  sorts 

of  flight  information  and  learn 
interesting  facts  most  humans  don't 
know  about  airplanes.  For  instance, 
did  you  know  a  Boeing  757  has  a 
wingspan  of  124'  10",  roughly  six 
times  that  of  the  average  pterodactyl? 
Bob  did. 

from  flights,  hotel  stays  and  rental  cars,  as  well  as 
award  levels.  All  from  your  computer.  And  right 
now,  you  can  earn  up  to  500  bonus  miles  with 
every  American  and  American  Eagle'  trip  you  book 
on-line  and  complete  by  the  end  of  the  year. 

So  why  let  Bob  have  all  the  fun?  Visit  Access 
via  the  Web  -  on  the  Internet.  Or  for  a  WINDOWS "- 
based  link  to  American  Airlines,  call  for  our 
Personal  AAccess  software. 


ternet  users,  AAccessna  the  Wrh  is  located  at  www.americanair. 


AmericanAirlines 


com  To  order  Personal  A  Arc™  for  your  PC.  call  1-800-AACCESS  (222-2377). 


Advantage  andAmtncan  Eagle  are  registered  tradcnuiKaod  Net  SAAver  Fares  Uun_  w„ 
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The  Best  Labs: 
A  WALKING  TOUR 

In  20  years,  you  won't  need 
to  take  a  walking  tour  of 
the  top  labs  in  the  U.S., 
Europe,  and  Asia.  Instead, 
you  might  make  a  "virtual" 
visit.  Or  you  could  send 
your  trusty  robot  to  fetch 
information  from  tomor- 
row's vast  databases. 

In  the  meantime,  business 
week  reporters  visited  two 
dozen  of  the  world's  most 
highly  regarded  computer 
science  laboratories.  In  the 
following  pages  are  their 
reports  from  seven:  Stan- 
ford, MIT,  Carnegie  Mellon, 
Edinburgh,  the  University  of 
North  Carolina  at  Chapel 
Hill,  Sony,  and  British  Tele- 
com. The  result  is  a  walking 
tour  of  tomorrow. 


STANFORD: 
EGGHEADS  AND 
ENTREPRENEURS 

Its  wizards  keep  the  emphasis  on  how 
to  market  the  bounty  of  knowledge 

The  exuberant  Buddha 
statue  in  the  right 
hand  of  Stanford  com- 
puter science  professor 
Marc  Levoy  is  a  trinket  he 
picked  up  from  a  museum 
gift  store.  The  amber-shad- 
ed identical  twin  in  his  left 
is  a  state-of-the-art  origi- 
nal. Original  computer 
graphic  art,  that  is.  Levoy 
has  invented  technology  to 
scan  items  with  a  laser 
and  then  "fax"  the  result- 
ing three-dimensional  mod- 
el to  a  remote  stereo  litho- 
graphy machine,  which 
fashions  an  exact  copy  out 
of  plastic. 

Hollywood  is  salivating 
at  the  prospect  of  using 
this  technology  for  special 
effects.  It  could  also  revo- 
lutionize ait  reproduction — 
now  a  $1  billion  industry,  Levoy  says.  He  re- 
cently had  to  decide  whether  to  spend  his  sab- 
batical  starting  a  company  or  pursuing  a  labor  of 
love  by  scanning  some  of  the  world's  most  pre- 
cious sculpture.  He  chose  the  latter.  For  now. 

You  never  know  what  new  twist  you'll  find  at 
Silicon  Valley's  Ground  Zero — Stanford  Univer- 
sity's computer-science  and  electrical  engineering 
departments.  A  Buddha  in  the  graphics  lab;  a 
self-learning  robot  chugging  down  a  corridor;  a 
goggled  grad  student  intently  organizing  a  three- 
dimensional  desktop  only  he  can  see.  Or  gad- 
get-free artificial-intelligence  refugee  professor 
Terry  Winograd  talking  with  his  students  about 
why  so  many  computer  users  feel  they  need  to 
be  "polite"  to  their  machines.  He's  helping  shape 
the  field  of  "interaction  design,"  which  is  focused 
on  how  people  work  and  behave  with  technology. 
FRIENDS  OF  BILL.  For  decades,  Stanford's  wiz- 
ards have  been  exploring  the  technical  frontiers 
of  computing,  training,  and  staffing  the  high- 
tech elite.  The  benefactor  plaque  in  the  slick 
new  sandstone  "William  Gates  Computer  Sci- 
ence" building  (as  a  measure  of  its  reputation. 
Stanford  snagged  one  of  Gates'  first  significant 
philanthropic  overtures — a  $6  million  gift  in 
1992)  is  a  Valley  Who's  Who:  The  names  in- 
clude Hewlett-Packard,  Cisco  Systems,  Silicon 
Graphics,  and  a  slew  of  prominent  venture  cap- 
italists like  Reid  Dennis  and  Donald  T.  Valentine. 
The  university  makes  the  same  claims  as 


every  top  academic  center  about  hiring 
smartest  faculty  and  snagging  the  brightest 
dents.  But  what  seems  to  make  Stanford  ri 
unique  is  an  infectious  entrepreneurial  sd 
It's  'no  coincidence  that  Levoy  talks  about) 
potential  markets  for  his  technology  as 
fortably  as  he  does  its  technical  elegance, 
pie  in  our  department  don't  often  spin  off 
theory-land  and  irrelevance,"  says  EdwanS 
Feigenbaum,  a  legendary  artificial  intelligence 
searcher  currently  on  leave  from  Stanfol 
Knowledge  Systems  Laboratory.  In  an  infom 

BUSINESS  WEEK  poll,  SI; 

ford  was  chosen  as  W 
place  most  research! 
would  like  to  work  (p| 
116). 

Indeed,  Stanford's  | 
ceptively  laid-back,  a 
try-clubbish  campus 
tracts  those  for  w 
developing  products- 
making  a  few  million- 
as  alluring  as  publish 
Some,  of  course,  do  to 
In  1984,  John  Henness 
then  dean  of  the  Schoo 
Engineering — took  a  s 
batical  and  started  w 
Technologies  Inc.  The  o 
pany,  now  a  unit  of  Sili 
Graphics  Inc.,  exploited 
pioneering  work  in 
chip  architectures. 

Now  back  at  Stanf< 
Hennessy  says  the  w! 
YE  GODS:  Levoy's  field  is  asking  how 
scanner  makes  "make  technology 
amazingly  real  things  the  way  peo] 
copies  want  to  do  them."  In  t! 

  quest,  Stanford  is  bee: 

up  research  in  graphics,  user  interfaces,  and 
formation  handling.  One  project  is  aimed 
standardizing  digital  presentation  of  diffe: 
data  types,  including  images,  sounds,  and  te: 

On  the  programming  frontier,  consulting 
ulty  member  John  Koza  is  using  genetic  all 
rithms  to  prepare  thousands  of  random  p: 
grams   that   run   on   a  massively  par: 
supercomputer.  The  machine  combines  and 
combines  the  programs  to  come  up  with  usai 
solutions  to  mathematical  problems. 

Koza  says  he  has  used  the  approach  to  cri 
one  of  the  thorniest  challenges  in  electrical  e: 
neeiing:  designing  complex  analog  circuits 
sound  amplifiers.  This  work,  says  Koza,  used  to 
the  domain  of  revered  artisan/engineers  "off  i 
room  wealing  purple  hats  with  gold  stars 
ually  tweaking  old  designs  to  fit  new  pa; 
ters.  Koza's  approach  could  automate  the  prod 
and  could  be  commercial  in  about  five  years. 

Once  again,  the  allure  of  the  cutting  edge! 
and  commensurate  profits — makes  this  pi; 
tick.  Says  Hennessy:  "The  gap  between  reseal 
and  what's  in  production  has  narrowed  to 
most  nothing." 

By  Joan  O'C.  Hamilton  in  Palo  Alto,  Cal 
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Network  Superiority 


There's  a 

different 

kind  of 

Internet 

network. 

Where 

compromise 

is  not  an  option. 

innovation 

never  stops. 


When  you're  operating  a  network  built  exclusively  to  meet  the 
demands  of  business,  you  can't  be  anything  less  than  fanatical 
about  technology  and  service.  You  create  an  advanced 
architecture  for  unrivaled  performance,  and  room  for  growth. 
You  make  it  fully  redundant  for  maximum  reliability.  You  deliver 
unmatched  local  access  with  over  850  points-of-presence. 
Then  you  get  the  best  minds  in  the  business  to  monitor 
and  support  the  network  around-the-clock.  At  UUNET,'5 
we're  continuously  redefining  what  business-class 
Internet  access  means.  Is  this  obsession?  Perhaps.  But  it's 
why  more  companies  choose 
us  than  any  other  Internet 
provider.  Call  1  800  265  0479   ||J^f\J  U{: 
www.uu.net/bw13 


i  5600  Web  Hosting:  1  800  258  4039  VARs/Resellers:  +1  703  208  5269 

IT  Technologies,  Inc.,  a  subsidiary  of  WorldCom,  Inc 
:rved.  The  UUNET  logo  is  a  registered  trademark. 


FHE  INTERNET  AT  WORK 


Information  Technology  Annual  Report 


VOICES 

■  ■  The  digital  revolu- 
tion is  far  more  signifi- 
cant than  the  invention 
of  writing  or  even  of 
printing.  It  offers  the 
potential  for  humans  to 
learn  new  ways  of  think- 
ing and  organizing  social 
structures.  Right  now, 
we're  evolving  without 
much  vision.  But  if  we 
could  boost  our  collective 
IQ  [with  computers  and 
networks],  maybe  we 
could  see  where  we're 
going.  )  J 


DOUGLAS  ENGELBART 

Inventor  of  computer 
mice,  windows,  videocon- 
ferencing, and  hypertext; 
now  at  the  Bootstrap 
Institute  in  Fremont, 
Calif. 


MIT:  TWO 
BIG  RIVALS 
ON  CAMPUS 

Far  apart  in  style  and  approach, 
the  teams  are  alike  in  influence 


M 


Iassachusetts  Insti- 
tute of  Technology 
has  a  split  person- 
ality when  it  comes  to 
computer  science,  mit's 
Media  Laboratory  and 
its  rival,  the  Laboratoiy 
for  Computer  Science 
(LCS),  seem  worlds 
apart:  "When  lcs  has  a 
party,  it's  a  box  of  cook- 
ies and  a  bunch  of  grad 
students  talking  about 
Star  Trek"  says  one  re- 
searcher with  ties  to 
both  facilities.  "The  Me- 
dia Lab  will  throw  a 
huge  bash  with  waiters 
serving  oysters  and 
champagne,  and  Nastas- 
sia  Kinski  will  be  there." 

Ask  folks  at  the  Me- 
dia Lab  what's  going  on 
over  at  lcs,  and  they'll 
profess  not  to  care.  Pose 
the  question  at  lcs,  and 
researchers  will  diss  the 
Media  Lab  for  largely 
missing  the  Internet — 
duh! — while  lcs  snared 

Tim  Berners-Lee,  the  British  computer  scientist 
credited  with  inventing  the  World  Wide  Web. 

If  the  rivalry  has  any  real  impact,  however,  it 
has  been  to  chive  both  labs  even  harder  to  map 
out  the  future  of  computing.  While  there  is  some 
overlap,  lcs,  estabtished  in  1963,  stays  tine  to  its 
origins:  pioneering  concepts  in  computer  archi- 
tecture. Consider  David  K.  Gifford's  work.  His 
research  on  computers  based  on  dna  molecules 
rather  than  silicon  has  a  time  horizon  of  a  couple 
of  decades.  Yet  it  holds  intriguing  potential. 

The  goal  is  to  take  advantage  of  dna's  ability 
to  contain  vast  amounts  of  infomnation  in  a  tiny 
amount  of  space.  The  trick  is  accessing  and  pro- 
cessing the  information.  Gifford's 
simple  molecular  computer  starts 
with  a  strand  of  dna.  Pieces  of  the  strand  rep- 
resent the  "Is"  and  "Os"  of  a  computer.  Gifford 
and  co-worker  Alexander  J.  Hartemink  then 
use  the  normal  machinery  of  biology  to  copy 
the  strand.  But  instead  of  copying  the  strand  ex- 
actly, as  cells  typically  do,  they  replace  one  of 
the  pieces  with  a  different  string  of  DNA,  thus 
flipping  the  "bit"  from  0  to  1. 

So  far,  the  dna  computer  is  able  to  count 


from  one  to  three.  That's  a  long  way  frofl 
power  of  silicon  chips.  "Intel  doesn't  hal 
worry  about  it  replacing  the  Pentium  yet.'B 
Hartemink.  But  Gifford  believes  the  appB 
will  work  with  more  complex  logic  operaB 
paving  the  way  to  a  more  capable  databaB 
computer.  "It's  so  new,  we  don't  even  know 
what  the  applications  will  be,"  he  says.  I 
Across  campus,  the  11-year-old  Media  Lfl 
ready  has  had  an  impact  on  multimedia  proM 
such  as  digital  television.  And  it  has  becol 
beacon  for  bright  nonconformists  like  H« 
Ishii.  As  a  scientS 
Japanese  telecom  I 
ntt  Corp.,  the  41-1 
old  lshii  bridged  m 
cal  and  virtual  wl 
with   a  "whitebm 
that  allows  engine" 
different  locatio" 
work  on  the  same 
ing  simultaneously. 
DESK  SET.  At  MIT 
new  approach  to 
man  interfaces  ev 
into  a  "wall  of  th 
ture"  that  saves  u! 
drawings  on  data- 
age  cards.  Any 
worked  computer 
use  the  cards  to  r 
the  drawing  sess 
At  first,  the  output 
limited  to  digital, 
strokes.  But  Ishii  w 
ed  to  come  closer  tj 
mother's  abacus  by 
bedding  bits  of  dal] 
physical  objects 
can  actually  be  gra 
and  manipulated. 

So  Ishii  and  his 
next  built  an  "a 
desk."  It  has  a  tr 
parent  panel  and  a 
ray  of  optical,  mec" 
cal,  and  electroma- 
sensors  beneath  the  surface.  The  sensors 
read  data  that  has  been  coupled  to  physica 
jects.  To  demonstrate  how  it  works,  Ishii  pi 
a  model  of  mit's  famous  dome  on  the  desk, 
transparent  panel  flickers  to  life  and  displa 
map  of  the  mit  campus,  properly  scaled  so 
dome  sits  in  the  middle  where  it  belongs. 
Ishii  moves  the  dome,  the  map  moves  too. 
scanning  a  bar  code  attached  to  the  dome 
TMP  dcct  I  arc       e^  the  desk  links  the  dome  to 
Htol  LADo       about  what's  inside — from  fac 
office  listings  to  a  schedule  of  events.  The  i 
Ishii  says,  is  to  build  a  computer  that  inter; 
in  a  human  sort  of  way  rather  than  force  peJ 
to  adapt  to  the  computer. 

With  so  much  talent  clustered  in  the  \ 
labs,  there's  a  good  chance  one  or  the  other 
come  up  with  part  of  the  blueprint  for  the  d 
tal  future.  So  who's  keeping  score? 

By  Paul  C.  Judge  in  Cambridge,  Mi 


TOY  STORAGE:  The 

sensors  in  Ishii's 
panels  read  data 
from  3-D  objects 
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The  Microsoft  Windows®  PC  Partners  Series 


Speaking  Productively: 

A  Partnership  Approach  to  TCO 


This  is  a  story  about  productivity.  It's  also  a  story  about  partnership.  But  it  isn't  a  story  about  the 
horrors  of  TCO.  You  don't  need  another  article  to  tell  you  what  you  already  know:  that  PCs  cost  too 
much  to  manage,  to  run,  to  upgrade.  What  you  need  are  answers. 

So  within  this  article,  we're  going  to  give  you  some  answers.  We're  going  to  paint  a  picture  of  what 
your  computing  environment  could  look  like  in  less  than  a  year,  and  how,  working  hand-in-hand  with 
our  partners,  we're  going  to  deliver  it. 

Listening  to  our  most  important  partner.  You.  At  Microsoft,  when  we  set  out  to  study  TCO  issues, 
we  went  straight  to  the  source:  ClOs.  IT  managers.  System  administrators.  People  like  you  who  live  an 
breathe  cost  of  ownership  issues  every  day.  And  who  have  a  very  clear  idea  of  what  the  future  could 
be  if  someone  would  just  stop  for  a  moment,  and  listen. 

So  we  did.  We  listened.  Then  we  joined  with  PC  and  key  component  manufacturers  who  also  were  bu< 
listening.  And  using  what  we  heard,  we  forged  partnerships  with  them  founded  on  a  common  belief: 
that  it  is  not  enough  to  lower  costs  here  and  there;  what  works  is  to  increase  productivity  everywhere. 
Only  then  can  we  all  realize  dramatic  savings.  Only  then  can  we  focus  on  what's  truly  important:  total 
business  value. 

A  word  about  these  partnerships.  These  aren't  simple  ink-and-handshake  deals;  this  is  old-fashioned 
teamwork.  We  don't  just  pick  up  the  phone  and  chat.  We  live  in  each  others'  offices.  We  hammer 
out  specs.  We  share  customer  input.  In  short,  we  put  our  collective  heads  together.  And  you  know 
where  it's  taken  us?  To  a  long-term  solution  that  doesn't  just  address  the  cost  of  ownership  problem. 
It  tackles  it  head-on.  And  at  the  same  time,  ushers  in  a  new  era  of  computing  that  will  help  people 
accomplish  more.  With  less.  Here's  how. 


"What  does  helping  peop 

and  faster  have  t 


Standards  are  empowerment.  Our  strategy  is  founded  on  standards.  Standards  are  glue.  Standards 
extend  the  value  of  a  distributed  environment  by  ensuring  that  all  the  pieces  fit  together  seamlessly. 
They  aren't  one  company's  idea  of  what  comes  next.  Standards  are  simply  this:  roadmaps.  And  they 
belong  to  us  all. 


The  fact  that  the  Microsoft.  Windows-  PC  environment  is  based  on  standards  is  no  accident.  And  the 
result— that  it  has  empowered  millions  of  people  to  get  more  work  done  in  less  time-is  no  coincidence 


As  the  Windows  PC  environment  continues  to  evolve,  its  ability  to  empower  won't  change.  It  wiil  grow. 
From  the  handheld  Windows  CE,  to  the  portable  computer,  the  desktop  PC,  the  Windows  NT.  Work- 
station, to  the  newest  kid  on  the  block-the  NetPC-the  Windows  PC  platform  will  enable  people  to 
be  even  more  productive  no  matter  where  they  are.  Because  while  all  these  pieces  work  separately, 
they  also  work  in  one  other  important  way.  Together. 


an  interesting  point  to  bear  in  mind  as  you  consider 
ext  technology  move.  Because  while  others  may 
echnology  they  claim  also  works,  the  question  is, 
vill  it  work  with? 

ing,  not  disabling  technology.  With  our  partners, 
;oft  will  soon  be  delivering  two  key  productivity  solu- 
)ased  on  standards:  The  Zero  Administration  Initiative 
idows  (ZAW)  and  the  Network  PC.  Take  a  closer  look 
NetPC. 

led  as  a  complement  to,  rather  than  a  replacement 
ur  organization's  existing  environment,  the  NetPC  is 
imple  of  how,  with  our  partners,  Microsoft  has  elimi- 
extra  costs  by  tightening  the  standards  for  the  corpo- 
C— without  jeopa  rdizing  the  kind  of  flexibility  and 
jtibility  organizations  need  to  be  productive.  At  the 
f  these  tightened  standards  is  the  right  balance  of 
lized  control. 

balance"  is  the  key  phrase  there.  It  offers  the  kind  of 
I  that  allows  your  network  administrators  to  remotely 
ure,  upgrade,  and  manage  systems  (which  means, 
I  other  things,  that  individuals  will  no  longer  be  able 
all  "junkware"  on  their  work  systems).  But  it  also 


Choice  is  the  power  to  select  from  any  of  more  than 
100,000  Windows-compatible  applications  (including 
your  own  custom  programs)  to  run  your  business.  But 
choice  goes  beyond  what's  here  now;  it's  also  about 
what  comes  next.  Because  choice  enables  the  freedom 
to  move  forward  to  new  technologies  as  you  see  fit, 
backed  by  the  power  of  compatibility,  interoperability, 
and  integration. 


k  smarter,  better, 

with  lowering  TCO? 


es  a  hard  disk— which  ensures  that,  even  if  the 
s  get  busy  or  the  network  goes  down,  productive 
loesn't  go  down  with  it. 

ig  it  all  forward.  But  what  about  your  existing 
>ps?  That's  where  Zero  Administration  Initiative  for 
ws  comes  in.  ZAW  is  a  long-term  plan  that  will  bring 
far  easier  and  better  way  to  deploy  and  manage 
rganization's  desktops.  How  much  easier?  Picture 
i  the  future,  upgrading  250,000  desktops  will 
3  three  exacting  steps:  Point.  Click.  Go  to  lunch. 
;o  be  that  easy  to  update  the  operating  system- 
form  almost  any  of  the  countless  tasks  that  take 
me,  but  not  your  talent. 


An  evolutionary  beginning.  Add  it  all  up— Windows 
PC,  the  NetPC,  ZAW— and  you're  left  with  the  three  basic 
tenets  of  our  partnership  approach  to  productivity. 
Empowerment.  Simplicity.  Choice.  Together  they  com- 
prise an  evolutionary  strategy  that  puts  the  TCO  issue 
where  it  belongs:  in  the  soon-to-be  extinct  category. 
And  ends  this  story  with  something  you  don't  often  find: 
a  new  beginning. 

By  the  way,  if  this  strategy  sounds  like  a  productive  way 
to  solve  your  TCO  issues,  then  take  a  moment  and  pat 
yourself  on  the  back.  The  ideas  came  from  you.  All  we 
and  our  partners  did  was  take  the  time  to  listen.  And 
make  the  commitment  to  act. 


Iso  enables  the  development  and  deployment  of 
dest  range  of  applications  and  supports  the  last 
tant  concept  we  want  to  highlight  today:  Choice. 


Compaq:  Sensible  Scalability.  At  Compaq,  we're  not 
only  committed  to  helping  corporations  find  new  ways  to 
lower  costs— we're  providing  a  full  spectrum  of  scalable 
solutions  that  make  them  reality.  Today  Compaq  offers 
the  full  line  of  Windows  PC  platforms.  From  the  hand- 
held Windows  CE,  to  the  NetPC,  to  the  laptop,  on  up. 
We  do  so  because  we  know  our  customers  share  a  com- 
mon need  for  continuity.  The  kind  that  ensures  all  the 
different  parts  will  work  just  as  well  together  as  they 
do  alone. 

As  we  worked  with  Microsoft  on  the  NetPC  specification, 
it  soon  became  clear  to  us  that  here  was  the  missing 
piece:  A  computer  designed  for  a  new  class  of  end  user; 
someone  who  needs  the  performance  and  compatibility 
offered  by  PC  architecture,  but  not  the  expandability  of 
the  mainstream  PC.  Add  in  ZAW,  with  its  easy  deployment 
and  management  capabilities,  and  it's  easy  to  see  where 
this  technology  will  take  our  customers.  Straight  to  the 
bottom  line.  And  well  in  the  black. 
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Hewlett-Packard:  Better  Productivity.  At  HP,  we 

believe  the  PC  can  be  a  tool  for  change.  Dramatic  change 
Not  only  in  the  way  people  interact  with  it,  but  in  the  way 
the  PC  can  lower  costs  throughout  an  organization.  That's 
why  we  joined  Microsoft  in  the  development  of  the  NetPC 
specification.  And  from  that  specification,  why 
we  built  the  HP  Net  Vectra  PC  Series. 


Dell:  Open  Standards  Flexibility.  At  Dell,  we  have  a 
thorough  understanding  of  the  cost  of  ownership  issue. 
Because  we  speak  directly  to  more  than  50,000  of  our  cus- 
tomers every  day.  Know  what  we've  heard?  That  it  isn't 
enough  to  make  a  low-cost  PC. 

We  couldn't  agree  more.  That's  why  we're  proud  to  say 
we're  one  of  the  co-authors  with  Microsoft  on  the  NetPC 
specification.  This  specification  addresses  the  real  issues 
surrounding  cost  of  ownership.  And  it  offers  a  real  solution 
based  on  three  important  customer-driven  concerns:  appli- 
cations and  performance  compatibility,  support  for  existing 
investments,  and  adherence  to  open  standards.  That  last 
one— adherence  to  open  standards— is  especially  critical. 
They  are  open  standards  that  encourage  new  technologies 
to  emerge  within  the  frameworks  of  existing  environments 
and  allow  customers  more  product  choices. 

We're  ready  for  this  smarter  way  to  work  with  our  OptiPlex 
products.  Fully  NetPC  configurable,  they  offer  the  price  and 
flexibility  our  customers  have  asked  for.  How  do  we  know? 
Because  our  customers  tell  us.  50,000  times  a  day. 


For  end  users,  the  HP  Net  Vectra  PC  will  deliv 
er  the  same  functionality  as  a  traditional  PC- 
for  example,  it  will  run  Microsoft  Windows  anc 
more  than  100,000  applications.  But  from  a 
company-wide  perspective,  the  HP  Net  Vectra 
PC  will  not  only  cost  less,  it  will  lower  costs  in 
new  ways,  through  centralized  management  capabilities. 
And  it  will  include  additional,  complementary  manage- 
ment features  like  HP  TopTOOLS. 

At  HP,  our  goal  is  to  provide  the  right  technology  at 
the  right  time.  From  VAR-configured  solutions  like 
Windows  NT  Servers  running  the  BackOffice™  family  to 
the  HP  Net  Vectra  PC,  we're  continuing  to  do  what 
we've  done  all  along:  improve  customer  productivity. 
And  profitability. 


COMPAQ. 


D0LL 


E'ATM  HEWLETT 


Microsoft 

www.microsoft.com/winclows/newtech/ 


" '  1997  Mn.rusi.ifi  Corporation  All  fights  reserved 

Microsoft.  Windows,  and  Windows  NT  ate  registered  trademarks  and  BackOffice  is  a  trademark  nf  Microsoft  Corporation  Other  products  and  company  names  mentioned  herein  may  be  the  trademarks  of  then  respective  owners 
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RNEGIE 
LLON:  AIMING 
R  IMMORTALITY 

ihnology  will  preserve  an 
:  life  on  one  tiny  hard  drive 

egie  Mellon  University  has  had  the  rep- 
tion  of  being  something  of  a  Young  Turk 
ong  major  research  labs.  That  has  even 
a  point  of  pride.  "We've  always  been  a 
ibellious,"  says  D.  Raj  Reddy,  dean  of 
chool  of  Computer  Science, 
les  from  [Herbert  A.]  Si- 
si  [Allen]  Newell,"  computer-science  pro- 
who  pioneered  artificial  intelligence, 
ituck  their  necks  out  in  the  1950s  to  in- 
;  the  real  importance  of  computers  would 
conventional  number  crunching" — but 


THE  BEST  LABS 


MAVERICKS:  Reddy 
says  the  lab  prides 
itself  on  being  "a 
little  rebellious" 


ting  human  cre- 
and  intelligence. 

cmu's  comput- 
ire  talking  about 
ig  in  immortali- 

bonus.  Not  biological  immortality — the 
variety.  It  will  take  the  form  of  a  huge 
edia  database  with  minute-by-minute 
of  your  entire  life,  all  stored  on  a  hard 
ie  size  of  a  quarter.  "Your  great-great - 
lildren  will  be  able  to  ask  your  data- 
out  your  life  and  times,"  Reddy  says.  Or 
s  will  be  able  to  quiz  a  synthetic  Ein- 
iat  understands  what  the  original  Al- 
•ote.  cmu's  new  Entertainment  Technol- 
titer  recently  unveiled  a  virtual-Einstein 
pe  that  can,  within  fairly  severe  limits, 
spoken  questions  about  Einstein's 
of  relativity.  It  was  built  to  preview 


coming  attractions  in  interactive  entertainment. 

Advances  in  art,  science,  and  philosophy  de- 
pend on  preserving  mankind's  knowledge  so  oth- 
ers can  ponder  it.  To  date,  it  has  been  the 
thoughts  mainly  of  the  famous  and  wealthy  that 
have  been  preserved.  Tomorrow,  anything  any 
human  creates  or  experiences  could  be  captured 
automatically,  organized,  and  made  available  to 
anyone  else. 

At  the  rate  hard-drive  prices  are  plummeting, 
"storing  all  your  visual  experiences  during  your 
5,840  waking  hours  per  year,  including  all  your 
creative  expressions,  will  soon  cost  less  than 
$1,000,"  predicts  Dan  R.  Olsen  Jr.,  director  of 
cmu's  new  Human  Computer  Interaction  Insti- 
tute. And  15  years  from  now,  storage  will  cost 
pennies  a  year,  he  says:  $100  per  terabyte,  or 
$50  for  enough  space  to  hold  100 
years  of  someone's  life.  IBM  already 
has  a  prototype  hard  drive  no  bigger  than  a 
coin  that  stores  100  megabytes  and  is  expected 
to  hit  100  gigabytes. 

This  will  precipitate  a  deluge  of  information. 
To  cope  with  it,  cmu's  Automated  Learning  & 
Discovery  Center  is 
working  on  a  smart 
search-and-edit  engine 
that  can  handle  symbols 
encapsulating  vision, 
voice,  and  text  informa- 
tion. "It  should  be 
ready  in  5  to  10  years," 
says  center  director 
Tom  Mitchell. 
SILICON  DREAM.  CMU's 
Turks  also  sense  that 
E-mail's  popularity  sig- 
nals the  beginning  of  a 
fundamental  shift  away 
from  reliance  on  face- 
to-face  contacts.  So  a 
new  Language  Tech- 
nology Institute  has  set 
its  sights  on  intelligent 
multimedia  systems  for 
putting  texture  back 
into  disembodied  hu- 
man-to-human commu- 
nications. Look  for  a  speech  processor  that 
edits  intonations  as  well  as  words. 

On  the  hardware  side,  Reddy  is  pushing  for 
fresh  approaches  to  making  silicon  more  like  us. 
People  recognize  images  and  speech  in  a  snap, 
but  that  is  a  major  chore  for  computers.  Bridg- 
ing this  gap,  so  computers  can  augment  hu- 
man intelligence,  is  the  task  of  the  new  Center 
for  the  Neural  Basis  of  Cognition. 

"Every  man,  woman,  and  child  will  soon 
be  using  information  technology  [it]  as  an 
integral  part  of  their  daily  lives,"  Reddy  says. 
"So  we're  spending  the  intellectual  capital 
to  understand  how  to  make  it  like  driving 
a  car.  Most  people  drive,  yet  they  don't 
care  much  about  how  the  engine  works. 
Whereas  90  years  ago,  you  had  to  be  your  own 
mechanic." 

By  Otis  Port  in  Pittsburgh 


VOICES 

L  k  The  continuing 
explosion  of  networking 
around  the  world  is  going 
to  cause  the  entry  price 
of  computers  to  resume 
their  downward  trend. 
How  will  the  next  1  billion 
network  connections  be 
created,  and  what  will 
they  look  like?  The  Inter- 
net today  is  a  faint  out- 
line of  the  globe-girdling 
network  we'll  have.  The 
growth  rate  for  the  Inter- 
net is  ahead  of  all  the 
technology  curves  for 
components.  J  J 


ROBERT  SUPNIK 

Vice-president  of 
research  at  Digital 
Equipment  Corp. 
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Electronic  com- 
merce is  starting,  but  it 
needs  lots  of  work.  The 
home-computer  user 
wants  something  better 
than  an  online  catalog.  If 
I'm  an  online  shopper,  I 
want  to  know  if  the  shoe 
will  fit  my  foot.  The  basic 
problem  is  digitizing  the 
description  of  the  shoe 
and  of  the  foot.  And  it 
can't  cost  $10,000. 
If  you  could  do  all  this, 
you  could  really  sell 
something.  1 1 


HERBERT  SCHORR 

Executive  Director  of  the 
Information  Sciences 

Institute  at  the  University 
of  Southern  California 


EDINBURGH: 
WHERE  ERSATZ 
CRICKETS  CHIRP 

Its  "informatics"  unit  fuses  AI, 
computers,  and  cognitive  science 

A psychedelic  post- 
er for  an  artifi- 
cial-life confer- 
ence is  taped  to  the 
wall.  Colorful  balls 
used  in  an  experi- 
ment dangle  from 
the  ceiling.  Some  of 
the  Generation  Xers 
working  at  the  Uni- 
versity of  Edin- 
burgh's large  mobile- 
robots  lab  pad 
around  in  bare  feet 
and  shorts.  And  in 
the  center  of  it  all, 
Henrik  H.  Lund,  a 
27-year-old  Danish 
researcher  sporting  a 
long  blond  ponytail, 
is  playing  love  songs 
to  his  "crickets." 

He's  not  romanc- 
ing real  bugs.  He's 

wooing  tiny  robots  with  microphone  ears.  They 
were  built  to  demonstrate  how  crickets  in  nature 
find  their  singing  mates.  If  he  claps,  they  won't 
budge.  But  sure  enough,  when  Lund  turns  on  a 
speaker  playing  the  recorded  songs  of  real  crick- 
ets, one  of  the  robots  sashays  toward  it. 
NOBLE  PEDIGREE.  Working  with  Barbara  Webb, 
an  animal  behaviorist,  and  John  C.  T.  Hallam,  di- 
rector of  the  mobile-robots  lab,  Lund  has  repli- 
cated the  parts  of  the  cricket's  hearing  and  ner- 
vous system  that  help  it  navigate.  In  effect,  the 
team  built  a  software  and  hardware  model  of  a 
real  cricket.  "This  is  as  much  about  biology  as  it 
is  about  artificial  intelligence,"  Lund  explains. 

As  Lund's  crickets  show,  boundaries  between 
the  sciences  are  blurring  at  Edinburgh.  Found- 
ed in  1583,  this  university  is  a  hotbed  of  "infor- 
matics"— a  discipline  that  unites  computer  sci- 
ence, artificial  intelligence,  and  cognitive  science. 
The  goal  is  "developing  a  new  sci 
ence  of  information,"  says  the  di 
vision's  head,  Michael  P.  Fourman. 

The  work  builds  on  a  notable  pedigree.  The 
predecessor  to  the  university's  current  ai  de- 
partment was  set  up  in  1963  by  Donald  Michie, 
who  helped  crack  the  Nazi's  Enigma  code  during 
World  War  II.  In  the  1970s,  the  department  in- 
vented the  Prolog  programming  language.  Until 
Cambridge  University  recently  outdid  it,  Edin- 
burgh boasted  Europe's  most  powerful  super- 
computer. Today,  Edinburgh  is  one  of  the  few  re- 
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search  groups  outside  the  U.  S.  to  get  suppt 
from  the  Defense  Advanced  Research  Projes 
Agency,  America's  chief  funder  of  ai  researc 
Closer  to  home,  the  university  just  develo]  ] 
"intelligent  agents"  that  help  companies  sn  i 
as  Unilever  PLC  and  ibm  uk  manage  work  flop. 
The  resulting  softwai'e,  explains  B.  Austin  Tt  j 
technical  director  of  the  ai  department's  ta  i 
nology-transfer  office,  does  everything  frf  a 
guiding  companies'  bids  on  contracts  to  f- 
tomating  big  chunks  of  business  operations. ! 
Already,  one  of  Eclinburgh's  inventions  hel] 
run  a  small  partlf  I 
America's  most  I- 
mous  business  schi . 
Harvard  tested 
Edinburgh  progn 
that  used  so-cali 
evolutionary  alj- 
rithms   to  man; 
exam  schedules.  I- 
inburgh's  research 
also  helping  a  Se- 
tish  company,  M  - 
shall  Agricultu 
schedule  the  coll  - 
tion  and  slaughter!: 
of  more  than  1.3  n- 
lion  chickens  a  we . 

Edinburgh's  com- 
puter finesse  spis 
over  to  the  sod 
sciences.  It  is  ho 
to  some  of  the  le;  - 
ing  thinkers  on  tp 
relationship  betwa 
men  and  machin . 
One,  sociologist  D<- 
ald  MacKenzie,  c- 
laborates  with  Ed- 
burgh's  infonnatics  team.  MacKenzie  has  writt  i 
an  award-winning  book  on  such  questions  i 
how  the  design  of  ballistic  missile  guidance  si 
terns  in  the  U.  S.  and  Russia  reflects  the  stn- 
ture  of  their  respective  military  organization 
It's  easier  to  analyze  the  man-rnachine  int - 
face  than  to  improve  it.  But  one  informal 
team  is  trying.  Bringing  together  \\  research 
and  cognitive  scientists,  the  team  has  creati 
what  it  calls  an  intelligent  labeling  explorer,  r  gj. 
Ilex.  Working  with  the  National  Museums  I 
Scotland,  this  team  created  a  prototype  tk 
provides  a  virtual  tour  of  a  20th  century  jew- 
ry  exhibit.  Unlike  museum  labels,  Ilex  tailors  ij 
tour  to  the  interests  of  the  person  being  guidt. 

tuc  dect  I  adc       For  examPle>  if  .v°u  linger  on 

Dtai  LAbo  Coco  Chanel  bracelet,  the  systij 
might  suggest  that  you  look  at  another  Fren 
designer  working  in  the  same  style. 

To  make  machines  more  human,  a  bit  of  him* 
helps,  researchers  say.  So  one  group  is  school); 
computers  in  puns.  The  machines  don't  gigg 
but  they  seem — in  their  way — to  grasp  w 
crossing  a  monkey  and  a  peach  might  yield  a 
"ape-ricot."  The  researchers  haven't  tried  th 
one  out  on  the  crickets  yet.  All  in  good  time. 

By  Julia  Flynn  in  Edinbun 


REFOCUS:  Fourman 
wants  "a  new  science 
of  information" 
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helped  to  have  a  few 
:>ntrol  freaks  on  staff 


Who  better  to  design  and 
engineer  a  great  handling  sedan 
than  people  who  are  obsessed 
with  power  and  control? 

It  was  just  such  people  who 
insisted  Dodge  Stratus  ES  have 
standard  anti-lock  brakes  as  well  as 
a  fully  independent,  modified 

double-wishbone  suspension 
like  you'd  find  in  race  cars. 
They  lobbied  for  an 
available  speed-sensitive, 
variable-assist,  rack-and- 
•  pinion  steering  system  that 
allows  for  easy  maneuvering  in  parking 
situations,  yet  provides  plenty  of  road 
input  at  speed.  They  wanted  the  option  of 
an  AutoStick*'  transmission  that  gives 


you  the  responsiveness  of  a 
manual.  And  in  their  ultimate 
power  play,  they 
saw  to  it  that 
Stratus  ES  has 
an  available  24-valve, 
single  overhead  cam  V-6. 

But  by  meeting  their  demands,  it  seems 
we  met  yours,  too.  Because  in  J.D.  Power 
and  Associates  latest  APEAE  Study"", 
Stratus  tied  as  the  "Most  Appealing  Entry 
Mid-Size  Car."* 

For  still  more  information,  call 
1 -800-4- A- DODGE  or  visit  our  Web 
site  at  http://www.4adodge.com 

Dodge  is  the  official  vehicle  of  the  Skip  Barber  Driving  School. 


Stratus  H  The  New  Dodge 


'1996  Automotive  Performance,  Execution,  and  Layout  Study,  based  on  25,492  consumer  responses.    Always  wear  your  seal  belt. 
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UNG:  TOOLS  TO 
MANIPULATE 
VIRTUAL  WORLDS 

North  Carolina's  devices  help  visualize 
molecules  or  guide  a  surgeon's  hand 

Floating  before  my  eyes  is  a  slice  of  an  al- 
most unimaginably  tiny  world.  It  looks 
like  a  pair  of  long,  low  hills  rising  from  a 
featureless  plain.  But  those  ridges  are  ac- 
tually "buckytubes,"  soda-straw-like  molecules 
thousands  of  times  thinner  than  a  human  hair. 
And  I  can  do  more  than  just  look,  -rut  rcct  I 
Thanks  to  an  atomic  force  micro-  Dtol  LA  Bo 

scope,  powerful  computer-graphics  equipment, 
and  precision  motors  connected  to  a  small  joy- 
stick, I  can  "feel"  every  bump  and  dip  as  I 
guide  a  little  red  ball  across  the  simulated  land- 
scape. I  can  even  push  the  buckytubes  around. 

When  University  of  North  Carolina  computer 
scientist  Russell  M.  Taylor  first  began  developing 


TO 


3-D  WINDOW:        this  virtual  reality  "nanomanipulator"  system,  his 
"Buckytube"        physics  department  colleagues  figured  the  new, 
molecules  can      more  precise  way  to  control  the  microscope  would 
even  be  "felt"        be  a  boon — but  they  weren't  sure  fancy  real- 
"  time  computer  graphics  were  that  important. 
Now,  they're  believers.  "We  wouldn't  have  been 
able  to  do  the  experiments  we've  done  without 
it,"  says  UNC  physicist  Richard  Superfine.  He 
and  co-workers  have  used  the  tool  to  probe  the 
properties  of  buckytubes — and  discover  precisely 
how  the  surfaces  ripple  when  the  tubes  are  bent. 

The  value  of  Taylor's  3-D  window  into  the 
Lilliputian  world  of  molecules  also  epitomizes 
the  credo  of  unc's  vaunted  Chapel  Hill  comput- 
er-science lab:  Build  visualization  tools  that  are 
actually  useful  to  someone  else.  "It's  too  easy  to 


fool  yourself  that  you're  making  progress  it| 
work  just  on  your  own  problem,"  explains 
fessor  Frederick  P.  Brooks. 

That's  why  researchers  Andrei  State 
Mark  A.  Livingston  are  working  with  doctoil 
an  "augmented  reality"  system  for  doing  bio 
of  tissues  such  as  breast  or  liver.  Weari 
head-mounted  display  equipped  with  video 
eras  and  linked  to  an  ultrasound  probe,  a 
geon  can  "see"  down  inside  the  breast  to  a 
picious  lump,  making  it  easier  to  insert 
biopsy  needle  in  the  precise  location.  "It's 
Superman's  X-ray  vision,"  explains  Livings 
Other  projects  allow  chemists  to  probe 
interactions  of  virtual  molecules,  or  enable 
neers  to  "walk  through"  the  engine  room 
submarine.  But  they  also  put  unc  computei 
entists  on  the  cutting  edge  of  science  and 

nology.  Since  the  late  1980s,  th<  jj 
has  designed  or  built  a  serie 
world-beating  graphics  computers  that  const 
realistic-looking  images  from  millions  of 
triangle  shapes.  Each  chip  board  on  the 
recent  machine,  dubbed  PixelFlow  and  lice 
to  Hewlett-Packard  Co.,  can  process  up  to  2 
Hon  triangles  per  second — and  dozens  of  bo 
can  be  strung  together  to  make  what  may  b( 
world's  fastest  graphics  machi 
EXOTIC  LOCALES.  Powerful 
puters  that  generate  realistic- 
ing  scenes  in  real  time,  how< 
are  only  a  part  of  the  puzzk- 
the  dream  of  unc's  dynamic  H 
Fuchs,  computer  technology 
allow  people  to  be  "present" 
scene.  High-resolution  disp 
mounted  in  eyeglasses — not 
day's  cumbersome  headgear — c 
take  people  to  exotic  locales  o 
fer  crucial  information  to  augr 
the  real  world.  Soldiers'  eyeg 
es,  for  instance,  could  pinp 
mines  or  snipers,  while  surgi 
could  see  deep  into  the  body. 

But  this  will  only  work  if 
system  is  capable  of  tracking 
exact  position  of  the  person  w 
ing  the  displays.  Otherwise, 
simulated  world  won't  matcl 
with  the  real  one  and  "the 
ception  of  reality  breaks  do\ 
Fuchs  explains.  So  unc  researchers  are  1 
at  work  on  better  tracking  systems.  One  cl 
approach,  pioneered  by  professor  Gary  Bis 
uses  light-emitting  diodes  mounted  in  the  ce: 
that  work  like  stars  in  a  celestial  naviga 
system.  Another,  still  hush-hush  until  patent 
plications  are  filed,  would  employ  impercept 
flashing  lights  to  help  a  computer  calculate' 
position  of  the  person  illuminated  by  the  flas 
Fuchs  can't  predict  whether  virtual  res 
will  be  a  revolution  or  a  bust.  "It's  not  cles 
we  can  do  it — or  if  it's  worth  doing  it,"  he* 
mits.  But  unc's  computei-  lab,  he  says,  is  betfi 
that  it  will  be.  Says  Fuchs:  "We  are  trying 
make  3-D  dreams  come  true." 

By  John  Carey  in  Chapel  Hill, 
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,  Corel  WordPerfecf  Suite  8 
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et  it  done.  Quickly.  Effectively.  With  style. 
Corel"  WordPerfect"  Suite  8  speeds  you 
through  your  workday  with  results  that  close 
press  bosses  and  get  you  noticed.  Let  advanced  g 
organizational  tools,  seamless  integration  and 
lost  Web  features  in  the  office  suite  market 
/our  edge.  Let  your  software  work  for  you.  Corel 
:ect  Suite  8 — innovation  you  can  count  on. 

WordPerfect  Suite  8  includes: 

Corel®  WordPerfect®  8 

•  Intuitive  Word  Processing 

Corel®  Quattro®  Pro  8 

•  Powerful  Spreadsheets 

Corel®  Presentations  8 

•  Captivating  Presentations 
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Whether  you're  communicating  over  the  Internet  or  with 
a  simple  letter,  with  words,  numbers  or  graphics,  Corel 
WordPerfect  Suite  8  supports  the  medium  that  will  drive 
your  message  home. 

Collaborate  easily  with  coworkers  across  the  hall  or 
associates  on  the  other  side  of  the  world  with  the  effective 
collaboration  features  in  Corel  WordPerfect  Suite  8. 

Experience  technology  that  lets  you  go  beyond  traditional 
HTML  layout  limitations  with  the  power  of  Java™.  Thrive 
in  a  competitive  environment  with  the  dynamic  Web 
features  of  Corel  WordPerfect  Suite  8 — and  connect  to 
the  world. 
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DIRECT  MARKETING  OVER  THE  WEB 


The  Internet  offers  both  good  and  bad  news  for  business 
The  good  news  is  that  it  turns  the  world  into  a  single 
global  marketplace.  The  bad  news  is:  it  turns  the  world 
into  a  single  global  marketplace. 

As  a  result  of  this  shrinkage  of  time  and  space,  the  busi- 
ness environment  is  more  competitive  than  ever  before. 
"With  the  Internet,  every  business  in  the  world  is  potentially 
a  local  competitor,"  observes  John  Eger,  chairman  of  the 
California  Commission  on  Information  Technology. 

To  succeed  under  these  circumstances,  businesses  once 
content  with  storefronts,  direct  mail  and  other  traditiona 
marketing  activities,  have  found  that  the)'  now  must 
master  the  technologies  of  cyberspace — learning  how  u 
use  the  Internet  to  expand  their  markets,  to  better 
serve  their  customers,  and,  ultimately,  to  make 
money  online. 


Lumi-Lite  Candle  Company  of 
Norwich,  Ohio,  is  one  company  that  has 
found  the  highways  ot  cyberspace  paved 
with  gold  as  well  as  silicon.  The  candle 
maket  has  spent  more  than  tour  decades 
attracting  and  servicing  customers 
through  traditional  sales  and  marketing 
techniques  for  its  private  labeling  opera- 
tion and  its  own  branded  Hearth  & 
Home  Traditional  Ltd.'  candles  and  fra- 
grance products.  But,  by  the  mid-'90s, 
Lumi-Lite  Vice-president  Scott  Williams 
was  convinced  that  his  company  could 
do  better.  So  he  turned  to  a  new  outlet — 
the  World  Wide  Web  for  promoting  his 
firm's  products. 

He  set  forth  four  objectives  for  this 
leap  to  the  Internet: 

•  Raise  awareness  of  Lumi-Lite's  pri- 
vate labeling  capabilities. 

•  Attract  new  customers  to  its  Hearth 
&  Home  product  line. 

•  Help  customers  find  Hearth  & 
Home  products  at  their  local  stores. 

•  Test  market  new  Hearth  &  Home 
products  directly  through  an  online- 
catalog. 


THE  CHALLENGE 

Lumi-Lite's 
executives  began 
researching  web- 
hosting  vendors,  and 
quickly  decided  on  AT&T 
for  several  reasons.  Lumi-Lite  was 
already  familiar  with  AT&T's  knowledge- 
able and  friendly  customer  service  staff 
and  excellent  technical  support.  Lumi-Lite 
executives  viewed  the  addition  of  a  web 
site  as  an  extension  of  its  business  and 
required  these  same  networking  attribut- 
es that  can  evolve  to  meet  emerging  busi- 
ness needs.  What's  more,  Lumi-Lite  was 
attracted  to  AT&T's  SecureBuy"M  Service 
which  provides  tor  secure  electronic  trans- 
actions backed  by  a  set  of  guarantees  over 
the  Internet. 

In  May  1996,  Williams  and  several 
staff  members  attended  a  two-day  semi- 
nar as  part  of  AT&T's  web  site  develop- 
ment and  hosting  services.  Prior  to  this 
session,  none  of  the  participants  had  ever 
written  HTML  coding  or  done  more  on 
the  Internet  than  surf.  Yet  by  the  end  of 
the  second  day,  the  Lumi-Lite  site  was 


largely  complete  and,  approxi- 
mately 40  days  later,  it  opened 
for  business  on  the  World 
Wide  Web. 

UNEXPECTED  SUCCESS 

Since  its  unveiling,  the 
Lumi-Lite   web  site, 
www.lumi-lite.com,  has 
registered  more  than  250 
hits  a  day,  and  sales  with 
AT&T  SecureBuy*'  Service 
have  surpassed  the  compa- 
ny's   expectations.  Not 
only  have  the  four  objec- 
tives been  attained,  but  the 
company  has  achieved  sev- 
eral unexpected  benefits: 
•  Lumi-Lite's  marketing 
department  is  redesign- 
ing its  product  packag- 
ing as  a  direct  result 
of  customer  comments 
obtained  through  the 
web  site. 

•  The  company  has 
compiled  first-hand 
information  about 
customer  preferences  for 
product  colors  and  fragrances. 
•  As  a  result  of  customer  suggestions, 
the  company  will  market  three  new 
products  for  the  coming  Christmas 
season. 

"Overall",  says  Vice-president 
Williams,  "AT&T's  Web  Site  Services, 
have  been  a  very  powerful  and  cost-effec- 
tive method  ot  leveraging  technology 
with  the  company's  direct  marketing 
capabilities — just  the  kind  ot  opportuni- 
ties businesses  of  all  kinds  will  need  if 
they  are  to  succeed  in  the  world's  increas- 
ingly competitive  global  markets". 

For  more  information  on  AT&T  Web 
Site  Services,  call  1  SOO  598-9283, 
or  visit  www.att.com. 


Kevin  R  Hopkins,  who  heads  a  West  Coast  based 
Web  development  company,  writes  frequently  about 
tethnolo^y  and  the  Internet. 


lis  on  for  size.  AT&T  Web  Site  Services  can  help  your  business  get  up 
jnning  on  the  Internet  in  a  way  that's  tailor-made  for  your  company. 


AT&T 


It's      all      within      your  reach 


ore  information  about  AT&T  Web  Site  Services,  visit  us  at  www.att.com/business/internet/  or  call  I  800  598-9283. 
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SONY:  A  LITTLE 
SENSOR  WITH  A 
BIG  FUTURE 

Its  Navicam  assistant  may  spawn  a 
new  breed  of  smart  portable  devices 

■  t  took  a  few  moments  before  I  could  get  the 
I  camera  on  Sony  Corp.'s  next-generation  per- 
I  sonal  digital  assistant  to  lock  onto  the  bar 
I  code  outside  an  office  at  Sony's  Computer 
Science  Labs.  But  once  I  did,  the  Navicam  device 
came  to  life.  Almost  instantly,  the  top  half  of 
the  display  showed  the  name  and  photograph 
of  the  researcher  inside.  Below,  I  could  read  a 
description  of  his  research  interests.  For  more 
detail,  I  scrolled  down  the  screen  with  a  pen-in- 
put device.  Another  button  let  me  switch  the 
display  from  English  to  Japanese. 

The  Navicam  is  a  convenient  contraption.  And 
it  speaks  volumes  about  why  Sony 
has  put  its  posh  computer-science 
lab  just  down  the  street  from  the  product  plan- 
ners at  corporate  headquarters  in  central  Tokyo. 
Let  other  labs  chase  endlessly  after  the  Holy 
Grails  of  computer  science — Sony  understands 
practical  gizmos.  Over  the  next  two  decades, 
handheld  devices  of  all  kinds  will  get  smarter 
and  more  powerful.  Sony's  research  is  aimed  at 
maintaining  leadership  in  developing  product 
concepts. 

Navicam  is  the  first  version  of  a  new  product 
category:  smart  portables  that  sense  their  sur- 
roundings. Wandering  the  spacious  halls,  I  could 


REKIMOTO:  His 

Navicam  might 
guide  shoppers 
or  art  lovers 


THE  BEST  LABS 


learn  what  scientists  were  up  to  without  iy 
turbing  them.  And  if  I  wanted  to  find  a  par>  ,l| 
ular  office,  the  Navicam  led  the  way. 

By  2000,  Sony  believes  smaller  and  ligrr 
versions  will  serve  as  personal  guides  to  rm|r  ■■ 
museums  and  shopping  malls.  Goggle-style  i?<j-  i| 
cop  versions,  already  developed  as  prototyp, 
will  let  aircraft-maintenance  personnel  view  c<J 
plex  manuals.  Molecular  scientists  or  teen; 
game  freaks  alike  will  be  able  to  collaborate 
virtual  3-D  mind  melds. 

Sony's  efforts  in  this  area  are  pragmatij- 
but  that  doesn't  mean  inconsequential.  The  Wi- 
man,  for  instance,  simply  repackaged  1979-ja 
technology  for  a  consumer  market.  Nonethelfy 
it  transformed  lifestyles  and  foreshadowed  |n» 
coming  era  of  "wearable  computers." 

The  Navicam  is  another  step  down  the  sajeu 
path.  It  uses  an  Intel  486  processor  and  runs  k  i 
Windows  95  operating  system.  "It's  the  conck 
that's  important,"  says  creator  Junichi  Rekirak 
Indeed,   the  Navicn 
concept  is  key  to  Sony's  [•  * 
tion  of  "context-sensitiwj 
friendly  computers.  Todas 
Navicam  gets  informatn  : 
from  bar  codes  and  ini 
red  transmissions.  Tomorrow's  will  deduce  m| 
location  from  global-positioning  satellites.  VwM 
cell-phone  and  wireless  network  attachmeijK 
"they'll  be  able  to  get  information  on  the  fr  i 
said  Rekimoto. 

"CREATE  A  BUDDY."  Eventually,  computers  & 
also  need  to  see  for  themselves,  accordingp 
Sony.  The  latest  car-navigation  systems  explri 
why.  These  contain  sophisticated  computers  tfesst 
use  data  from  satellites  and  cd-rom  maps.  Ip 
when  presented  with  novel  situations,  such  akin 
road  blocked  by  flooding,  even  the  best  guijs: 
are  dumbfounded.  To  remedy  that,  Sony  [fft 
searchers  are  developing  small  robots  moun^B 
with  TV  cameras  that  can  recognize  their  eiif 
ronment  and  self-navigate. 

Networks,  wireless  and  wired,  will  eventual 
give  new  life  to  Sony's  old-style  products  H 
well.  Its  researchers  are  developing  a  porta  E 
device  that  will  play  music  on  demand — a  sort  I 
Walkman  linked  to  an  audio  subset  of  the  Intr 
net  that  will  take  requests  spoken  by  joggers 
the  move. 

What  will  the  interface  be  for  all  these  g- 
gets?  Sony  engineers  have  little  patience  i 
today's  graphical  user  interfaces,  which  thed 
like  to  replace  with  expressr. 
human-like  faces,  or  agents  that  1 
derstand  natural  language.  "One  day,  you'll  c  - 
ry  a  very  small  device  in  a  shirt  pocket  or  w-< 
let,"  said  lab  director  Mario  Tokoro.  "Yol! 
create  a  buddy  you  can  be  with  all  the  time 

Simulating  a  real  face  for  that  buddy  is  sU 
too  hard  to  do  cheaply.  In  the  interim,  Son\s 
exploring  animated  faces  with  rudimentary  j 
pressions.  There's  that  old  pragmatism  aga 
But  if  Sony  can  strike  the  right  compromise 
cost  and  function,  it  may  be  able  to  do  agn 
what  it  did  with  the  first  Walkman  in  1979. 

By  Steven  V.  Brull  in  Tolo 
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VOICES 

44  The  fundamental 
problem:  Programming  is 
hard.  There  is  no  current 
breakthrough  that  makes 
programming  easy.  It's  a 
large,  deep  ocean  with 
just  a  few  islands — very 
specialized  domains  and 
tools  to  query  databases. 
But  for  large  numbers  of 
applications,  there  are  no 
tool  sets.  It  takes  a  long 
time  to  build  new  systems 
when  you  just  have  gener- 
al purpose  programming 
languages.  J  J 


BRITISH  TELECOM: 
NOTES  FROM 
THE  ANT  COLONY 

Nature  taught  its  researchers  a  lot 
about  phone  network  management 


INTERFACE: 

Cochrane  and 
Pearson  with 
talking  heads 


ANITA  JONES 

Professor  of  Computer 

Science  at  the 
University  of  Virginia 


Why  is  British  Telecommunications  PLC 
studying  ant  colonies,  jellyfish,  and  slime 
molds  at  its  research  labs  in  southeastern 
England?  It's  hoping  nature  can  help  solve  one 
of  its  most  critical  business  problems. 

bt  estimates  that  the  cost  of  overhauling  its 
phone  netwoi'k  the  traditional  way — rewriting 
software,  replacing  switches,  swapping  copper 
wires  with  higher-capacity  optical  fiber — could 
top  $46  billion.  Spending  $4  billion  a  year,  it 
would  take  more  than  a  decade  to  finish  the  job. 
And  by  then,  the  overhaul  would  be  out  of  date. 

So  bt  has  hired  biologists  and  entomologists 
to  scour  the  natural  world  for  alternative  solu- 
tions. "Biological  organisms  do  complex  things 
with  very  simple  software,  while  man's  unbe- 
lievably complex  systems  can  only  do  very  sim- 
ple   things,"    explains    Peter  ....  .... 

Cochrane,  bt's  research  head.  By  incDCol  lmdo 
studying  creatures  such  as  ants,  bt  hopes  to 
find  a  faster,  cheaper  way  to  "evolve"  its  net- 
work and  make  it  manage  itself. 
conga-line  avatars.  A  former  telephone  line- 
man who  joined  bt  in  1962,  Cochrane,  51,  says 
new  technologies  such  as  mobile  phones  and  the 
Internet  are  putting  enormous  pressure  on  bt's 
network.  For  instance,  if  a  car  wreck  halts  traf- 
fic on  a  major  highway,  the  network  is  swamped 
by  cell-phone  callers. 

To  cope  with  problems  like  an  overloaded  or 
damaged  network  line,  one  of  his  teams  has  in- 
vented a  software  program  modeled  on  ant 
colonies.  The  idea  is  to  send  out  "ants,"  or  intelli- 


gent agents,  to  explore  alternate  routes  thnrh 
the  network.  Each  ant  returns,  almost  instaly, 
with  information  on  how  long  it  took  to  trave  I 
tween  different  parts  of  the  network.  With- 
foi-mation  from  thousands  of  ants,  the  netv-i 
can  reconfigure  itself  to  bypass  the  problem  in  I 
than  a  second — far  faster  than  the  several  mine 
bt  typically  needs  now  for  the  same  task.  Am 
allows  the  network  to  become  self-managing.  $ 
summer,  bt  shipped  the  first  product  based  onl 
program  to  MCI  Communications  Coip. 

That's  just  one  of  dozens  of  projects  uii;r| 
way  at  the  4,000-persoi 
Labs  on  the  outskirts  ofp- 
swich.  One  innovative  elrt 
explores  something  casd 
"shared  spaces."  This  Inr 
net  technology  lets  pedc1 
see  each  other  in  the  sfi^ 
virtual  environment  vuy 
"avatars."  In  January  I 
February,  bt,  British  Bn ! 
casting,  and  Sony  tested  if 
system  with  more  than  2X 
bbc   viewers,   who  cci 
move  around  and  interact!) 
three  dimensions.  One  or  if 
party,  for  example,  en-c 
with  a  virtual  conga  lin<o: 
45  avatars  snaking  aroui 
virtual  beer  tent. 

Where  is  all  this  head  j 
Eventually,  Cochrane  expti 
people  and  technology;: 
converge — creating  whalu 
calls  "homo  cybernetic. 
An  anatomical  model  of  i; 
new  species  towers  near  g 
door  of  his  office  decked  i 
in  real  devices.  Dressed  in  a  vest  that  usesv 
heat  of  the  body  to  power  all  the  technol} 
the  model  also  wears  a  visor  that  can  spray  I 
like  images  or  data  directly  onto  the  retina  il 
lowing  the  user  to  read  E-mail  or  study  a  »j 
while  walking  down  the  street.  "People  wil* 
walking  around  online  in  the  early  21st  centu', 
Cochrane  insists. 

Ian  D.  Pearson  agrees.  A  hard-core  Star  1;l 
fan,  the  36-year-old  is  the  labs'  resident  futu>l 


ogist.  He  predicts  there  will  be  a  "massive"  in 
vergence  of  computing  and  telecom  in  5  tdj 
years.  Pearson  also  believes  I 
desktop  boxes  will  disappears 
placed  by  more  cuddly  interfaces.  His  favorite  x 
ample  is  a  computerized  robot  that  "looks  lil 
kitten  but  doesn't  bring  in  dead  mice,"  he  s;s 
Pearson,  who  has  been  invited  to  the  Penfe) 
to  explain  his  ideas,  jokes  that  it's  easier  to  il 
the  U.  S.  Defense  Dept.'s  inner  sanctum  t»> 
penetrate  security  at  bt  Labs.  That  may  I 
legacy  of  World  War  II,  when  scientists  H 
bt's  predecessor  company  built  Colossus,  l 
world's  first  programmable  computer,  which  bi 
the  Nazi  high  command's  secret  codes.  E| 
then,  bt  scientists  were  ahead  of  their  time. 

By  Julia  Fli 
in  Martlesham  Heath,  Engl  j 
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OU  ARE,  WHAT  YOU 


ED,  OR  IF  YOU  EVEN 


:now  where  it  is. 


We'll  show  you.  A  mother  board  is  made 
of  metal,  plastic,  and  solder-  materials  which 
have  yet  to  show  signs  of  human  compassion 
It  doesn't  care  ij  you  need  to  upgrade  it,  or 
(jet  at  anything  around  it.  To  help  out, 
AST"  introduces  the  FlexCbassis  design  -  a 
Jeature  that  allows  easy  access  to  the  system's 
major  components  in  seconds  No  tools 
required  Since  even  the  best  technology  will 
one  day  need  upgrading,  AST  is  here  to 
help  you  do  it  right.  For  more  information 
about  AST  Bravo  PCs  featuring  Intel 
Pentium""  processors,  call  1-800-945-2278 


Bravo  MS 
(Desktop  and  Mini  Tower) 

Up  lo  2(H)  MHz  Intel 
Pentium  processor  with 
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Lip  to  ?CB  UltraDMA-33 
hard  drive 

Includes  choice  ot  Microsoft 
Windows'  95  or  Windows  NT"  4  0  j 

Up  to  32  MB  ol  SDRAM 
expandable  to  256  MH 
512  KB  L2  cache 

2  MH  graphics  memory 
expandable  to  6  MH 

10/100  Ethernet  tor 
high  performance 
network  communications 

I6X  maximum  speed  CD-ROM 

tasv  manageability  with  brand 
name  software  support  utilities 

•  Intel  LANDesk"  3.0 

•  McAlce'  VirusScan 

and  WchScan '" 
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SAY  GOOD-BYE 

TO  THE  COMPUTER  GEEK 

Tunnel-vision  types  are  out;  multidisciplinary  thinkers  are  in 


The  pioneers  of  computing  brought  the  world 
the  PC,  the  Internet,  Windows,  and  dozens  of 
other  amazing  advances.  They  created  the 
field  and  gave  rise  to  the  cult  of  the  geek — the 
researcher  whose  life  is  lived  in  front  of  a  com- 
puter, pocket  protector  firmly  in  place. 

Now  there's  a  new  generation,  and  it  is  look- 
ing past  the  computer  screen.  Today's  rising  re- 


search stars  want  to  solve  problems 
such  as  language  translation  or  neu- 
rological imaging  by  combining  a  host 
of  disciplines  well  beyond  computer- 
science.  They're  not  all  at  top  labs,  ei- 
ther. Now  that  research  can  be  done 
as  easily  on  a  PC  as  a  supercomputer,  scientists 
can  work  anywhere — and  relish  the  chance  to  do 
so.  Plenty  of  the  best  minds  of  this  generation 
can  be  found  at  out-of-the-way  places  such  as 
Mississippi,  Utah,  and  upstate  New  York. 
Or  Iowa  State  University,  where  you  can 


TWO-STEP:  Cruz- 
Neira  applies  her 
ballet  training  to 
pioneering  work  in 
virtual  reality 


catch  a  glimpse  of  the  future  with  Card 
Cruz-Neira,  a  32-year-old  assistant  professi 
computer  engineering.  Her  dream  was  to  da 
and  she  started  studying  ballet  in  her  na 
Spain  at  age  5.  But  Cruz-Neira's  parents  we| 
keen  on  a  stage  career.  They  reached  a 
promise — if  she  studied  engineering  and 
her  grades  up,  she  could  take  ballet.  So,  at] 
Universidad    Metropolitan  J 
Venezuela,  "I  got  straight  A'sf 
so  I  could  keep  dancing,"  she 
"To  tell  you  the  truth,  when 
my  bachelor's  degree,  I  wasnj 
thrilled  with  engineering." 

But  a  scholarship  at  the 
versity  of  Illinois  at  Chicago  | 
an  injured  knee  changed  her 
Now,  she  is  a  co-designer  of  c| 
a  virtual-reality  room  that 
ers  can  walk  into  and  experid 
say,  flying  a  space  shuttle.  BJ 
though,  still  informs  her  worlf 
am  used  to  being  on  a  stage 
other  dancers,"  she  says.  She 
ed  to  develop  a  virtual-realitj 
vironment  in  which  several  pe| 
could  participate. 
BIG  SCIENCE.  Today's  researcl 
see  computer  science  as  a  tool,! 
an  end  in  itself.  "We  are  no  lorpt 
limiting  ourselves  to  internalljJH 
cused  research,"  says  Jonathan 
Turner,  43,  chairman  of  Washin™ 
University's  computer  scienceH 
partment.  Joseph  Jacobson,  al 
year-old  member  of  mit's  Ma»i 
Laboratory  and  a  physicist,  is  ■ 
ing  to  invent  a  programmsB 
book.  His  physics  background™ 
says,  helped  him  consider  the  pp 
lem  at  an  organizational  level:  jfl 
a  much  more  elegant  approach!) ' 
problem-solving."  He  has  com(p 
with  "digital  ink" — millions  of  I 
toned  particles  spread  over  a  sB 
of  paper  coated  with  a  grid  of  i 
ible,  transparent  electrical  eon<] 
tors.  When  electrical  charges  j 
applied,  the  text  changes. 

It  is  these  kinds  of  masshS 
complex  endeavors — big  scienc] 
that  engage  the  new  generation.  The  old 
applauds  the  trend.  "People  in  the  labs  hi 
been  too  focused.  They  almost  have  blind1 
on,"  says  Glenn  Tenney,  48,  a  consultant  who 
ganizes  an  elite  annual  gathering  called 
Hacker  Conference.  "Where  we're  headed 
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VOICES 


HARUHISA ISHIDA 

Executive  Advisor, 
ASCII  Corp. 

k  L  I  think  voice  recog- 
nition is  virtually  impos- 
sible. Years  ago  I  did 
research  in  this  area  and 
realized  how  difficult  it 
is.  Now  it  has  a  very  lim- 
ited use.  Doing  it  will  be 
even  harder  in  Japanese. 
I  think  over  the  long  term 
that  typing  is  easier 
than  dictating.  [Voice] 
will  be  used  for  simple 
commands....  I  don't 
think  the  keyboard  will 
disappear.  It's  the  sim- 
plest man-machine 
interface.  J  J 


quires  an  integration  of  multiple  technologies 
and  multiple  experiences." 

Anthony  Skjellum  is  the  embodiment  of  the 
shift.  The  34-year-old  got  his  master's  and  PhD 
degrees  at  California  Institute  of  Technology 
in  chemical  engineering.  His  bachelor's  is  in 
physics.  But  he  gravitated  toward  high-perfor- 
mance computing,  and  his  pioneering  work  in 
the  field — he  is  a  co-developer  of  a  key  software 
program  called  Message  Passing  Interface 
(mpi) — is  being  done  at  Mississippi  State  Uni- 
versity in  Starkville,  Miss.  Skjellum  chose  msu 
for  its  interdisciplinary  approach.  He  works 
closely  with  the  companies  that  use  his  soft- 
ware and  with  computational  scientists.  And 
do  not  assume  that  being  off  the  beaten  path 
has  compromised  his  work.  "Our  top  students 
here  are  as  good  as  anywhere,"  says  Skjellum. 

The  rising  reputation  of  labs  such  as  msu's  is 
helped  by  the  growing  demand  for  computer- 
science  education.  A  1996  National  Science  Foun- 
dation (nsf)  study  found  that  the  number  of 
master's  degrees  in  computer  science  increased 
9%  a  year  from  1979  to  1993,  compared  with 
2.3%  for  all  science  and  engineering  degrees. 
The  field  is  also  getting  more  diverse:  According 
to  the  nsf,  women,  Asian  Americans,  and  for- 
eign students  account  for  the  increase. 
YOUNG  TURK.  These  newcomers  bring  a  new 
set  of  interests  as  well.  Sidel  Adali,  28,  an  as- 
sistant professor  at  Rensselaer  Polytechnic  In- 
stitute in  Troy,  N.  Y.,  earned  her  master's  and 
PhD  in  computer  science  at  the  University  of 
Maryland,  and  she  was  an  undergraduate  at 
Bilkent  University  in  her  native  Turkey.  She  is 
developing  standardized  software  that  pulls  data 
out  of  huge  distributed  networks,  but  she  also 
maintains  a  Web  site  on  Turkish  poetry. 

Her  path  was  paved  by  women   

such  as  Bonnie  J.  Dorr,  35,  who    NET  WORK: 
teaches  computer  science  at  the  Uni-    Adali's  interests 
versity  of  Maryland  at  College  Park,     range  from  soft- 
Dorr  knew  she  was  breaking  barri-    ware  to  poetry 


ers  when  she  began:  She    GREAT  UNIFIe: 

was  the  only  woman  in  her  Almquist's 
MIT  lab.  "I  think  a  lot  of    invention  lem 
the  guys  were  confused    servers  interM 

and  even  irritated  by  me,"  1 

she  says.  She  claims  a  distinction  none  of  hel 
lab  partners  can  match:  She  gave  birth  the  m 
week  she  submitted  her  doctoral  dissertatil 
Last  year,  Dorr  was  one  of  just  two  wol 
out  of  20  scientists  honored  with  an  nsf  Fa<i 
Fellowship.  She  was  recognized  for  her  m 
in  machine  translation — developing  progrn 
that  understand  several  different  languages 
multaneously.  She  chose  Maryland  over  MIT  It 
spite  the  latter's  famous  linguistics  progia 
"because  I've  never  seen  a  place  with  sucki 
tense  collaboration  between  the  linguistics  n 
computer-sciences  staffs." 

Others  in  the  new  guard  are  rk 
ing  their  mark  in  industry.  Michad 
Almquist,  the  29-year-old  co-fouie 
of  F5  Labs  Inc.,  hangs  out  in  Seali 
He's  the  inventor  of  big/ip,  a  deii 
that  allows  myriad  computer  sertf 
to  connect  together  as  one  giant  bfl 
It  can  distribute  thousands  of  reqwt 
for  access  to  a  Web  site  to  an  arrsc 
servers  to  prevent  bottlenecks. 

Almquist  has  a  bachelor's  in  (|l 
puter  science  from  the  Universitc 
Delaware  and  did  some  postal' 
work  at  the  University  of  Maryltf 
Then  he  decided  he  had  had  it.  f 
temperament  and  grad  school  did 
match,"  he  says.  He  landed  at  the 
man  Interface  Technology  Lab  at 
University  of  Washington  as  a 
searcher,  but  felt  the  lab  lacked 
cus.  So  he  started  his  own  compan; 
months  ago.  Since  then,  F5  has 
about  40  big/ips,  at  $20,000  a  pop 
don't  give  a  damn  about  machin 
he  sneers.  "I  never  wanted  to  t 
computer  scientist.  I  wanted  tc 
something  bigger."  He's  not  alone 
By  Catherine  Arnst  in  New  I 
with  Seanna  Browder  in  Seattle 
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SANTA  FE:  High 
marks  for 
complex  tasks 


BUSINESS  WEEK 
POLL 


LEADING  LIGHTS 

AMONG 

THE  LABS 

A  poll  shows  where  researchers 
see  the  best  work  being  done 

As  part  of  this  report  from  the  digital  fron- 
tier, business  week  set  out  to  discover  how 
leading  computer-science  researchers  rate 
the  work  being  done  at  the  world's  university 
and  industrial  laboratories. 

During  May,  we  conducted  an  informal  poll 
by  E-mail.  Exchanges  with  a  dozen  researchers 
and  several  heads  of  computer-science  depart- 
ments helped  us  assemble  a  list  of  leading  lab 
candidates.  Neither  that 
list  nor  the  researchers 
who  voted  were  selected 
scientifically,  so  the  re- 
sults cannot  be  consid- 
ered statistically  valid. 
They  represent  only  the 
collective  opinion  of  the 
respondents. 
GAINED  GROUND.  Still, 
the  results  attracted  con- 
siderable interest  from 
those  who  were  polled. 
Randy  H.  Katz,  head  of 
the  Computer  Science 
Div.  of  the  University  of 
California  at  Berkeley, 
obviously  scrutinized  the 
initial  results,  because  he 
later  thanked  us  for 
showing  that  Berkeley 
has  gained  ground  on 
the  traditional  leading 
labs:  Stanford  Universi- 
ty, Massachusetts  Insti- 
tute of  Technology,  and 
Carnegie  Mellon.  And 


The  'X-Lab'  List 

business  week's  poll  included  this 
question:  If  you  were  35  and  had  just 
won  the  first  Nobel  Prize  for  Informa- 
tion Technology,  triggering  invitations 
to  the  lab  of  your  choice,  which  one 
would  you  pick?  Most  researchers  did 
not  choose  the  lab  where  they  work. 
Here  are  the  results: 


Stanford  University 
AT&T  Labs 


3.  Bell  Labs  (Lucent) 

Carnegie  Mellon  University 

5.  MIT  Lab  for  Computer  Science 
Santa  Fe  Institute 

7.  Microsoft  Research 

8.  University  of  California-Berkeley 

9.  MIT  Artificial  Intelligence  Lab 
MIT  Media  Lab 


several  researchers  saicl 
took  time  to  vote  just  tl 
the  results  of  our  final 
Lab"  tabulation,  sumnul 
on' this  page.  The  X-Lab  section  was  wheil 
asked  researchers  to  name  the  lab  where! 
would  most  like  to  work. 

The  poll  was  conducted  in  two  rounds.  1 
time,  we  asked  researchers  to  rank  labs  in 
groups — the  top  5  and  the  top  10.  To  gaugj 
spread  of  information-technology  research,! 
round  respondents  wTere  asked  to  designatf 
top  5  and  top  10  both  currently  and  in  thJ 
1970s.  The  first  ballot  went  to  about  201 
searchers.  More  than  80  sent  it  back.  Manjl 
gested  additional  labs  to  be  included  on  th(J 
ond-round  ballot. 

GALLIC  PRIDE.  Many  participants  expra 
strong  feelings  about  the  poll  during  the! 
round.  Michael  P.  Fourman,  head  of  Informatl 
the  University  of  Edinburgh,  thanked  us  fJ 
eluding  Edinburgh  in  the  artificial-intellia 
section,  but  he  added:  "I  think  you  undej 
mate  us!"  Fourman  went  on  to  make  such  af 
vincing  case  for  his  operation  that  we  dispai 
a  reporter  to  Scotland  to  profile  it  (page  V 
When  the  write-in  names  were  added  to 
second-round  ballot,  we  also  dropped  se 
first-round  labs — those  receiving  the  fe 
votes.  That  prompted  protests  when  the 
ond-round  ballots  went  out.  A  researcher 
one  university  that  had  been  dropped  fired 
a  warning  that,  because  certain  well-rega 
names  were  missing,  the  poll  was  danger! 
flawed.  A  French  researcher  sent  a  mes 
railing  against  English  speakers'  dominate 
technology  in  particular  and  language  in  g< 
al.  Among  other  things,  he  criticized  us  foi 
sending  a  French  version  to  French  researc 
He  had  taken  the  trouble  to  analyze  the  lat 
the  ballot,  and  he  d 
mined  that  the  li: 
labs  was  "86%  d'ai 
phones  et  13%  de 
anglophones."  With 
a  sampling,  he  lamei 
the  results  were  a 
gone  conclusion. 

Most  complaints  r 
ed  to  the  categorie; 
the  ballot.  We  groi 
laboratories  under 
broad  areas:  (1)  com 
er  science;  (2)  telec 
munications,  networl 
and  groupware;  (3) 
ficial  intelligence,  § 
ics,  speech  recogni 
data  mining,  and  inl 
faces;  and  (4)  biologii 
inspired  areas  suclt 
artificial  life,  geneti<? 
gorithms,  and  evolutjl 
ary  programming.  M 
eral  researchers  th' 
up  their  hands — judjji 
from  their  notes.  "«p 


▲ 

[  Second  Place,  Cold  War  ] 
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wanted  you  to  know  that  I'm,  not  participating," 
said  one,  "because  I  couldn't  begin  to  rank  the 
labs  under  such  mishmash  headings." 

Second-round  ballots  went  to  nearly  800  uni- 
versities and  corporate  labs.  Roughly  200  sec- 
ond-round ballots  were  returned,  and  they  were 
overwhelmingly  from  researchers  at  U.  S.  labs, 
so  the  results  are  highly  colored  by  an  Ameri- 
can perspective.  Only  two  dozen  replies  came 
from  Europe,  and  even  fewer  arrived  from 
Asia.  Researchers  in  Europe  and  Asia  largely 
agreed  that  U.  S.  labs  dominate  the  top  five 
spots.  But  most  foreign  voters  included  at  least 
one  overseas  lab  among  their  top  five  selec- 
tions— and  even  more  non-U.  S.  labs  made  their 


top- 10  picks.  These  labs,  however,  were 
much  lower  in  the  standings,  even  witr 
four  categories  above,  by  the  heavy 
turnout. 

While  the  results  may  not  fairly  rep 
opinions  outside  the  U.S.,  we  believe  th 
ings  do  approximate  the  consensus  in  th 
Detailed  results,  including  breakdowns 
the  four  groupings,  are  available  onl 
business  week's  Web  site  (http:/, 
businessweek.com)  and  at  its  America 
home  (keyword:  BW.) 

Below  are  the  laboratories  that  have 
the  most  to  stake  a  claim  on  the  digital  fr 
By  Otis  Port  in  Neu 


THE  TOP  20  U.S.  RESEARCH  LABORATORIES 


RANK        STAFF        FACULTY     RESEARCH  PATENTS 
SIZE        MEMBERS  HONORS 
OR  PhDs  (%) 


STANFORD  UNIVERSITY       1  230 

Where  many  researchers  want  to  work 


13 


CARNEGIE  MELLON  UNIVERSITY  (CMU) 
COMPUTER  SCIENCE         2        263  20 

Creating  new  centers  to  pursue  key  technologies 


10  .004 


N.A. 


MIT  LABORATORY  FOR  COMPUTER 
SCIENCE  2  254 

Long  a  hotbed  for  new  startups 


12 


AT&T  LABS  4      2,500  95 

Tied  with  Bell  Labs,  though  only  one-tenth  as  big 

4      24,000  17 


13 
11 
40 


BELL  LABS 

(Lucent  Technologies) 

King-sized  lab  is  awarded  an  average  of  three  patents  a  day 


0.08 
N.A. 
0.2 


UNIVERSITY  OF 

CALIFORNIA-BERKELEY      6        230  13 

Closing  the  gap  with  traditional  leaders 


IBM  RESEARCH  7  2,300 

Big  Blue  remains  a  research  bulwark 


XEROX  PARC  8 

Now  generating  startups,  too 


230 


52 
60 


10 
75 
34 


MIT  ARTIFICIAL 

INTELLIGENCE  LAB  9        165        12  5 

Has  spun  off  20  startup  companies 

MIT  MEDIA  LAB  10       400         5  N.A. 

Keeps  on  making  news — and  waves 


N.A. 
0.7 
1.0 

0.3 
0.06 


KEY 

STAFF  SIZE:  Total  number  of  researchers 

FACULTY  MEMBERS  OR  PhDs:  Percent  of  university 
researchers  who  are  on  the  faculty,  or  percent  of 
corporate  researchers  who  hold  PhDs 

RESEARCH  HONORS:  Number  of  Turing  Awards,  Kyoto 
Prizes,  National  Medals  of  Science/Technology,  and 


RANK 


STAFF 
SIZE 


FACULTY     RESEARCH  PAT 
MEMBERS  HONORS 
OR  PhDs  (%) 


MICROSOFT  RESEARCH      11  205 

A  five-year-old  newcomer  leaps  ahead 

CMU  ROBOTICS  INSTITUTE  12  220 

Its  robots  aren't  just  for  factories 

SANTA  FE  INSTITUTE        13  40 

Very  strong  in  complexity  research 

UNIVERSITY  OF  ILLINOIS-  14  356 
URBANA 

Mosaic  and  Netscape  started  here 


70 
20 
100 
10 


46 
5 

10 
2 


N 


UNIVERSITY  OF  SOUTHERN 

CALIFORNIA  14      374  29 

Its  Information  Sciences  Institute  is  a  star 


UNIVERSITY  OF 

MICHIGAN  16  283 

Good  marks  in  artificial  intelligence 


UNIVERSITY  OF 

WASHINGTON  16  175 

Rapid  rise  in  standing  since  1970s 


14 


17 


GEORGIA  INSTITUTE 

OF  TECHNOLOGY  18      685  40 

Has  new  Advanced  Telecommunications  Center 

CALIFORNIA  INSTITUTE 

OF  TECHNOLOGY  19      2,713  N.A. 

Leader  of  a  new  program  in  quantum  computing 


CORNELL  UNIVERSITY       19  101 

An  Ivy  League  computer  pioneer 


50 


3 

104 
4 


0. 

0. 
HJ 


Nobel  Prizes,  plus  the  number  of  researchers  elected  to 
the  National  Academy  of  Sciences/Engineering 

PATENTS:  Average  number  per  researcher  during  the  last 
five  years 

N.A.  =  Not  available 

(For  complete  results,  go  to  www.businessweek.com) 
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current  portable  computing  punch 
into  a  flexible,  affordable  notebook. 
Micron  makes  it  easy  to  get  out 
from  behind  the  desk.  Call  us  or 
visit  our  Web  site  today. 


Intel  430MX  Mobile  PCI  chip  set 
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2.1GB  removable  hard  drive 

12.1 "  active  matrix  color  display,  800x600 

150MHz  Mobile  Intel  Pentium  processor  with  MMX 

32MB  EDO  RAM  (80MB  max.) 

1.4GB  removable  hard  drive 

12.1 "  active  matrix  color  display,  800x600 


pentium* 


Management  Pak 
Executive  Travel  Pak 
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With  the  millennium  looming, 


it's  no  longer  business  as  usual.  What  new  knowledge  must  the  21st  century 


CEO  acquire  to  stay  competitive?  How  have  the  "rules  of  the  game"  changed? 


The  Tenth  Annual  Business  Week  Symposium  of  Chief  Executive  Officers 


will  address  the  unique  challenges  facing  top  managers  at  this  moment  in 


history.  This  premier  gathering  of  America's  business  leaders  will  feature  the 


CEOs  of  the  nation's  largest  corporations  as  well  as  some  of  today's  leading 


commentators  and  historians. 


Join  us  for  a  lively  and  interactive  program  that  promises  to  be  a  valuable 


experience  for  all  participants. 
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Beyond  news.  Intelligence. 


Information  Technology  Annual  Report 


GORDON  MOORE'S  CRYSTAL  BALL 


ESSAY 


By  Otis  Port 


■  n  1965,  Electronics  magazine  asked  the  head 
I  of  research  at  Fairehild  Semiconductor  Corp. 

■  to  sketch  out  the  next  decade  of  the  fledgling 
chip  industry.  So  Gordon  E.  Moore  decided  to 
plot  the  heady  growth  in  the  number  of  tran- 
sistors on  chips,  from  a  mere  four  transistors  in 
1961  to  more  than  200  on  a  chip  then  being  en- 
visioned. What  he  found  was  amazing:  The  tran- 
sistor count  per  chip  was  doubling  eveiy  year. 
Moore  boldly  predicted  in  print  that  it  would  do 
so  for  the  next  10  years — the  first  appearance  of 
what  would  come  to  be  called  Moore's  Law. 

This  was  a  singular  moment  in  high-tech  his- 
tory. Moore's  Law  captured  the  essence  of  semi- 
conductor technology:  relentless,  geometric 
growth  in  chip  power.  The  results  eventually 
would  make  electronics  the  world's  biggest  in- 
dustry and  Moore's  next  startup,  Intel  Corp., 
the  world's  richest  chipmaker.  Considering  that 
he  then  steered  Intel  to  the  pinnacle  of  high 
technology,  "it's  kind  of  funny  that  Moore's  Law 
is  what  I'm  best  known  for,"  says  Moore,  who  is 


now  chairman  emeritus.  "It  was  just  a  relative- 
ly simple  observation." 

Even  to  some  fellow  chipmakers,  Moore's  Law 
seemed  too  good  to  be  true — and  it  was.  In 
1975,  the  increase  in  chip-transistor  counts  was 
slowing,  so  Moore  plotted  the  trend  again.  He 
decided  that  chip  densities  would  double  only 
every  two  years.  But  this  time,  he  was  too  cau- 
tious. The  actual  growth  rate  over  the  past  37 
years  has  essentially  split  the  difference,  dou- 
bling every  18  months  or  so.  This  year,  says 
Moore,  the  industry  will  produce  about  1  quin- 
tillion  transistors.  "That's  at  least  as  many  as  all 
the  ants  on  earth,"  he  marvels. 

The  transistor  count  will  continue  soaring  for 
the  next  15  to  20  years,  as  chipmakers  shrink 
circuit  linewidths  from  0.35  microns  today  to 
0.07  microns  in  2011.  That  would  enable  Intel  to 


make  chips  200  times  more  powerful  t: 
current  speed  champs. 

This  rapid  shrinking  in  feature  size  can't  j 
forever.  "There  are  fairly  fixed  limits,  su< 
the  atomic  structure  of  matter,  on  how  tiny 
sistors  can  become,"  Moore  explains.  But  ph; 
limits  won't  signal  an  end  to  silicon  innovatio] 
argues.  The  chief  reason  is  the  often  overlo<j 
corollary  of  Moore's  Law:  The  cost  of  a 
amount  of  computer  power  drops  50%  evei 
months.  Each  time  that  happens,  the  markei 
plodes  with  new  applications  that  hadn't 
economical  before.  "The  market  is  phenome: 
elastic,"  says  Moore.  "Anytime  we  cut  prici 
and  behold,  a  few  months  later  the  market] 
pands."  For  instance,  in  a  decade  it  will  be 
sible  to  cram  the  power  of  today's  supercom; 
ers  onto  a  chip  costing  a  few  hundred  bucks 
HIDDEN  IN  THE  QUOTIDIAN.  But  tomorrow's 
tiny  transistors  will  also  be  harnessed  to 
smaller  and,  thus,  cheaper  microprocessoi 
cause  most  applications  won't  need  a  billion-1 
sistor  chip.  His 

I  k  A  robot  that  cleans 
your  house  seems  a 
reasonable  thing  to 
expect.  And  I'm  sure  that 
silicon  intelligence  is 
going  to  evolve  eventually 
to  the  point  where  it'll  get 
harder  and  harder  to  tell 
intelligent  systems  from 
human  beings  J  J 


GORDON  MOORE 

Co-founder  and 
chairman  emeritus  of 
Intel  Corp. 


cally,   the  big£ 
latest-generation  i 
that  Intel  prodij 
accounts  for 
than    2%  of 
microprocessor-tp 
sales.  The  others  I 
in  everyday  prodijs 
For  example,  Mir 
notes,  videocass* 
recorders  have 
half-dozen  mi<p 
processors,  most  <f 
now  have  at  leaq 
couple  of  dozen, 
some   luxury  (t 
have    triple  t| 
number. 

Consider  wa 
might  happen  w| 
$1  chips  have  eno| 


zip  to  leave  tod^ 
workstations  choking  in  then-  dust.  "A  robot  l 
cleans  your  house  seems  a  reasonable  thingt 
expect,"  says  Moore.  "And  I'm  sure  that  sili 
intelligence  is  going  to  evolve  eventually  to 
point  where  it'll  get  harder  and  harder  to  tell  i- 
telligent  systems  from  human  beings." 

Pressed  to  cite  more  possibilities,  Moore  i-  ! 
murs.  "In  the  late  1970s,"  he  explains,  "I  loold 
around  the  house  for  all  the  potential  applicatiis 
for  microprocessors  I  could  find.  I  came  up  vh 
85  potential  new  uses,  like  light  switches,"  he  * 
calls.  "A  couple  years  later,  I  took  another  Icq 
and  more  than  half  of  the  applications  thenn 
the  market — just  two  years  later — were  thin^I 
hadn't  even  envisioned.  So  my  batting  averagot 
making  predictions  is  not  especially  good." 

No  apologies  necessary,  Gordon.  You  cae 
up  with  a  beaut  32  years  ago. 
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Presidents  Forum 


The  1997  Business  Week  Presidents  Forum 

Competing  Globally 


"The  secret  to  globalizing  into  the 
emerging  markets,"  says  Phillips  Petroleum 
CEO  W.Wayne  Allen,  "is  long-range  local 
business  relationships.This  is  the  toughest 
part.The  relationships  market  has 
become  very  competitive." 

As  even  the  most  basic  company-to- 
company  relationships  become  contested 
factors  of  competition  in  the  high-growth 
developing  economies,  CEO  participants 
in  the  seventh  annual  BUSINESSWEEK 
PRESIDENTS  FORUM  overwhelmingly 
selected  corporate  internationalization  as 
the  issue  of  greatest  concern,  and  the 
focus  for  this  year's  discussion. 


Money  Isn't  Enough  Anymore 

"We're  working  today  in  countries  we  onl) 
to  read  about  in  National  Geographic"  ren 
Les  McCraw,  chairman  and  CEO  of  glob 
construction  giant  Fluor  Corporation.  "N 
we  read  about  them  in  Business  Week.  Th 
toughest  competition  will  be  local  competi 
from  these  emerging  nations." 

"Who  could  have  imagined  we  would  1 
investing  in  the  same  countries  that  nation 
ized  and  expropriated  us,"  muses  Allen 
back  for  the  opportunity,  and  they're  libera 
for  the  technology  and  capital."  "Money  i 
what  it  used  to  be,"  says  Dana  Mead,  chai 
and  CEO  of  Tenneco.  "Fifteen  years  ago  i 
developing  economies  capital  was  king.  T( 
Asia  is  awash  in  capital.  These  regions  are 
generating  their  own." 
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chairman  and  CEO, 
Fluor  Corporation 


Hon.  Mickey  Kantor 
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Sachs  International 
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Will  Know  When  You  Are  Globally  Civilized 


i  V.  Perlmutter 

or  of  management 
:ial  architecture, 
harton  School, 
;ity  of  Pennsylvania 


Dr.  Howard  V.  Perlmutter  is  professor  of  management  and  social  architecture 
at  The  Wharton  School  of  the  University  of  Pennsylvania,  and  founder  of 
Wharton's  Multinational  Enterprise  Unit. 

"Becoming  globally  civilized  is  something  that  you  do.  It  is  a  personal  achievement 
to  be  pursued  like  any  personal  challenge,  with  volition,  dedication,  and  purpose. 

"The  goal  is  to  achieve  an  easier,  more  intuitive,  more  natural  interface  with 
the  world  you  encounter  as  an  international  executive.  Some  companies  are 
operating  in  180  countries,  placing  their  most  senior  executives  in  an  endless 
succession  of  high-stakes  intercultural  encounters,  both  global  and  local. 

"To  do  this  well  demands  more  than  knowledge.  It  requires  an  altogether 
different  mindset,  one  which  operates  24  hours  a  day,  seven  days  a  week. 
Executives  who  have  it  say  that  their  understanding  of  the  world  —  and  of 
their  company's  role  in  the  world  —  soars." 


e  More  Government,  Please. 

:an  and  Asian  competitors  enter  emerg- 
es with  plenty  of  capital  —  and  the 
iport  of  their  home  government,"  says 
Allen.  "They  have  alignment  in  their 
;s  right  up  to  the  prime  minister, 
n  companies  lose  deals  due  to  lack  of 
muscle." 

tie  economic  role  of  government  in 
g  markets  is  declining,  right?  Maybe 
>rding  to  Jeffrey  E.  Garten,  dean  of  the 
iool  of  Management  and  a  former  U.S. 
cretary  of  Commerce  for  International 
There  is  an  undercurrent  of  corporate 
that  the  American  model  of  free  market 
itic  liberalism  is  going  to  spread  every- 
don't  think  so.  Expect  strong  cultural 
ces  in  some  of  these  countries,  and 
that  may  appear  social  democratic  or 
.  Confronting  these  systems  will  require 
ty  and  new  corporate  strategies."  (See 
maty  Symphony) 

ibal  reach  must  be  combined  with  local 
nent,"  says  Fluor's  McCraw.  "We  even 
i  South  Africa  when  that  was  unpopular 
hat's  what  it  means  to  demonstrate 
nent  to  a  nation  and  its  people.  You 
flag  flying." 

ulahoop  Strategy 

ie  'slow  pace  of  life  in  the  tropics,' 
s  everywhere  now,"  reports  Alex  Young, 
it  and  COO  of  cycle-time  consultants 
Group.  "U.S.  business  has  a  competi- 
mtage  in  the  globalization  of  speed, 
as  a  culture,  we're  impatient." 


The  Political  Risk  May  Be 
Highest  In  America 


"At  the  heart  of  the  American  experience  is 
the  political  will  to  tear  up  the  social  contract. 
This  could  be  the  breeding  ground  for  a 
destabilizing  political  response  right  here  in 
America,"  says  Morgan-Stanley's  chief 
economist  Stephen  S.  Roach. 

Roach  was  one  of  three  prominent  figures 
at  the  Forum  who  raised  the  issue  of  political 
risk  in  the  U.S.A.  Former  Secretary  of  State 
James  A.  Baker  III  says  "Left-wing  Democ- 
rats like  Dick  Gephardt,  far  right-wing 
Republicans  like  Pat 
Buchanan,  and  a 
group  of  wrong- 
headed  independents 
like  Ross  Perot,  are 
promoting  an  isola- 
tionist, protectionist 
agenda  that  would 
be  disastrous  for 
this  country.  Yet 
this  agenda  is 
gaining  support  on 
Capital  Hill." 

"Isn't  it  interest- 
ing," responded  Pat 
Choate,  1 996  Vice- 
Presidential  Running 
Mate  to  Ross  Perot, 
"that  people  with 
such  divergent  back- 
grounds are  coming 
out  with  many  of 
the  same  views?" 


"The  most  impor- 
tant challenge 
facing  American 
foreign  policy  is  the 
need  to  restore 
and  revitalize  an 
internationalist 
political  climate." 

Hon.  James  A.  Baker  III 

U.S.  Secretary  of  State, 
1989-1992 
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"U.S.  business 
has  a  competitive 
advantage  in  the 
globalization  of 
speed." 

Alex  Young, 

president  and  COO, 
Thomas  Group 


"Brands  have 
more  meaning 
outside  the  U.S." 

Wolfgang  R.  Schmitt 

chairman  and  CEO, 

Rubbermaid, 

Incorporated 
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"We  try  to  be 
first  to  access  the 
best  local  talent 
and  partners." 

C.  Michael  Jacobi 

president  and  CEO, 
Timex  Corporation 


"We  must  treat 
each  customer 
as  an  individual 
and  not  view  'the 
customer'  as  a 
collective  group." 

Peter  Ashkin 

vice-president,  general 
manager  of  Computer 
Systems  Engineering 
for  Toshiba  America 
Information  Systems 


"Brands  have  more  meaning  outside  the 
U.S.,"  notes  Wolfgang  Schmitt,  the  German- 
horn  chairman  and  CEO  of  Rubbermaid.  "It's 
part  of  aspiring  to  this  U.S.  cultural  thing  that  is 
so  prevalent  around  the  world." 

"Remember  the  hulahoop?"  Phillips  Petroleum 
CEO  Wayne  Allen  notes  that  the  hulahoop 
craze  of  1958  "showed  people  what  high  density 
polyethylene  could  do.  You  need  hulahoop 
kinds  of  marketing  skills  for  emerging  markets. 
We  have  a  unit  that  literally  shows  people  how 
to  use  our  products.  Some  of  our  largest  dis- 
tributors in  Asia  were  started  that  way." 

Good-bye  Expats,  Hello  — Who? 

Every  international  corporate  leader  who  spoke 
at  The  lf)f)7  Business  Week  Presidents  Forum 
declared  their  commitment  to  hiring  more  local 
executives  and  sending  fewer  expatriates  to 


The  Global  Interconnect 


"30%  of  our  production  is 
in  China,  30%  in  Indonesia, 
20%  in  Thailand.  We're  in 
Vietnam,  the  Philippines, 
and  testing  in  Mexico  and 
Brazil.  We  have  a  Korean 
design  center  and  one  in 
Taiwan  soon.  We  design 
around  the  clock  in  real- 
time, transmitting  work 
from  place  to  place. 
Thank  God  this  technology  exists." 


"Soon  worldwide  video 
and  voice  will  be  on  the 
internet,  too.  I  was  talking 
to  a  senior  manager  at 
one  of  the  major  tele- 
phone companies  who 
said:  'It  doesn't  seem  fair; 
the  bad  guys  won!'  Large 
telephone  companies  like 
his  tried  for  years  to  kill 
internet  technology 
because  they  knew  they 
would  lose  control  of  the 
end  users  and  the  up  to 
existing  systems.  All  of  that 


Robert  Meers 

president  and  CEO. 
Reebok  Brand 
Worldwide 


Bruce  R.  Bond 

president  and  CEO, 
ANS  Communications; 
former  director  of 
corporate  strategy,  and 
managing  director/ 
business  communications, 
British  Telecom 

60%  margins  on  their 
is  threatened  now." 


ill  ft 


developing  countries.  But  there  was  also 
unanimous  alarm  over  the  shortage  of  qual 
local  candidates. 

"We  try  to  be  the  first  watch  factoiy  in  a 
particular  location,  in  part  just  to  be  the  fin! 
have  access  to  the  best  local  talent  and  partn 
reports  C.  Michael  Jacobi.  president  and  C 
of  Timex  Corporation.  Timex  established 
first  factory  of  any  description  in  Cebu,  Phi  tJ 
pines.  Their  early  entry  into  India  won  Tin 
coveted  partnership  with  Tata  Group.  As  a 
result  Timex  and  Tata  own  70%  of  the  roai 
Indian  watch  market. 

For  $60-billion  Cargill,  America's  larges  u 
privately-held  company,  operations  in  165 
countries  demand  a  constant  flow  of  young  ta 
"To  have  a  shot  at  the  best  candidates  we  h 
begun  recruiting  in  Africa,"  says  Cargill 
( Ihairman,  President  and  CEO  Ernest  Mice 


James  L.  Barksdale 

president  and  CEO, 
Netscape  Communica 
tions  Corporation 


impair 


des  oui 


ail 
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"Is  the  internet  secure 
enough  for  world 
commerce?  Do  you  kno\ 
anybody  in  any  country 
who  has  ever  lost  a  singl 
dime  over  the  internet 
due  to  a  security  problem  .: 
I  am  the  most  beat-upon 
piece  of  software  in  the 
world.  Every  hacker  on 
Earth  is  trying  to  prove  h 
can  break  Netscape's  security.  That  means  it's  g 
to  be  the  most  secure  piece  of  software  ever  built 

"The  internet  is  as  signifi- 
cant as  the  invention  of 
the  telephone  or  the 
printing  press.  It  is  a  glob 
network  available  at  low 
cost  to  companies  of  all 
sizes  in  all  parts  of  the 
world,  redefining  all 
competitive  boundaries. 
As  little  as  two  years  fror 
now  we  will  look  back  at 
today's  internet  and  laugh 
at  how  primitive  we  were  in  1 992." 


iff  to 


Richard  E.  Belluzo 

executive  vice-president 
and  general  manager, 
Hewlett-Packard 
Company 


S  I"  E  C  I  A 


L  ADVERTISING  SECTION 


hkin,  vice-president  and  general 
of  Computer  Systems  Engineering  for 
America  Information  Systems,  lias  a 
outlook.  "We  view  our  market  in  a 
jal  perspective.  Our  notebook  and 
computers  must  meet  the  needs  of  our 
s  whether  they  are  based  at  their  main 
New  York  or  in  a  subsidiary  in  New 
e  at  Toshiba  America  treat  the  customer 
ividual  and  not  as  a  collective  group, 
eds  differ  widely  and  our  ability  to  meet 
;ds  is  the  key  to  our  continued  success, 
match  our  products  to  their  specific 
ents  for  performance,  warranty,  service, 
and  price  with  the  utmost  in  quality." 


mpact  of  Globalization 


polling  allowed  participants  at  The 
5  Week  Presideits  Forum  to  indicate 
ree  of  globalization  in  their  company, 
oiling  provided  by  Meridia  Interactive 
ation  Services,  Plymouth  Meeting,  PA 

mpany  strategy  is . . . 

mainly  by  need  to  globalize:  56% 

)artly  by  need  to  globalize:  39% 

ng  wholly  domestic:  5% 


es  outside  the  U.S.: 

T/o  of  sales: 
5%  of  sales: 
")%  of  sales: 
in  10%  of  sales: 


29% 
20% 
20% 
31% 


rted  doing  business  overseas: 


■ight  time: 
late: 

:e: 

en't  begun: 


17% 
23% 
37% 
14% 
9% 


F  operations  outside  the  U.S.: 

er  to  operate:  1 3% 

s  in  U.S.:  6% 

lewhat  tougher:  49% 

t  tougher:  32% 


i  technical  talent: 

:k  people  worldwide: 
foreign  recruitment: 
h  recruitment  overseas: 


8% 
42% 
50% 


me  workers  rights/child  labor/prison 
tandards  should  apply  worldwide: 

43% 
57% 


The  1997 
BusinessWeek 
Presidents  Forum 


Beyond  news.  Intelligence. 


Why  Are  We  Global? 

Mickey  Kantor,  the  former  U.S.  Trade  Repre- 
sentative and  Secretaiy  of  Commerce  reminded 
participants  that  America  created  this  growing, 
interdependent  world  on  purpose.  "America  is 
only  4%  of  the  world  population.  Ninety-six 
percent  live  outside  our  borders.  Trade  with 
them  is  not  Democratic,  not  Republican.  It  is 
non-ideological,  non-theological.  Trade  with 
the  96%  is  the  process  by  which  we  will  grow 
our  economy  and  grow  your  companies.  We 
need  the  96%.  They  are  where  the  action  is. 
They  are  where  the  money  is." 


A  Cautionary  Symphony 


With  economic  growth  rates  three  and  four  times 
those  of  the  West,  the  1 50  emerging  markets 
inspire  lots  of  investment  enthusiasm  —  and  lots 
of  caution. 

"Growth  will  not  always  be  explosive."  Tenneco 
Chairman  and  CEO  Dana  Mead  calls  this  "economic 
myopia  or  market  euphoria.  These  economies 
cannot  repeal  the  fundamental  laws  of  economics 
anymore  than  we  can,  and  the  political  situations 
will  not  always  be  stable  and  permissive.  There  are 
going  to  be  bumps  in  the  road,  currency  issues, 
regional  relationships  that  unravel,  recessions." 

Yale  School  of  Management  Dean  Jeffrey  E. 
Garten,  a  former  U.S.  Undersecretary  of  Commerce 
for  International  Trade  who  has  just  published  a 
significant  study  of  the  largest  emerging  markets'  notes  that  "many  countries  have 
reined  in  their  budgets,  slashed  inflation,  and  stabi- 
lized their  currencies.  However,  the  micro-reforms 
will  be  much  more  difficult:  health  care,  education, 
regulatory  reform.  Most  emerging  markets  are  just 
embarking  on  these  challenges  and  we  know  from 
our  own  country,  these  are  tough  issues. 

"Then  there  is  the  clash  of  democracy  and  capi- 
talism. Americans  think  they  go  together.  In  fact,  the 
juxtaposition  of  an  economic  explosion  and  a  weak 
democracy  is  a  dangerous  cocktail,  resulting  in 
mafias  and  rampant  corruption. 

"So  apply  a  healthy  discount  rate  to  all  your 
projections,  know  the  politics,  diversify  —  be  in 
China  and  India  and  Latin  America  —  focus  on  human 

resources  and  build  a  strong  stake  and  commitment    Jeffrey  E-  Garten 

dean,  Yale  School  of 

in  the  local  economies  you  choose.  It  s  going  to  be     Management;  former 
a  roller  coaster  ride."  U.S.  Undersecretary  of 

Commerce  for 

•The  Big  Ten  by  Jeffrey  E.  Garten.  Basic  Books/Harper  Collins.  New  York,  1997      International  Trade 


"Beware  of  eco- 
nomic myopia  and 
market  euphoria." 

Dana  G.  Mead 

chairman  and  CEO, 
Tenneco 


"Expect  tremen- 
dous ups  and  downs. 
It's  going  to  be  a 
roller  coaster  ride." 


Social  Issues 


WELFARE  REFORM 


CAN  WORKFARE 
REALLY  WORK? 

States  are  in  a  bind  as  federal  mandates  collide  with  reality 


When  Bill  Clinton  proposed  in 
1992  to  "end  welfare  as  we 
know  it,"  he  envisioned  $10  bil- 
lion in  new  spending  to  help 
train  welfare  mothers  and  provide  them 
with  child  care.  Four  years  later,  Con- 
gress passed  the  Personal  Responsibili- 
ty &  Work  Opportunity  Reconciliation 
Act  of  1996,  a  monumental  overhaul 
that  ended  60  years  of  federal  protection 
for  poor  mothers  and  children. 

The  problem:  Congress  gave  states 
responsibility  for  poverty  programs  and 
set  rigid  requirements  for  performance, 
but  it  didn't  add  funding  to  make  every- 
thing work.  Instead,  the  bill  slashed 
projected  welfare  spending  by  $56  bil- 
lion over  six  years — even  as  early  ex- 
periments demonstrated  that  removing 
people  from  the  dole  required  more 
money,  not  less.  States  and  cities  argue 
that  they — and  workfare  participants — 
will  end  up  holding  the  bag.  "The  way 
it's  structured  amounts  to  an  unfunded 
mandate,"  says  Tony  Coles,  who  directs 


New  York  City's  workfare 
program. 

Now,  as  states  near  the 
July  1  deadline  for  submitting 
workfare  plans  to  the  Labor 
Dept.,  Washington  policymak- 
ers are  getting  a  taste  of  the 
fiscal  crunch  to  come.  Congress 
and  the  White  House  are 
grappling  with  crucial  unfin- 
ished business:  how  much  to  pay  work- 
fare  participants,  and  how  that  wage 
should  be  calculated.  What  looks  like 
just  another  arcane  Capitol  Hill  squabble 
over  technicalities  actually  could  help 
determine  whether  welfare  reform  flies. 
IN  A  bind.  The  fracas  is  erupting  as 
welfare's  new  work  rules  meet  the  min- 
imum-wage law  head-on.  Under  the  re- 
form bill,  workfare  participants  from 
single-parent  families  must  work  a  min- 
imum of  20  hours  a  week — and  30  hours 
by  2002.  In  return,  most  of  those  in 
public-sector  assignments  receive  the 
same  monthly  checks  for  state  Tempo- 


rary Assistance  for  Needy  Fa 
(tanf),  which  has  replaced  the  o 
to  Families  with  Dependent  Chi 
plus  Food  Stamps,  Medicaid,  and 
benefits,  that  they  got  before  wo 
At  the  same  time,  states  face  a 
Dept.  ruling,  handed  down  on  M 
that  workfare  participants  are  pro 
by  the  Fair  Labor  Standards 
1938  and  thus  are  entitled  to  the 
al  minimum  wage  (currently 
hour).  This  poses  no  immediate 
lem  for  rich  states  such  as  Cali 
and  New  York,  which  receive  rela 
large  block  grant 
California,  for  exa 
the  average  mo 
tanf  benefit  is  $5  A{ 
a  family  of  th 
enough  to  cove 
hours  of  work 
minimum  wage. 

But  poor  state 
in  a  bind.  In  Alal 
where  the  av(  7 
monthly  tanf  ben<  t 
a  family  of  three  ii 
$160,  the  mandate 
hour  workweek 
up  to  a  puny  : 
hour,  way  below  t 
gal  minimum.  Yel 
ing  to  meet  the 
requirements  won] 
vite  reductions 
already  insuffk 
block  grants.  "Ii 
double  penalty," 
Joel  N.  Sanders, 
runs  Alabama's 
fare-reform  progrc 
In  response,  a  E 
Ways  &  Means 
committee  prod 
legislation  on  Ju: 
that  would  let  st 
figure  workfare  pa 
pants'  wages  by  in 
ing  the  value  of  1 
Stamps,  Medicaid, 
care,  and  housing  I 
fits.  The  Administration  will  prob 
fight  the  plan,  but  White  House  soi 
acknowledge  that  Food  Stamps,  va 
as  high  as  $313  a  month  for  a  fami 
three,  will  very  likely  be  include 
the  final  calculus. 

The  White  House,  supporting  1 
unions,  believes  that  diluting  the  rj 
mum  wage  by  including  more  ben 
will  exacerbate  a  two-tier  labor  ma 
and  accelerate  the  displacement  of  1: 
numbers  of  existing  employees  f 
permanent  jobs.  New  York  City,  for 
ample,  has  promised  that  workfare 
pie  won't  take  the  place  of  union 


PARK  CLEANUP 

Unlike  poorer 
states,  New  York 
can  afford  to  pay 
participants  the 
minimum  wage 
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The  Russia  Summit 
September  10-12, 1997 
Grand  Hotel  Europe 
St.  Petersburg,  Russia 


The  Russian  economy  has  undergone  a 


russia 


remarkable  transformation.  Foreign  investors  are  plunging  in.  The  stock 
market  is  booming.  European,  Asian,  and  U.S.  firms  doing  business  in  Russia 
are  seeing  their  sales  soar. 

But  what  does  the  future  hold  for  this  rapidly  changing  market? 
Business  Week  will  bring  together  a  notable  group  of  international  business 
leaders,  government  officials,  and  long-time  Russia  watchers  to  explore  this 
question  in  the  beautiful,  historic  city  of  St.  Petersburg. 

Join  us  at  The  Russia  Summit  for  fresh  insights,  ideas,  and  information  that 
are  sure  to  benefit  your  Russian  ventures.    ^»  ~\ 

%  LLcLOiC 

and  investment 
opportunities 

Mm.  ;  JL 


EGISTRATION  INFORMATION  ON  THE  RUSSIA  SUMMIT, 

e  call  +  1  (212)  512-2184 
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j.  perry        vladimir  a.  yakovlev  Member  of  the  Duma  Chairman  Chairman,  The 

IS.  Secretary    Governor  of  Former  Deputy  Prime  Sun  Croup  of  Eurasia  Foundation 

?  St.  Petersburg  Minister  of  Russia  Companies  (Moscow)  (Washington) 
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Chief  Executive  Officer 
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Social  Issues 


ployees.  Yet  it  has  reduced  its  Parks 
Dept.  payroll  by  thousands  over  several 
years,  and  it  recently  added  thousands 
of  workfare  employees  to  fill  similar 
roles.  A  municipal  union  is  seeking  a 
temporary  restraining  order  to  prevent 
hiring  workfare  participants  into  posi- 
tions once  held  by  unionized  painters. 

Advocates  for  the  poor,  moreover,  ar- 
gue that  the  Ways  &  Means  committee 
proposal  will  accentuate  the  downward 
pressure  on  pay  of  all  low-income  work- 
ers. Even  at  the  mini- 
mum wage,  Washing- 
ton's Economic  Policy 
Institute  estimates 
that  the  influx  of  wel- 
fare workers  into  jobs  will  depress 
pay  by  at  least  11%  for  those  al- 
ready at  the  bottom  rung.  Wages 
will  fall  even  more,  these  experts 
say,  as  states  start  subsidizing 
more  private-sector  jobs.  Oregon 
has  already  reduced  its  welfare 
caseload  by  40%  in  the  past  two 
years,  in  part  by  subsidizing  $5.50 
of  the  $6.32-an-hour  average  pay 
for  2,700  workers  in  hundreds  of 
companies  around  the  state.  Even- 
tually, say  critics, 
such  discounting  will 
force  nonwelfare 
workers  to  accept  ar- 
tificially low  pay. 

Inclusion  of  Food 
Stamps  alone  would 
allow  every  state  but 
Mississippi  to  pay  off 
the   20-hour  work- 
week at  the  minimum 
wage,  according  to 
the  Health  &  Human 
Services  Dept.  But  it  acknowl- 
edges— and  other  policy  experts 
agree — that  far  more  states  will 
fall  short  for  the  30-hour  week  re- 
quired in  five  years.  As  many  as 
20  states,  including  Florida,  Mis- 
souri, and  Texas  won't  be  able  to 
meet  the  tab,  hhs  reckons. 
STRAPPED.  That  growing  gap  will 
widen  as  states  move  to  shift  50%. 
of  their  welfare  caseloads  into 
workfare  by  2002,  as 
mandated  by  the  re- 
form legislation.  They 
can  satisfy  the  re- 
quirement by  finding 
private-sector  jobs  for 
recipients.    So  far, 
though,  private  com- 
panies   have  been 
slow  to  absorb  wel- 
fare workers.  So 
cities  and  states  must 
satisfy  the  work  re- 


quirement by  creating  and  funding  most 
jobs  themselves:  New  York  City,  for  ex- 
ample, says  it  has  put  145,000  welfare 
recipients  to  work  since  March,  1995, 
cleaning  up  city  parks  or  helping  sani- 
tation crews.  Los  Angeles  County  has 
enrolled  80,000  in  a  similar  program. 

Most  states  say  adding  Medicaid  and 
other  benefits  to  the  workfare  wage  cal- 
culation lets  them  underwrite  training 
and  child-care  programs,  rather  than 
having  to  pour  more  cash  into  tanf  pay- 


Between  a  Rock  and  a  Hard  Place 


How  strict  federal  mandates  on  both  wages  and 
hours  threaten  states'  ability  to  pay  for  workfare 
programs — tnaking  workers  vulnerable 

HOW  WORKFARE  WORKS 

In  all  states  but  Vermont,  workfare  partici- 
pants receive  their  fixed  monthly  Temporary 
Assistance  for  Needy  Families  (TANF)  benefit 
in  return  for  working  a  set  number  of  hours. 


• 


ments.  Ultimately,  they  argue,  those  ni  5 
grams  will  lift  recipients  into  better  Jr 
In  Lyndonville,  Vt.,  Candy  DeGreeii'  j 
29-year-old  mother  of  three,  keptm 
$667  monthly  benefit  and  won  sta,., 
grants  for  books  and  child  care  vtkr 
she  finished  a  college  degree  in  sill 
work.  Now,  DeGreenia  works  for  $m* 
an  hour,  plus  benefits,  at  a  nonpBll 
agency  that  assists  the  poor  in  fin«jjj 
low-income  housing.  "There  is  no  wjjjl 
was  going  to  stay  on  state  aid,"  m 
DeGreenia.  "I  watt  I 
more  for  my  kids.! 

Some  conservatl| 
say  that  punitr  H 
low  pay  can  bra 
similarly  successful  results.  IM 
er  wages,  they  argue,  will  H 
courage  workfare  participant  mf 
get  off  the  dole  in  search  of  H 
ter  pay.  New  York  officials  H 
fact,  brag  about  the  22%  decH 
in  the  city's  welfare  rolls  (fn 
the  past  two  years — with  no  fa 
parent  increase  in  homeless]  ■ 
or  crime — as  evidence  that  I 
rigid  workfare  programs  indpl 
people  to  seek  more  elsewhejli 
Critics  of  dra» 


THE  WAGE  WRINKLE 

The  Labor  Dept.  has  ruled 
that  the  Fair  Labor  Standards 
Act  applies  to  workfare  partic- 
ipants. By  implication,  the 
value  of  workers'  TANF  benefit 
divided  by  the  hours  worked 
must  be  $4.75  or  more. 


MINIMUM  WORK  WEEK 

The  welfare  reform  bill  of 
1996  requires  that  partici- 
pants work  at  least  20  hours 
a  week  in  1997  and  30 
hours  a  week  by  2002.  The 
total  may  include  time  spent 
in  training  and  job  searches. 


FISCAL  PINCH 


To  satisfy  both  the  minimum-wage  law  and 
the  hours  requirement,  states  must  pay  partic- 
ipants at  least  $404  a  month  this  year  and 
$657  in  2002.  Given  current  funding,  only 
30  states  could  meet  the  2002  requirement. 


THE  COMPROMISE 

To  lighten  states'  load  with- 
out upping  federal  funding, 
Hill  Republicans  would  add 
entitlements  (Food  Stamps, 
Medicaid,  child-care  aid)  to 
the  base  from  which  the 
minimum  wage  is  calculated. 


THE  RISK 


Diluting  the  cash  wage  for 
workfare  participants  could 
heighten  pressure  on  pay  for 
all  low-income  workers.  It 
could  also  speed  displace- 
ment of  full-time  employees 
by  cheaper  workfare  people. 


ian  change,  thoii 
worry  that  low  1 
will  only  trap  wji 
fare  participants! 
a  poverty  cycle! 
less  vicious  then! 
old  welfare  systJ 
In  New  York,  'I 
many  people  1 
on  to  private-sel 
jobs,"  says  Jl 
Galan  of  the  Assl 
ation  of  Commuil 
Organizations  for  Reform  >1 
which  is  tiying  to  organize  wl 
fare  participants  into  a  un| 
The  more  benefits  that  get  col 
ed  as  part  of  their  wage,  aol 
cates  say,  the  greater  disadvi 
tage  workfare  people  will  sua 
vis-a-vis  other  low-wage  emp.l 
ees,  many  of  whom  receive  Fl 
Stamps  and  Medicaid  in  addill 
to  their  minimi 
pay.  That's  why  I 
poor  may  yet  bl 
the  brunt  of  Cj 
gress'  unfinislj 
welfare  business.] 
By  Eric  SchinA 
Los  Angeles,  wl 
Keith  H.  Hammol 
in  New  York  cj 
Aaron  Bernsti 
and  Susan  B.  G\ 
In ud  in  Washinqa 
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1ST  WHICH  ONE  IS 
IE  OTHER'  BOWLES? 

i  her  husband  helps  run  the  White  House,  Crandall  Bowles  helps  run  a  corporation 


Monday,  Apr.  21,  at  9:30  a.m., 
hareholders  of  Springs  Industries 
nc.  gathered  at  the  Fort  Mill 
3.  C.)  High  School  auditorium  for 
mual  meeting.  A  routine  and,  by 
nits,  a  happy  affair,  for  it  marked 
,  public  steps  toward  center  stage 
110-year-old  textile  maker's  new 
Orandall  Close  Bowles.  Great- 
randdaughter  of  the  company's 
',  Bowles  is  heiress  to  a  $2.5  bil- 
nplex  that  produces  such  house- 
imes  as  Wamsutta,  Springmaid, 
xasuede. 

rman  Walter  Y.  Elisha  soon 
the  meeting  over  to  Bowles.  She 
I  to  enjoy  herself  as  she  ran 
i  initiatives  ranging  from  invest- 
in  high-tech  looms  to  a  contract 
mart  Corp.  for  Springs's  Martha 


Stewart  home  furnishings  line.  "It  was 
kind  of  like  a  family  affair,"  she  recalls, 
smiling.  "Not  a  high-stress  thing." 

But  if  she  was  at  ease  in  her  first 
turn  in  the  spotlight,  there's  reason  to 
suppose  she  was  experiencing  some 
stress.  To  wit,  "the  Erskine  thing,"  as 
it's  sometimes  called  in  this  comer  of 
South  Carolina,  across  the  state  line 
from  Charlotte.  Erskine?  That's  Erskine 
B.  Bowles,  Crandall's  husband  and,  since 
January,  President  Clinton's  Chief  of 
Staff.  Thing?  That's  shorthand  for  the 
Whitewater  mess  he  finds  oozing  around 
him.  Only  six  days  before,  Erskine 
Bowles  had  been  forced  to  testify  about 
why  he  tried  to  line  up  work  for  dis- 
graced former  Administration  official 
Webster  Hubbell.  Was  he  trying  to  keep 
Hubbell  quiet  about  Whitewater?  Er- 
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CRANDALL  CLOSE  BOWLES 


October,  1947,  Fort  Mill,  S.C. 


ATI0N 


BA,  Economics, 
Wellesley  College,  1969 

MBA,  Columbia  University,  1973 

1969-71:  Statistician,  Morgan  Stan- 
ley &  Co. 

1973-78:  Financial  analyst,  Springs 
Industries 

1978-82:  Executive  vice-president, 
Springs  Co.,  the  Close  family's 
investment-management  arm 

1982-92:  President,  Springs  Co. 

1992-97:  Posts  in  corporate  plan- 
ning, textile  manufacturing,  and 
bath  products,  Springs  Industries 

1997:  President  and  COO,  Springs 
Industries 


Married  26  years  to  Erskine  B. 
Bowles,  White  House  Chief  of  Staff; 
three  children,  aged  22,  21,  and  19 


DIATE  WORR 


Increasing  Springs's  profit  margin 


1997  Buick  Park  Avenue 


skine  Bowles  insists  not,  but  the  episode 
clearly  upset  him.  Now,  Washington  is 
buzzing  about  how  long  he'll  stay  at  the 
White  House. 

While  her  husband's  difficulties  are 
one  reason  Crandall  Bowles's  stress  lev- 
el might  spike,  there  are  others.  By  her- 
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self,  she's  a  rising  power  in  Corporate 
America.  She  sat  on  the  boards  of  Deere, 
Duke  Power,  and  Wachovia.  For  a 
decade,  she  ran  the  $700  million  Close 
family  fortune,  and  she  still  leads  her 
mother  and  seven  siblings  in  overseeing 
the  real  estate,  insurance,  and  railroad 
holdings  that  complement  a  controlling 
stake  in  publicly  held  Springs.  Since  Jan- 
uaiy,  when  Bowles,  49,  was  named  pres- 
ident, she  has  been  confronting  the  tricky 
task  of  wringing  more  profitability  and 
better  stock  performance  from  the  com- 
pany's industry-leading  sales.  She  also 
figures  to  follow  Elisha  as  ceo,  which 
would  make  her  one  of  the  top  two  or 
three  women  executives  in  the  country. 

Is  she  up  to  it?  It's  hard  to  find 
doubters.  Friends  and  colleagues  uni- 
formly  say  Bowles  has  a  keen  aptitude 
for  finance  and  works  hard,  rarely  sleep- 
ing more  than  four  hours.  "She's  a  good, 
quick  study  and  a  good  adviser  on  strate- 
gic issues,"  says  Wachovia  Chairman  John 
G.  Medlin  Jr.  On  top  of  that,  most  find 
her  warm  and  down-to-earth,  if  some- 
times inscrutable.  Unsurprisingly,  her 
No.  1  fan  is  Erskine  Bowles.  "The  woman 
is  a  star,"  he  says.  "She  has  a  real  pas- 
sion for  business." 

TRICKY  GOING.  Yet  what  many  people 
miss  is  the  extreme  delicacy  with  which 
she  must  operate,  balancing  her  roles  as 
political  spouse,  career  woman,  and 
guardian  of  a  heretofore  very  private 
family's  fortune.  If  she  says  the  wrong 
tiling  about  some  touchy  political  issue — 
say,  most-favored  nation  status  for  China, 
a  huge  textile  exporter — she  could  cause 
her  husband  endless  grief.  Asked  if 
Springs  has  a  position  on  the  issue,  she 
rears  back  and  says:  "Oh!  No — I  hope 
not!"  before  looking  to  an  aide  for  reas- 
surance. (Springs,  a  spokesman  confinns, 
does  not.) 

"We  all  spend  a  lot  of  time  in  our 
tutus  here,  walking  on  tippy-toes  along 
some  very  fine  lines,"  a  Springs  executive 
confides.  That's  especially  true  of  Bowles, 
given  that  she  is  at  once  Elisha's  em- 
ployee and,  ultimately,  his  boss.  As  heir 
apparent,  she  labors  in  hopes  he  will  rec- 
ommend her  as  his  successor  to  the 
Springs  board,  which  includes  such  busi- 
ness titans  as  BellSouth  Chairman  John 
L.  Clendenin.  Yet  as  head  of  trusts  that 
hold  70%  voting  control,  she  could  in 
theory  oust  the  lot  of  them. 

To  outsiders,  Bowles's  ascent  to  ceo  is 
a  fait  accompli.  Not  so,  though,  to  El- 
isha, who  joined  Springs  as  president  in 
1980,  became  ceo  the  next  year,  and 
chairman  in  1983.  Elisha  is  a  sturdy  man, 
shiny-bald  on  top  with  a  ring  of  straight, 
silver  hair.  His  office,  which  features 
what  must  be  the  smallest  desk  in  use  by 


a  ceo,  is  perfectly  neat  in  the  way  of  a 
high  school  principal's.  He  is  so  direct, 
with  such  a  level  gaze,  that  you  believe 
him  when  he  says  that  a  promotion  for 
Bowles  "is  not  a  slam  dunk,  and  she 
knows  it."  Springs  director  Robin  B. 
Smith,  ceo  of  Publishers  Clearing  House, 
agrees  that  Bowles's  future  at  Springs  is 
not  set.  Nor  is  there  a  succession 
timetable,  never  mind  that  Elisha  turns 
65  in  December. 

Bowles,  says  a  colleague,  "is  not  a 


STICKY  WICKET 


Bowles's  boss  is  also 
her  employee,  since 
her  family  controls 
Springs.  Elisha  says 
her  succession  "is  not  a 
slam  dunk,  and  she 
knows  it" 


clean-desk  person."  But  that  doesn't  be- 
gin to  describe  the  clutter  that  defines 
her  domain.  Forget  the  paperless  office: 
There  are  all  manner  of  forest  products — 
reports,  books,  yellow  pads — spread  out 
and  piled  up  everywhere.  All  over  the 
walls  and,  seemingly,  on  any  available 
space  are  dozens  of  framed  photos,  in- 
cluding huge,  matted  pictures  of  vaca- 
tions she  and  Erskine  have  taken  with 
their  three  children,  aged  22,  21,  and  19. 

Curiously,  Bowles  first  encountered 
Hillary  Rodham  Clinton  at  Wellesley  Col- 
lege, where  the  two  graduated  in  1969. 


(She  says  she  barely  knew  Hillary! 
and  knows  her  only  a  bit  better  1 
Bowles  then  headed  to  New  Yorll 
Morgan  Stanley  &  Co.  Her  resul 
Wellesley,  economics;  Morgan  St;| 
Columbia  University,  MBA — suggeJ 
uncommonly  self-directed  young  w| 
But  "to  tell  you  the  truth,  I  really  I 
know  what  was  going  on,"  says  B(j 
"I  got  the  job  at  Morgan  because  | 
father."  Morgan  had  taken  the  fai 
textile  business  public  two  years  el 
and  there  Bowles  li 
in  a  world  of  pink-p 
scut  work.  Realizing 
she  needed  more  si 


NO  DATE  SET: 

Elisha  will 
soon  turn  65, 
but  doesn't 
have  to  retire 


ing  to  get  ahead,  si 
rolled  at  Columbia, 
time  when  less  thar 
of  the  mba  class  were  women. 

In  1971,  she  married  Erskine,  a 
Carolinian  she  had  met  at  Morg; 
year  later,  they  moved  to  Char 
where  he  built  an  investment  bank, 
finishing  courses  toward  her  Coll  ev 
degree,  she  took  a  financial  po 
Springs.  In  1978,  she  moved  to  her 
ih/s  investment  arm,  which  she  ran 
decade  beginning  in  1982. 
KEEN  FOCUS.  Because  the  family  h( 
company  is  private,  her  track  r 
there  can't  be  verified.  James  Brae 
consultant  to  the  firm  and  its  pre 
president,  estimates  that  during  h 
years  in  charge,  the  value  of  the  fa 
nontextile  interests  more  than  doi 
The  railroad  drew  in  new  industriali 
tomers,  and  Bowles  brought  in  a 
executive  to  expand  the  insurance 
ness.  In  any  case,  her  stewardship  s 
to  have  been  good  enough  that  wha 
disputes  arose — and  Bowles  ack 
edges  some — stayed  quiet.  "As  f 
the  family  goes,"  says  her  mother, 
Springs  Close,  "eveiybody  respects 
dall's  judgment." 

Probably  more  important  in  smoi 
relations  is  the  $1  million-plus  eacl 
ling  now  sees  annually  in  dividends 
Springs.  Since  1983,  however,  the  p 
supporting  that  payout  have  beei 
work  of  nonfamily  management 
Elisha.  Piloting  Springs  during  a  ti 
crippling  leveraged  buyouts  and 
ruptcies  in  the  industry,  he  guarde 
company's  financial  health.  Today, 
rowings  are  less  than  20%  of  capit; 

In  1992 — at  Elisha's  invitation, 
she  and  he  say — Bowles  rejoine* 
textile  company  in  corporate  plar 
Since  Springs  is  a  public  company 
continuing  ascent  is  more  than  a 
family  concern.  Brett  L.  Bamer,  a 
cipal  at  STI  Capital  Management 
has  bought  stock  in  several  textile 
panies,  checked  out  Springs  careful 
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f  you  want  to  know  what 
le  future  holds  in  data 
orage  management,  don't 
insult  a  fortune-teller, 
onsult  a  visionary. 

At  Symbios  Logic, 
re've  quietly  been 
laping  the  future  of 
ata  storage  management 
>r  nearly  20  years  now. 
nd  we  have  more  than 
dO  patents  worldwide  to 
low  for  it. 

Our  data  storage  management 
Kpertise  spans  from  integrated 
ircuits  to  boards  to  software  to 
^mplete  RAID  storage  systems, 
i  fact,  we  invented  the  first  SCSI 
rotocol  chip  (which  is  now  in  the 
mithsonian  Institution),  the  first  OEM 
AID  chipset,  and  the  first  RAID  Fibre  Channel 
:orage  system.  We're  the  world  leader  in  SCSI 
evices  sold  and  third  in  OEM  RAID  storage  systems. 

We  also  sit  on  the  industry  committees  that  guide  the  development  of 
torage  standards,  including  SCSI,  RAID,  Fibre  Channel  and  EO.  When  the 
jture  of  storage  management  is  at  stake,  we  have  something  to  say  about  it. 

Call  1-800-856-3093  for  company  and  product  information,  or  visit 
Avw.symbios.com/bw.htm.  When  you're  searching  for  storage 
lanagement  leadership,  look  closely  at  Symbios  Logic.  Very  closely. 
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always  get  a  little  concerned  about  a 
nepotism-type  deal — does  this  person 
know  what  she's  doing?"  he  explains. 
Reassured  that  Bowles  has  "paid  her 
dues,"  he  bought  the  stock. 

Executives  who  have  worked  with 
Bowles  are  quick  to  note  her  facility  with 
figures.  Duke  Power  Chairman  William 
H.  Grigg  says  it  was  particularly  helpful 
when,  as  a  director,  she  helped  develop 
plans  to  finance  capital  projects  while 
keeping  dividends  strong.  At  Springs, 
Elisha  says  her  style  complements  his. 
"Her  judgment  of  people  is  quite  good. 
She  gets  there  reasonably,  not  emotion- 
ally," he  says.  "I'm  a  little  more  visceral." 
Bradley,  who  trained  Bowles  before 


recent  high  of  about  53,  it  has  risen  only 
12%  since  an  earlier  peak  in  April  1993. 

Bowles  wants  to  achieve  the  indus- 
try's fattest  margins.  To  get  there,  be- 
sides cutting  costs,  Springs  has  shifted 
away  from  commodity  textiles,  which  for- 
eign competitors  can  turn  out  more 
cheaply,  and  toward  more  highly  designed 
and  processed  home  furnishings,  all  pack- 
aged together  smartly. 

Trouble  is,  such  strategies  are  simple 
to  talk  about  and  wicked  to  achieve.  Get 
a  hit  product,  and  rivals  rush  to  rip  it  off. 
Springs  had  a  good  thing  going  with  a 
quick-drying  bathroom  rug,  for  instance, 
but  "it  was  copied  in  a  matter  of 
months,"  Bowles  laments.  She  also  finds 


the  white  handing  over  control  of 
homestead  the  family's  investments, 
has  hosted  says  she  showed  a  keen 
famous  sense  of  which  issues  to 

lupin's  post  focus  on.  As  a  manager, 
and  present  he  says,  she  gave  the 
"  employees  who  run  the 
family's  railroad  and  insurance  company 
their  head.  Few  executives  leave. 

After  returning  to  Springs,  Bowles 
rose  to  run  manufacturing.  She  helped 
focus  the  company  on  lowering  costs  and 
boosting  productivity  by  closing  less-effi- 
cient mills  and  investing  in  air-jet  looms. 
Most  recently,  as  head  of  bath  products, 
she  led  the  integration  of  towelmaker 
Dundee  Mills,  acquired  in  1995.  Perhaps 
she  has  had  to  work  hardest  at  sales,  a 
skill  she  says  doesn't  come  naturally. 

She  is  clear  about  her  No.  1  challenge: 
making  Springs  more  profitable.  Since 
1992,  sales  have  risen  just  13.6%  to  $2.2 
billion  and  operating  earnings,  at  $113 
million,  are  the  same  as  they  were  four 
years  ago.  By  contrast,  rival  WestPoint 
Stevens  had  operating  earnings  of  $196 
million  on  sales  of  just  $1.7  billion. 
Spiings's  stock  has  lagged,  too:  Even  at  a 


investing  in  computerized  order-manage- 
ment systems,  as  demanded  by  big  cus- 
tomers such  as  Wal-Mart  Stores  Inc., 
hazardous.  "Are  we  spending  enough?" 
she  asks.  "Are  we  spending  too  much?" 

Some  who  have  sat  across  the  table 
from  Bowles  call  her  a  tough  bargainer 
who  knows  when  to  give — and  how  to 
exploit  the  leverage  Springs  enjoys  as 
the  biggest  producer  of  some  textiles. 
Recently,  she  dickered  with  Kmart  Vice- 
President  Steve  Riman  over  the  Martha 
Stewart  project.  The  negotiations  were 
"difficult,"  recalls  Riman,  his  voice  still 
evincing  the  pain.  "She  told  me,  'No.' " 
DEEP  ROOTS.  That  sense  of  authority  no 
doubt  derives  in  part  from  Bowles's  firm 
sense  of  place  at  Springs.  Her  roots  in 
Fort  Mill  go  back  to  1755.  By  1831,  her 
forebears  had  prospered  and  built  a  late- 
period  Georgian  mansion  now  called  the 
White  Homestead.  There,  the  Confeder- 
ate cabinet  made  its  last  decisions.  Today, 
it's  where  Bowles  chairs  family  business 
meetings — and  where  she  put  the  Presi- 
dent up  in  1994. 

With  her  husband  consumed  by  poli- 
tics, Bowles  leaves  behind  then-  secluded, 


17-acre  estate  in  Charlotte  each  wei 
to  join  him  in  a  rented  house  in  Ge 
town.  Monday,  she's  up  by  4:30  a.m. 
to  Charlotte  and  reach  Springs  1 
While  Erskine  Bowles  has  been  wj 
depicted  as  unhappy  at  the  White  H  i 
his  wife  brightens  at  talk  of  Was 
ton,  saying:  "It  certainly  gives  yov 
opportunity  to  meet  interesting  pec  i 
Keeping  her  business  separate  fror 
political  matters,  she  adds,  is  someif 
she  works  at.  She  leaves  it  to  hi 
disclose,  for  example,  that  they  soc:  j 
with  such  power  brokers  as  Verno: 
dan  and  Mickey  Kantor.  "I  kind  of 
partmentalize  it,"  explains  the  exec 
who  has  kept  a  low  profile  in  the  cal 


LOW  PROFILE 


iwen  tnougn  tne 
Bowleses  socialize 
with  Washingtonian 
whose  names  are 
constantly  in  the  ne\ 
Crandall  Bowles 
takes  pains  to  guard 
her  privacy 


Elisha  concedes  that  the  Bowl 
star  power  could  be  a  plus  for  Sp 
But  he  worries  about  unwanted  p 
ity  and  unchecked  speculation  about 
cession.  That,  he  says,  "wouldn't  be 
for  the  company,  and  it  wouldn 
good  for  Crandall."  Bowles  herself 
talk  about  succession.  "I  really 
think  about  that,"  she  says,  adding 
role  is  to  maximize  the  potential  ol 
current  operations." 

Perhaps  that's  all  that  is  on 
mind — or,  at  least,  in  that  one  comf 
ment  of  her  mind.  But  those  who  1 
known  her  longest  suggest  not. 
Bradley,  who  worked  with  Bowles 
14  years,  thinks  she  has  "great  f 
sight,"  and  has  envisioned  a  futur 
which  she  can  prove  that  "she  has 
same  business  ability  that  her  father 
and  her  grandfather  had  and  her  gi 
grandfather  had." 

Her  mom,  for  one,  doesn't  doubt  s 
get  that  chance.  "Yeah,"  says  Anne  C 
laughing.  "I  think  she's  about  there.' 

By  Robert  Barker  in  Fort  Mill,  S 
with  Richard  S.  Dunham  in  Wash 
ton  and  Nicole  Ha  rris  in  Atlanta 
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accommodated  by  the  flexible,  expandable  power  of  Alpha.  From  servers  to  software,  from  networkM 
global.  24-hour  support,  Digital  delivers  total  Internet  and  intranet  solutions.  In  any  size,  with  ujffim 
room  to  grow.  Call  1-800-DIGITAL,  ext.  552.  or  surf  to  wvrw.ads.digital.com/web,  and  make 
Digital  edge  your  own.  Or  sing  the  Webmasters  Lament:  "Gee,  I  guess  we  should  have  gone  with  Digit 
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INTERNATIONAL  EXPANSION 


WAL-MART 
SPOKEN  HERE 

It's  exporting  the  data  systems,  drive,  and  efficiency  that  made  it  the  top  retailer  in  the  UJ 


Store  managers  here  in  Missis- 
sauga,  Ont.,  don't  have  a  South- 
ern drawl,  but  don't  let  that  fool 
you.  This  is  Wal-Mart  countiy.  As 
hundreds  of  workers  gather  at  the  re- 
tailer's Canadian  headquarters  outside 
Toronto,  they  give  a  local  twist  to  the 
cheer  that  starts  the  weekly  sales  meet- 
ing: "Who's  No.  1?  The  customer,  eh." 

More  than  1,700  miles  away,  in  a 
sprawling  Wal-Mart  store  in  Monterrey, 
Mexico,  employees  gather  around  inter- 
national chief  Robert  L.  Martin  and  oth- 


er executives  visiting  from  company 
headquarters  in  Bentonville,  Ark.  Be- 
fore the  impromptu  pep  rally  begins, 
though,  the  Mexican  managers  put  their 
American  visitors  on  the  spot.  "Uno, 
dos,  tres,  squiggly,"  they  shout.  On  com- 
mand, each  American  executive  per- 
forms a  kind  of  dance  twist — a  company 
tradition  representing  the  hyphen  in 
•Wal-Mart." 

From  Canada  to  Argentina  to  Chi- 
na, behemoth  Wal-Mart  Stores  Inc.  is 
translating  the  culture  and  skills  that 


made  it  America's  most  feared  ret;i( 
While  adapting  its  goods  and  store  p., 
outs  to  local  needs,  Wal-Mart  is  ex]| 
ing  the  information  systems,  entrer 
neurial  drive,  and  efficiency  that  ma4; 
the  world's  largest  retailer,  with  % 
billion  in  sales  last  year. 
JUGGERNAUT.  Wal-Mart's  assaull 
barely  under  way,  but  already; 
mighty  retailer  has  changed  the  i 
of  the  game.  Foreign  rivals  have  ; « 
forced  to  sharpen  prices  and  boost  B 
vice,  while  suppliers  at  home 


fflmMj  ft 

SHENZHEN 

Wal-Mart  thinks  China's 
buying  power  will  soon 
equal  America's  level  now 

abroad  are  stretching  their 
distribution  systems  to 
jump  on  the  Wal-Mart  jug- 
gernaut. "Wal-Mart  is  going 
to  change  the  retailing  land- 
scape internationally  exactly 
the  same  way  it's  done  do- 
mestically," predicts  Martin 
Terzian,  chief  executive  of 
Pacific  Connections  Inc.,  a 

(Calif.)  handbag  supplier  that 
ventured  overseas  to  serve 

•t. 

inly,  Wal-Mart  has  made  its 
blunders — from  poorly  trans- 
>re  signs  in  Mexico  to  a  failed 
hip  in  China.  But  the  chain  is 
if  not  adaptable.  In  less  than 
■s,  the  international  division  has 
o  more  than  300  stores  in  six 
;  and  Puerto  Rico  and  has  more 
billion  in  sales — the  biggest  for- 
ration  of  any  U.  S.  retailer,  mea- 
sales  dollars.  On  June  3,  Wal- 
nnounced  plans  to  buy  a 
ng  stake  in  its  Mexican  part- 
tA,  for  $1.2  billion.  In  the  fiscal 
ed  in  January,  the  division  post- 
■st  operating  profit — $24  million 
5s  of  $16  million  in  1995.  And 
ofits  followed  in  the  typically 
rst  quarter.  "They  really  em- 
inderstanding  the  consumer  and 
efficient  as  possible,"  says  Proc- 
imble  Co.  ceo  John  E.  Pepper. 
;  bringing  that  same  focus  to 
ional." 

Wal-Mart's  record  $3.1  billion 


in  profits  last  year,  the  international  di- 
vision is  still  a  rounding  error  in  the 
eyes  of  most  investors.  But  that's  the 
point:  If  Wal-Mart  can  develop  overseas 
markets  as  adroitly  as  it  developed  the 
now-mature  U.  S.  market,  it  has  a  shot 
at  retaining  its  title  as  the  world's 
biggest  growth  company,  able  to  gener- 
ate double-digit  shareholder  returns  de- 
spite its  enormous  revenues.  That's  es- 
pecially important  at  Wal-Mart,  where 
rapid  promotions  and  a  rising  stock 
price  are  at  the  heart  of  the  employee 
incentive  system.  Analyst  Jeffrey  M. 
Feiner  of  Salomon  Brothers  Inc.  figures 
international  sales  could  total  $27  bil- 
lion, or  17%  of  Wal-Mart's  revenues,  by 
2000. 

But  raw  growth  isn't  the  only  thing 
driving  Wal-Mart.  Christiana  Smith  Shi 
of  McKinsey  &  Co.  predicts  the  rise  of 
four  or  five  dominant  global  retailers 
that  will  enjoy  substantial  advantages  in 
pricing,  soureing,  and  logistics.  Such  su- 
per-retailers will  be  able  to  gather  the 


ML 


BUENOS  AIRES 

Argentina's  supercenters  draw  twice 
the  shoppers  of  U.  S.  supercenters 

best  marketing  and  merchandising  prac- 
tices from  around  the  globe.  Adds  retail 
consultant  Daniel  W.  O'Connor  of  Man- 
agement Ventures  Inc.:  "We're  really 
moving  to  boundaryless  retailing." 

Martin,  ceo  of  Wal-Mart's  interna- 
tional division,  aims  to  put  Wal-Mart 
among  that  exclusive  group  by  first  ex- 
tending the  chain's  domination  of  U.  S. 
retailing  to  the  rest  of  North  America, 
and  then  into  South  America  and  Asia. 
Europe  isn't  on  the  drawing  board  yet, 
but  Martin  doesn't  rule  it  out. 

Wal-Mart  is  hardly  the  first  U.  S.  re- 
tailer to  venture  abroad.  Sears  moved 
into  Mexico  in  1947,  while  Kmart  and 
Toys  'R'  Us  began  experimenting  over- 
seas more  than  a  decade  ago.  All  three 
have  stumbled  or  retrenched  in  the  past 
few  years,  in  some  cases  because  of 
problems  at  home.  More  recently,  Gap, 
Home  Depot,  and  Costco  have  added 
international  outlets.  But  for  most  U.  S. 
retailers,  "international  expansion  has 
not  been  a  priority,"  says  Shi.  "You've 
seen  them  dip  their  toe  in  the  water 
but  not  make  a  major  commitment  to 
building  a  truly  robust  international 
business."  Wal-Mart,  she  figures,  could 
be  one  of  the  first. 

LIMITLESS.  No  one  else  has  moved  over- 
seas with  pockets  as  deep  or  an  array  of 
goods  as  broad  as  the  goliath  of  retail- 
ing. In  the  past  five  years,  Wal-Mart 
has  invested  more  than  $2  billion 
abroad,  mostly  in  Canada  and  Mexico. 
This  year,  it  will  spend  a  further  $400 
million  to  add  at  least  30  stores  outside 
the  U.S.,  including  both  Sam's  Club 
warehouse  stores  and  supercenters — 
grocery  and  general-merchandise  mega- 
stores.  In  contrast,  Costco  plans  to 
spend  $150  million  this  year  to  add  sev- 
en stores  outside  the  U.  S.  "We  have 
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IT  S  A 
WAL-MART, 
WAL-MART 

WORLD 

The  mighty  U.S.  discounter 
is  exporting  its  retail  formula 
near  and  far  . 
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the  resources  to  move  as 
quickly  as  we  can  take  ad- 
vantage of  the  opportuni- 
ties," says  Chairman  S.  Rob- 
son  Walton,  son  of  founder 
Sam  Walton. 

And  those  opportunities 
seem  almost  limitless  as  Wal- 
Mart  pushes  into  Argentina, 
Brazil,  China,  and  Indonesia, 
as  well  as  Mexico  and  Cana- 
da. In  Mexico,  half  the  popu- 
lation is  under  19,  notes 
Chief  Financial  Officer  John 
B.  Menzer — and  "we  know 
the  best  is  yet  to  come  with 
their  buying  patterns."  In 
China,  where  Wal-Mart  has 
only  two  stores,  he  figures 
total  purchasing  power  will 
equal  current  U.  S.  levels  in 
five  to  seven  years,  meaning- 
huge  sales  of  such  goods  as  washers 
and  TV  sets.  "Knowing  that  the  sales 
are  there  and  the  customer  acceptance 
is  there,  that's  the  key,"  says  Wal-Mart 
ceo  David  D.  Glass.  "That  unlocks  the 
door  for  me." 

HUGE  ARRAY.  At  least  so  far,  the  novel- 
ty and  vast  selections  have  overseas 
customers  flocking  to  Wal-Mart.  In  a 


ople  in  China  aren't  used  to  getting  everything  in  one  stop 


three-level  supercenter  in  Shenzhen, 
China,  where  the  piped-in  music  fea- 
tures Trini  Lopez  singing  //  /  Had  a 
I  In  miner,  shopper  Hu  Xiaomei  is  im- 
pressed with  the  broad  array  of  mer- 
chandise— -from  fermented  bean  curd  to 
Gerber  baby  products  to  German  Bosch 
tools  made  in  China.  "People  in  China 
aren't  used  to  getting  everything  in  one 


stop  and  buying  larger  jiai 
tities,"  says  Hu,  a  radioH 
show  host.  Three  B\\w 
Aires  supercenters  rirk 
some  15,000  sales  on  m 
days,  twice  as  many  la 
U.  S.  supercenter.  "The  m 
are  the  lowest,"  gushefe 
year-old  Laura  Ceruttiji 
Just  getting  custom™ 
the  door  isn't  enough.  iVt 
Mart  must  also  prove  m 
keep  costs  low  enough 
fend  off  top-notch  conwl 
tors  such  as  France's  ft 
refour  and  the  NetherlH 
shv  Makro,  which  have* 
building  their  reputap 
abroad  for  decades.  Bot  t 
pushing  into  Asia  andfe 
well  established  in  Arg« 
"  and  Brazil.  Smaller,  loop 
vals,  such  as  Goto  in  Argentina,  m 
has  its  own  hypermarkets,  are  alsjt 
ing  to  the  challenge.  "These  M 
meek,  confused  retailers  that  are  ■ 
to  lie  down  and  be  rolled  over,"B 
analyst  Mark  A.  Husson  of  J.  P.  Mii 
&  Co.  At  first,  Wal-Mart  undeii 
mated  its  rivals.  When  Wal-lfe 
moved  into  Brazil  and  undercut  ir 


Introducing  the  affordable  new  ThinkPad  380.  The  p 


p  on  some  items,  Carrefour 
i  prices  too,  sparking  a  price 

re  were  other  costly  misjudg- 
which  some  former  managers 
on  hubris  and  poor  planning.  "It's 
fire,  aim,"  says  one  former  exec- 
"Wal-Mart's  so  big  and  used  to 
ng  people  over."  One  early  casu- 
as  Wal-Mart's  partnership  with 
id's  Charoen  Pokphand  Group  to 
p  stores  in  Hong  Kong  and  Chi- 
3  partners  split  in  late  1995  after 
year — amid  charges  that  each 
inted  too  much  control.  Wal-Mart 
umbled  when  it  opened  its  first 
enters  in  Brazil  in  November, 
Managers  there  were  over- 
ed  when  Christmas  sales  ran 
pie  that  of  U.  S.  stores. 
.OP.  Wal-Mart  has  also  had  to 
ith  political  and  economic  insta- 
In  Mexico,  for  example,  it  first 
80%  of  its  goods  locally  to  get 
st  prices.  But  customers,  many 
im  had  shopped  at  Wal-Mart  in 
S.,  were  disappointed  at  the  lack 
erican  products,  so  the  retailer 
d  course.  Then  came  the  peso 
ition  in  December,  1994,  and  Wal- 
ip-flopped  again.  Now,  only  10% 
goods  sold  in  the  Mexican  stores 
sorted. 

it  emerged  from  those  early 


lessons  is  an  overseas  blueprint  calling 
for  a  slightly  different  kind  of  Wal-Mart 
in  each  country.  Though  U.  S.  managers 
have  been  a  big  presence  so  far,  the 
company  hopes  to  create  nearly  au- 
tonomous units  run  by  native  managers 
who  will  handle  their  own  buying,  train- 
ing, accounting,  and  other  functions  in 
two  to  three  years.  Managers  will  tweak 
the  Wal-Mart  fomiula  to 
serve  their  local  mar- 
kets better.  "We're 
building  companies  out 
there,"  says  Martin. 
"That's  like  starting 
Wal-Mart  all  over  again 
in  South  America  or  In- 
donesia or  China." 

But  not  everything 
will  be  decentralized.  In 
the  longer  term,  stores 
in  different  markets  will 
coordinate  purchasing  to 
gain  leverage  with  suppliers.  Developing 
new  technology — a  key  Wal-Mart 
strength — and  plotting  overall  strategy 
will  be  done  from  Bentonville.  And  in 
Mexico,  Wal-Mart  plans  to  merge  its 
stores  with  cifra's  successful  chains, 
once  it  completes  the  takeover  of  its 
Mexican  partner.  That  will  let  the  chains 
streamline  costs. 

Figuring  out  how  to  withdraw  the 
support  of  U.  S.  managers  has  been  one 
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of  Wal-Mart's  hardest  jobs.  Wal-Mart 
execs  admit  they  first  underestimated 
the  support  local  managers  would  need 
when  such  functions  as  marketing  and 
the  planning  of  store  layouts  moved 
from  Bentonville  to  the  country  head- 
quarters. It  tries  to  have  two  American 
managers  in  each  store  for  the  first  year 
or  two.  But  in  Mexico,  where  Wal-Mart 
is  adding  eight  super- 
centers  this  year,  the 
number  of  expatriate 
managers  has  crept  up 
from  30  to  70. 

Wal-Mart's  plan  for 
autonomous  operations 
around  the  globe  means 
high  initial  overhead  in 
each  country,  sometimes 
putting  the  retailer  in 
the  unusual  position  of 
having  a  cost  disadvan- 
tage to  rivals.  Wal-Mart 
figures  it  will  take  six  to  eight  stores 
per  country  before  it  can  cover  its  fixed 
costs.  But  within  three  to  five  years  of 
entering  a  market,  it  expects  to  post 
higher  returns  than  in  the  U.  S.  to  offset 
the  added  risk. 

In  setting  its  targets,  Wal-Mart  had 
few  retail  models  to  learn  from.  Instead, 
it  studied  international  giants  such  as 
McDonald's  Corp.  and  Ford  Motor  Co., 
analyzing  everything  from  their  orga- 
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esktop,  the  personality  of  a  ThinkPad. 


ThinkPad  380:  lll-in-one 
design  (integrated  floppy, 
up  in  2.1GB1  haul  dist,.  and 
CD-ROM-),  12.1-inc  h  mini 
screen,  150  MHz  Pentium 
processor,  sum-,  at  $2,199.' 
For  details,  and  where  to  I  my 
one,  mil  I  ,",(11)  126-7255, 
ext.  516  I.  or  visit  wu  u  .us. 
pc.ibm.com/thinkpad/tp380. 
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IT'S  HARD  TO  PUT  A 
PRICE  ON  CREATIVITY. 


WE  THOUGHT  $10,000 
SOUNDED  GOOD. 

At  this  year's  Marketing  Computers  ICON  Awards,  the  Business  Week  Best  of  Show  Award  — 
and  a  check  for  $10,000  —  were  presented  to  Goodby,  Silverstein  &  Partners.  The  agency  was 
honored  for  a  series  of  three  television  spots  showing  the  human  side  of  Hewlett-Packard. 

In  analyzing  and  reporting  on  the  information  technology  industry  51  weeks  a  year,,  we've 
learned  that  even  the  most  important  technological  innovations  can  get  lost  without  equally 
innovative  marketing  communications  strategies. 

That's  why  Business  Week  is  proud  to  be  the  exclusive  sponsor  of  the  Marketing 
Computers  ICON  Awards.  And  why  we  congratulate  Goodby,  Silverstein  &  Partners 
and  Hewlett-Packard  for  their  invaluable  creativity  and  vision. 
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nal  structure  overseas  to 
profits.  Where  it  made 
it  found  partners:  giant 
in  Mexico,  Lojas  Ameri- 
in  Brazil,  and  the  Lippo 
in  Indonesia.  Wal-Mart  put 
srs  on  the  ground  in  some 
more  than  two  years  be- 
ore  openings  to  study  the 
;place. 

FAST.  Still,  given  the  com- 
m  of  the  huge  assort- 
-50,000  to  70,000  items  in 
itemational  supercenter — 
ixperienced  buyers  lacking 
cal  data  to  fall  back  on, 
es  were  inevitable.  Wal- 
las  had  its  share,  from  a 
ice-fishing  huts  in  tropical 
Rico  to  a  dearth  of  snow- 
n  wintertime  Ontario.  The 
a  new  market,  though,  is 
much  whether  mistakes  get  made 
w  quickly  they  get  fixed — and 
Val-Mart  excels.  Analyst  Michael 
i  of  Credit  Suisse  First  Boston 
recalls  visiting  a  supercenter  in 
ina  last  year  and  finding  a  typical 
;ore,  down  to  the  110-voltage  ap- 
3 — which  were  being  sold  without 
rs  in  a  market  where  220  is  the 


WAL-MART:  NOT  SUCH 
A  BIG  FISH 


STORE 

FOREIGN 
MARKETS 

INT'L  SALES  '96 

BILLIONS 

INT'L  SALES 
AS  %  OF 
TOTAL 

TENGELMANN  (GERMANY) 

9 

16.5 

50 

ALDI  (GERMANY) 

9 

13.6 

44 

AHOLD  (NETHERLANDS) 

11 

12.7 

61 

CARREFOUR  (FRANCE) 

13 

12.0 

40 

WAL-MART  (U.S.) 

7 

$5.0 

5% 

COSTCO  (U.S.) 

5 

3.9 

20 

SEARS  ROEBUCK  (U.S.) 

2 

3.4 

10 

TOYS  'R'  US  (U.S.) 

26 

2.8 

28 

DATA:  MANAGEMENT  VENTURES  INC,  BUSINESS  WEEK 

standard.  But  by  his  second  visit  four 
months  later,  he  says,  the  store  had  im- 
proved on  almost  all  fronts,  from  a  bet- 
ter assortment  to  better  relations  with 
vendors. 

For  Wal-Mart  managers,  the  inter- 
national experience  has  reawakened  the 
kind  of  entrepreneurism  and  experi- 
mentation that  hearken  back  to  the  ear- 


ly days  under  Sam  Walton.  When 
merchandisers  noticed  the  heavy 
pasta  consumption  in  Brazil,  for 
instance,  they  opened  fresh-pasta 
shops  in  the  stores,  a  new  idea  in 
the  market.  They  added  smoke- 
houses in  Argentina,  given  the 
local  taste  for  smoked  meats. 

So  far,  such  tinkering  hasn't 
helped  much  with  Sam's  Clubs, 
which  have  struggled  in  some 
markets,  especially  Argentina. 
"We've  tried  a  lot  of  things,  but 
they've  not  had  any  quantum- 
leap  impact,"  Martin  says.  First 
Boston's  Exstein  believes  Sam's 


for  the  same  clientele.  "That's  a 
waste  of  time  overseas,"  he  says. 
"Forget  Sam's,  over  and  out." 
LOCAL  COLOR.  Whenever  it  finds 
something  that  does  work, 
though,  Wal-Mart  tries  to  build  on  it,  to 
become  a  little  more  efficient  with  each 
new  store  that  it  opens.  At  the  San 
Justo  store  opened  in  December  in  a 
suburb  of  Buenos  Aires,  construction 
costs  were  20%  less  than  at  Wal-Mart's 
first  supercenter  in  Argentina,  in  which 
store  fixtures  were  imported  from  the 
U.  S.  This  time,  95%  of  the  fixtures 
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iffordable  Options.  Get  up  to 
$290  back  on  selected  Options 
when  you  also  buy  a  ThinkPad 
380or385  between  5113197 and 
7/31/97.  Options  include:  PC 
Card  Modem,  PL  LAN  I  ard,  II! 
I.  I  \  tdapter,  II!  Printei  \dapter. 
Port  Replicator,  carrying  case 
mid  mure.  For  details,  <<ill  I  III  it  I 
t26-7255  x516'i  or  visit  n  ine. 
us.pt  .ibm.com/thinkpad/tp380. 
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were  acquired  locally,  says  John  Lupo, 
chief  operating  officer  of  the  interna- 
tional division. 

Wal-Mart  is  already  the  dominant  dis- 
counter in  both  Canada  and  Mexico.  It 
has  done  that  without  some  of  the 
weapons  that  have  proved  so  potent  in 
the  U.  S.  Its  logistics,  for  instance,  are 
still  rudimentary  in  most  foreign  mar- 
kets, where  roads,  communications,  and 
other  infrastructure  can  be  primitive. 
But  the  company  has  already  set  up 
simple  distribution  facilities  in  each  mar- 
ket to  consolidate  shipments  and  help 
control  the  huge  volume  of  goods  sent 
to  the  stores.  That  should  cut  costs  and 
reduce  out-of-stock  items.  In  Indonesia, 
the  distribution  center  already  handles 
75%  of  the  goods  going  to  two  stores.  In 
Argentina  and  Brazil,  that  figure  is  only 
about  35%. 

CLIMBING  ABOARD.  Wal-Mart's  interna- 
tional expansion  is  shaking  up  suppli- 
ers, which  have  already  been  forced  to 
cut  costs  and  meet  stringent  shipping 
requirements  to  serve  the  retailer  in 
the  U.  S.  Wal-Mart  executives  complain 
that,  so  far,  many  U.  S.  vendors  lack 
global  expertise  and  seem  ill-prepared  to 
supply  the  retailer  in  places  such  as 
China  and  Brazil.  That  could  force  Wal- 


Mart  to  develop  more  of  its  own  pri- 
vate-label goods,  as  Carrefour  has  clone. 
"It  really  would  be  dumb  for  U,  S.- 
branded  manufacturers  to  just  throw  in 
the  towel,"  warns  Martin. 

But  some  are  rapidly  climbing  on- 
board. Consider  Pacific  Connections.  CEO 
Terzian  says  the  company,  with  an  esti- 
mated $70  million  in  sales  this  year, 
would  never  have  ventured  overseas 


Foreign  suppliers  see  a 

chance  to  expand 
their  sales  throughout 
the  Wal-Mart  empire 


without  Wal-Mart  paving  the  way.  It's 
now  serving  its  longtime  U.  S.  cus- 
tomers in  Argentina,  Brazil,  Canada, 
and  Mexico.  The  investment  necessary 
to  do  that  means  Pacific  won't  turn  a 
profit  on  the  business  for  a  few  years, 
but  Terzian  says  he  has  no  choice.  "If 
we  don't  go  international,  other  people 
will,"  he  warns.  "Americans  have  to 
wake  up.  We  are  not  good  international 


marketers,  and  Wal-Mart  is  giv 
an  opportunity." 

Meanwhile,  foreign  suppliers  |j 
chance  to  upgrade  their  inforr. : 
systems    and    expand    their  I 
throughout  the  Wal-Mart  empire.l 
Mart  came  in  here  with  a  very  1 
policy  of  partnership  with  suppl 
says  Luiz  Fernando  Furlan,  chsJ 
of  Sadia  Concordia  Industria  e  Cj 
cio,  a  major  Brazilian  food  pro 
Furlan  says  that  Wal-Mart's  arr: 
forcing  rivals  to  upgrade  their 
mation  systems  and  to  work 
closely  with  suppliers  to  improve 
ity  and  reliability. 

That  will  sound  familiar  to  o 
nies  in  the  U.  S.,  where  Wal-Mai 
changed  the  face  of  retailing  in  th 
dozen  years,  slowly  squeezing  out 
petitors  and  suppliers  unable  to 
its  standards.  Its  corporate  cultun 
or  may  not  play  in  the  rest  c 
world,  where  it  faces  entrenched  i 
But  it  would  be  a  mistake  for  thd 
vals  to  underestimate  the  threat] 
ask  Kmart. 

By  Wendy  Zellner  in  Bentot 
Ark.,  Louisa  Shepard  in  Buenos  . 
Ian  Katz  in  Sao  Paulo,  and  Davu 
dorff  in  Shenzhen,  with  bureau  re 
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...And  We  Can  Prove  It! 
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The  Chase  Corporate  Challenge  r. 
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(In  shorts,  sneakers  and  T-shirts,  that  is.) 


In  the  largest  road  racing  series  of  its  kind,  6,000  com- 
panies ranging  in  size  from  small,  emerging-  ?oRAT£ 
growth  businesses  to  global  corporate  giants,  <£^JT^sry 
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the  3-5-mile  races  attract  150,000  men  and 
women  to  run  for  fitness,  fun  and  for  the  privi- 
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The  Chase  Corporate  Challenge®  is  open  to  employees 


of  corporations,  businesses  and  financial  institu- 
tions. Teams  compete  in  the  Men's,  Women's 
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Stay  fit.  Have  fun.  Run  in  the  Chase  Corporate 
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Building  a  Website  that  will  attract  millions  of  fans  requires  a  powerful  teammate.  An  IBM  RS/6000'  Internet  solution  haij 
many  of  the  busiest  Websites  around:  the  NHL,  the  Olympic  Games,  the  PGA  of  America,  even  Wimbledon,  to  name  a  few.  The  rea 
Its  incredibly  scalable  UNIX8  operating  system,  AIX?  gives  the  RS/6000  the  flexibility  to  rise  to  any  challenge  -  now  or  down  the  i 
So,  if  you're  building  an  Internet  site  for  millions  or  an  intranet  for  hundreds,  we'll  help  design  a  winning  solution  for  your  business.  To 1 
about  all  of  our  RS/6000  solutions,  stop  by  www.rs6000.ibm.com/solutions  or  call  1 800 IBM-2468,  ext.  FA057. 


IBM,  RS/6000  and  AIX  are  registered  trademarks  and  Solutions  for  a  small  planet  is  a  trademark  ot  IBM  Cnrp  UNIX  is  a 
registered  trademark  in  the  US  and  other  countries  licensed  exclusively  through  X/Open  Company  Limited  All  other 
company  and/or  product  names  are  trademark1,  or  leg-ifM  trademarks  ol  ttWH  respective  companies  ©1997  IBM  Corp 
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HY  BANKAMERICA 

JT  HITCHED  IN  A  HURRY 

5  were  snapping  up  investment  boutiques,  and  Robertson  Stephens  was  a  good  fit 


Sunday,  June  8,  most  of  the  66 
artners  from  investment  bank 
.ohertson,  Stephens  &  Co. 
creamed  into  San  Francisco's 
.  Francis  Yacht  Club.  With  the 
Gate  Bridge  in  the  dis- 
hey  had  come  to  finalize 
nerica  Corp.'s  $540  mil- 
•chase  of  the  San  Fran- 
sed  firm.  In  one  room, 
;  worked  feverishly  to 
ip  employment  agree- 
rith  Robertson  partners 
er  key  personnel.  In  an- 
jcktails  flowed  as  the  in- 
nt  bankers  and  senior 
lerica  executives  toasted 
wly  minted  partnership. 
ie  time  the  salmon  din- 
3  served,  BankAmerica 
in  and  Chief  Executive 
David  A.  Coulter  had 
led  his  way  through  the 
nd  had  made  some  brief 
>  about  the  opportunities 
;  ahead.  BankAmerica 
inancial  Officer  Michael 
ill  made  a  broad  presen- 
bout  BankAmerica.  And 
son  Stephens  Chairman 

R.  Robertson  raised  a 
ory  glass  of  wine  with 
.  colleagues.  "I  really 
lese  are  two  groups  of 
who  have  a  very  good 
)f  working  together,"  ex- 
loulter  today.  "When  you 
BankAmerica's  ability  to 
is  franchise  and  really 

up,  I  see  tremendous 

Adds  Robertson:  "We 
lie  same  dialect  and  the 
nguage." 

.  What  brought  the  two 
igether  may  have  been 
•  of  being  left  behind  by 
nzy  of  bank-brokerage 
es.  In  April,  Bankers  Trust  New 
orp.  had  acquired  Alex.  Brown 
die  sbc  Warburg  Inc.  announced 
May  to  buy  Dillon,  Read  &  Co. 
leals  followed  the  megamerger 


earlier  this  year  between  Morgan  Stan- 
ley &  Co.  and  Dean  Witter,  Discover 
&  Co.  Industry  experts  say  the  spate  of 
mergers  was  putting  pressure  on  many 
financial  institutions  to  beef  up  their 


capital  and  product  offerings.  Says 
Michael  Flanagan,  a  securities  analyst 
with  Financial  Service  Analytics  Inc.: 
"Firms  remaining  independent  will  be 
faced  with  strategic  decisions  on  how 
to  compete  effectively  with  this 
new  breed  of  investment  house." 

That  sentiment  was  not  lost 
on  BankAmerica  and  Robertson 
Stephens — both  based  in  the 
same  downtown  San  Francisco 
building.  "I've  probably  had  a 
breakfast,  lunch,  or  dinner  with 
the  head  or  co-head  of  every 
major  investment  banking  firm," 
says  Coulter.  Among  those  the 
nation's  third-largest  bank  seri- 
ously considered  acquiring,  say 
sources,  was  Donaldson,  Lufkin 
&  Jenrette  Inc.  Coulter  and  dlj 
declined  comment. 

Robertson  Stephens,  an  in- 
vestment banking  boutique  that 
specializes  in  taking  young  high- 
tech companies  public,  received 
a  number  of  overtures  from  po- 
tential suitors.  A  source  close  to 
the  bank  says  the  firm  spoke 
face-to-face  with  officials  from 
Germany's  Dresdner  Bank  and 
from  NationsBank  Corp.  about  a 
merger.  Robertson  Stephens  CEO 
Michael  G.  McCaffery  confirms 
only  that  the  bank  received 
"multiple  calls  and  inquiries" 
from  interested  parties. 

BankAmerica  and  Robertson 


UAVIU  ft.  uUULItn 

Chairman  &  CEO, 
BankAmerica  Corp. 

"When  you  look  at 
BankAmerica's 
ability  to  take  this  franchise  and  really  lever  it 
up,  I  see  tremendous  upside" 
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Stephens  had  been  talking  for  months, 
but  negotiations  got  serious  only  six 
weeks  ago.  The  agreement  in  principal 
took  only  three  clays  to  craft. 

The  ties  between  BankAmerica  and 
Robertson  Stephens  began  more  than 
five  years  ago  with  Coulter's  and 
Robertson's  friendship.  Both  art  lovers, 
the  two  routinely  dine  together,  with 
their  wives.  They  be- 
came business  part- 
ners when  Robertson 
Stephens  obtained  a 
$20  million  line  of 
credit  from  Bank- 
America  about  two 
years  ago.  The  lend- 
ing relationship,  which 
had  recently  grown  to 
$40  million,  let  key 
executives  get  to 
know  each  other  per- 
sonally and  profes- 
sionally. McCaffery, 
for  instance,  became 
friendly  with  Bank- 
America's  O'Neill.  The 
personal  links,  says 
the  66-year-old  Rob- 
ertson, who  stands  to 
make  at  least  $50  mil- 
lion from  the  transac- 
tion, helped  both 
sides  feel  more  comfortable  with  one 
another.  "It  accelerated  the  due  dili- 
gence side,"  explains  Robertson. 
BLUE-CHIP  CLIENTS.  Although  nothing 
formal  was  discussed,  the  executives 
began  considering  how  the  two  compa- 
nies might  broaden  their  business  rela- 
tionship about  a  year  ago.  Talks  didn't 
get  serious,  however,  until  the  Alex. 
Brown-Bankers  Trust  deal.  Recalls  Mc- 
Caffery: "That  transaction  caused  people 
to  focus  their  thought  processes."  In  a 
series  of  meetings,  top  executives  pored 
over  the  others'  client  lists  and  products. 
"The  purpose  of  these  meetings  was  not 
to  discuss  a  transaction,"  says  McCaf- 
fery. "It  was  really  to  establish  if  there 
were  strategic  merits  to  combining  the 
businesses." 

McCaffery  and  BankAmerica  officials 
say  the  logic  of  the  deal  quickly  became 
apparent.  Robertson  Stephens  would 
benefit  from  BankAmerica's  muscle  and 
capital  as  well  as  access  to  its  blue-chip 
clients.  BankAmerica  would  gain  a 
foothold  in  the  lucrative  equity  under- 
writing business.  Plus,  it  would  get 
Robertson  Stephens'  flourishing  $4  bil- 
lion asset-management  business.  The 
combined  entities,  says  Coulter,  would 
offer  customers  a  broader  array  of  prod- 
ucts and  services.  "I  see  more  and  more 
firms  wanting  a  one-stop  discussion," 


says  Coulter.  "You  have  to  have  the 
ability  to  do  equity  deals." 

Convinced  that  a  deal  made  sense, 
the  banks  began  hammering  one  out  on 
May  27.  Among  the  critical  issues:  re- 
taining senior  executives.  BankAmerica 
agreed  to  pay  Robertson  partners  $245 
million  in  cash  up  front.  Some  $225  mil- 
lion will  be  paid  to  partners  over  three 


agement  unanimously  approved  tha 
posed  transaction.  BankAmerica's  I 
utive  committee  followed. 

Both  sides  insist  no  layoffs  will  a 
Indeed,  McCaffery  says  the  invesfl 
bank  will  add  research  staff  to  ita; 
ready  sizable  health-care,  consBi 
products,  and  technology  groups.  I* 
also  expand  research  coverage  mi 
«s    eas  such  as  real  estate  anfl 
dia  and  entertainment  torn 
advantage  of  BankAmeBi 
client  strength. 

Some  skeptics  quel 
whether  BankAmerica's  I 
conservative  culture  will  I 
well  with  Robertson  SteplBj 
entrepreneurial  style.  W 
point  to  the  bank's  failed  JL- 
sition  of  discount  bill 
Charles  Schwab  Corp.  inl 
BankAmerica  was  forced  tfiL 
the  brokerage  back  to  foiB 
Charles  R.  Schwab  in  19Sfl| 
lowing  financial  and  culturl 


SANFORD  R. 
ROBERTSON 


Chairman,  Robert 
'  ^>       *  <     Stephens  &  Co. 

His  firm  and  BankAmerica  "speak  the  same 
dialect  and  the  same  language" 


years,  while  $70  million  goes  to  key  em- 
ployees below  the  partnership  level  over 
a  four-year  period.  The  whole  deal  is  a 
record-setting  five  times  book  value. 
"We  want  to  incent  everyone  to  give 
this  linkup  a  good  strong  period  of  ges- 
tation," says  O'Neill. 

It  didn't  take  much  to  persuade  the 
Robertson  partnership  to  go  for  the 
package.  All  25  key  partners  who  were 
asked  to  sign  employment  contracts  be- 
fore the  deal  could  be  finalized  did  so. 
On  June  6,  Robertson  Stephens  man- 

BANKAMERICA  BRANCHES 
OUT  TO  INVESTMENT 
BANKING 


BANKAMERICA 


ROBERTSON 
STEPHENS 


1996  REVENUES  $14  billion  $353  million 
1 9 9 6  E A R N I N G S  $ 2 . 9  billion  $43.5  million 
MARKET 

CAPITALIZATION/ 

SALE  PRICE  $45  billion  $540  million 

EMPLOYEES  92,000  750 

DATA:  BANKAMERICA,  ROBERTSON  STEPHENS 


Acuities.  Still,  many  believe 
BankAmerica  knows  what  it's  doin: 
time — particularly  since  it  has  si 
will  allow  Robertson  Stephens  to 
ate  fairly  independently.  "I  think 
Coulter  is  going  to  make  this 
says  Charles  Schwab. 

With  the  signing  of  the  deal,  all 
now  turn  to  San  Francisco's  oth< 
vestment  banks.  Montgomery  Si 
ties,  which  has  stated  that  up  to  2i 
its  firm  is  for  sale,  does  not  rule  o 
alliance.  Says  Jerome  S.  Markowit 
nior  managing  director:  "I  suspect 
BankAmerica  deal]  will  not  be  th< 
thing  we  see."  But  Hambrecht  &  1 
ceo  Daniel  H.  Case  III  insists  his 
tech  specialty  firm  has  no  intenti 
following  the  pack:  "We  think  it's  i 
best  interest  of  our  customers  to 
focused  and  nimble.  I  don't  see  wh 
should  trade  that  for  an  auton 
teller  machine  card  and  a  toaster.' 

atms  and  toasters,  though,  are  o 
small  part  of  what  the  folks  at  Ro 
son  Stephens  are  banking  on. 

By  Linda  Himel 
in  San  Fran 


a  rugged  mountain  vista  to  deep  in  the  plush  forest,  nature  calls  out  for  us.  And  the  1997  Toyota 
?r,  available  in  either  2-wheel  or  4-wheel  drive,  is  one  of  the  only  machines  capable  of  answering  that 
ige.  With  a  powerful  183-hp  V6  engine*  and  the  highest  ground  clearance  in  its  class,  you'll  be  able  to 
almost  anything  nature  may  throw  at  you.  And  with  4Runner's  roomy  interior  and  available  leather- 
d  seats,  civilization's  never  really  that  far  away.  The  1997  Toyota  4Runner.  Your  answer  for  the  call  of  the  wild. 


iO-TOYOTA  or  visit  our  website  at:  http://vww.toyota.com  for  a  brochure  or  fuU-line  CD-ROM  plus  the  location 
test  dealer.  ©1996  Toyola  Motor  Sales,  US  A  ,  Inc.  Buckle  Up!  Do  il  lor  those  who  love  you  Toyota  reminds  you  to  Tread  Lightlyl" on 
ate  land  '183-horsepower  V6  engine  standard  on  4Runner  Limited  and  4Runner  SR5  models  Vehicle  shown  with  optional  equipment 
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ROGER  ALTMAN 

HITS  THE  STREET  RUNNING 

He's  carving  out  a  niche  as  an  elite  strategic  adviser 

Nine  months  ago, 
Peter  R.  Kann,  the 
chairman  and  chief 
executive  of  Dow  Jones 
&  Co.,  was  deliberating 
on  corporate  strategy. 
Under  pressure  from 
critical  shareholders  to 
get  the  stock  price  up, 
Kann  faced  a  tough  deci- 
sion: what  to  do  with 
Dow  Jones's  troubled  fi- 
nancial wire  service,  the 
former  Telerate,  now 
Dow  Jones  Markets,  and 
wbis+,  a  New  York  tele- 
vision station. 

As  the  well-connected 
CEO  of  the  company  that 
publishes  The  Wall  Street 
Journal,  Kann  could  hire 
any  investment  banker  on 
Wall  Street  for  advice.  In 
the    past,    Kann  had 
turned  to  top  firms,  in- 
cluding Goldman,  Sachs  & 
Co.  But  a  year  ago,  Kann 
met  with  Roger  C.  Alt- 
man,     an  investment 
banker  Kann  knew  from  Altman's  days 
at  the  Blackstone  Group.  Altman  had 
returned  to  New  York  after  serving  as 
Deputy  Treasury  Secretary  from  1993 
to  1994.  Kann  ended  up  hiring  Altman's 
fledgling  boutique,  Evercore  Partners 
Inc.  and  consulted  closely  with  Altman 
and  his  colleagues.  Kann  and  the  board 
decided  to  keep  Dow  Jones  Markets  and 
sell  wbis+. 

"I  was  looking  for  outside  help,  and  I 
thought,  why  not  try  Roger,"  says  Kann. 
"They've  become  real  strategic  advis- 
ers, not  just  people  you  bring  in  to  ac- 
complish a  particular  task." 

Roger  Altman  is  back  in  business. 
After  leaving  Washington  under  a 
Whitewater-related  cloud,  the  person- 
able, well-regarded  financier  is  reestab- 
lishing himself  in  New  York.  Leveraging 
his  extensive  investment  banking  expe- 
rience prior  to  his  Washington  post,  Alt- 
man  has  signed  on  a  handful  of  experi- 
enced bankers  and  lined  up  a  roster  of 
elite  assignments,  including  advising 


ALTMAN:  A  sterl  ing  client  list — and  a  taste  for  LBOs 


Evercore 

A  BLUE-CHIP  ADVISORY  BOARD... 

EDWIN  L.  ARTZT  EX-CEO,  PROCTER  &  GAMBLE 
ROBERT  M.  BASS  PRIVATE  INVESTOR 
GEORGE  M.  C.  FISHER  CEO,  EASTMAN  KODAK 
GERALD  M.  GREENWALD  CEO,  UNITED  AIRLINES 
MICHAEL  H.  JORDAN  CEO,  WESTINGHOUSE  ELECTRIC 


...AND  DEALMAKERS  WITH  SOLID  RECORDS 

Recent  private  equity  transactions  by 
Evercore  partners  before  joining  the  firm 
ANNUALIZED  INTERNAL  RATE  OF  RETURN 


EQUISTAR  HOTEL  INVESTORS  (1995) 

50.1% 

I0SACELL  (1993) 

127.4 

SPECIALTY  FOODS  (1993) 

0.0 

SIX  FLAGS  (1991) 

25.0 

ARISTECH  CHEMICAL  (1990) 

18.2 

DATA  BUSINESS  WEEK 

Westinghouse  on  its  $5.4  billi™ 
chase  of  CBS  in  1995  and  heipil 
with  strategic  financial  issues.  Em 
has  also  raised  $400  million  for  Jt 
aged  buyout  fund  from  the  In 
Chrysler  and  Equitable. 

It's  a  solid  start — and  Evercorl 
ing  it  by  bucking  the  convention 
dom.  Consolidation  is  the  rage  ol 
Street,  driven  by  the  theory  that! 
firms  with  more  offerings  can  I 
serve  clients.  But  Altman  is  bettil 
small  is  beautiful.  I 
lieves  there  is  a  I 
of  bankers  who  fol 
giving  disinterest! 
vice  in  the  manner! 
lix  G.  Rohatyn,  ■ 
Freres  &  Co.'s  jil 
tired  eminence  I 
"The  role  of  seniorl 
er,  someone  who  isl 
tive,  who  can  say,  I 
do  it,  that's  foolij 
largely  gone,"  I 
Altman. 

Evercore  is  also! 
to  squeeze  into  tha 
heated  lbo  buJ 
Copying  the  Blacli 
Group,  Evercore  pi 
do  lbos  in  partnl 
with  corporation! 
help  on  such  specl 
deals,  the  firm  has  I 
on  six  high-profile,  I 
advisers,  including  I 
chief  executives! 
Evercore  investors-! 
as  George  M.  C.  J] 
at  Eastman  Kodal 
and  Gerald  M.  Greenwald  at  lJ 
Airlines  Inc.  One  Evercore  aoj 
Michael  H.  Jordan,  ceo  of  Westing! 
says  he  can  act  as  a  sounding  I 
and  occasionally  refer  a  deal.  "If| 
across  a  situation,  I  may  sugges 
talk  to  Evercore,  but  I'm  not  ac 
seeking  them  out,"  he  says. 

Altman's  recent  tenure  in  Wash 
went  less  smoothly.  At  Treasur; 
ambitious  Altman  was  consideBl 
leading  candidate  to  succeed 
Bentsen  as  Secretary.  Altman,  5( 
longtime  friend  of  Bill  Clinton 
their  Georgetown  University  day 
as  acting  chairman  of  the  Reso 
Trust  Co.,  Altman  was  raked  ove  I 
coals.  Some  senators  investig  i 
Whitewater  accused  him  of  misle  it 
them  about  whether  he  tipped  o  t 
White  House  about  a  criminal  in  f4 
gation  of  a  failed  Arkansas  thrift  Hi 
ties  to  Clinton.  Altman  resign*  [  | 
1994.  Subsequent  investigations  dn 
him  of  any  criminal  or  ethical  mm} 
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l/hile  developing  new  ways  for  friends  and  loved  ones  to 
xpress  their  affection,  Hallmark  Cards  fell  in  love  with  the 
lusiness  possibilities  they  discovered  on  the  Internet. 

Hallmark,  with  the  help  of  Giant  Step,  a  Microsoft®  Site 
Suilder  Network  member,  used  Microsoft  technology  to  build 
i  profitable  Web  site  that  customers  use  to  send  personalized 
:ards  to  friends  via  e-mail,  locate  stores  carrying  ornaments 
ind  collectibles,  and  even  have  digital  reminders  sent  of  their 
mportant  events.  At  the  same  time,  Hallmark  is  able  to 
:ollect  valuable  information  to  help  provide  their  customers 
vith  ever  improving  products  and  services. 


Hallmark  is  one  of  many  companies  using  Microsoft 
technology  to  develop  Web  sites  where  customers  get 
information  and  get  in  touch  with  each  other.  The  question 
is  no  longer  whether  the  Internet  has  practical  business 
applications,  but  rather,  whether  your  company  Is  making 
best  use  of  this  extraordinary  business  venue.  Take  a  look 
at  www.hallmark.com,  and  while  you're  there,  send  a 
greeting  to  someone  you  love. 

To  learn  more  about  how  Hallmark  and  others  are 
building  business  advantage  on  the  Web,  visit  us  at 
the  address  below. 


Microsoft 

Where  do  you  want  to  go  today?  www.microsoft.com/sitebuilder/webadvantage/ 

■  '■'  - 

B  1997  Microsoft  Corporation.  All  rights  reserved.  Microsoft  and  Where  do  you  want  to  go  today?  are  registered  trademarks  of  Microsoft  Corporation. 
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duct.  Altman  declined  public  comment. 

That,  apparently,  has  not  hurt  Alt- 
man  in  the  eyes  of  his  longtime  clients. 
Says  usx  Corp.  Chief  Financial  Officer 
Robert  M.  Hernandez:  "He'll  do  very 
well.  He's  got  lots  of  integrity,  and  he's 
a  first-class  individual."  Altman  has 
joined  forces  with  David  G.  Offensend, 
43,  who  has  worked  for  investor  Robert 
M.  Bass's  Acadia  Partners  since  1990; 
Austin  M.  Beutner,  36,  a  Blackstone 
banker  who  since  1994  has  headed  the 
U.  S.  Russia  Investment  Fund;  Walter 
T.  Dec,  54,  a  senior  General  Motors  pen- 
sion official  and  investor  in  lbo  funds; 
and  Jeffrey  Sechrest,  41,  former  head  of 
mergers  and  acquisitions  at  Lehman 
Brothers  Inc.  Evercore  plans  to  grow 


The  role  of  someone 
"who  can  say  'Don't  do 
it,  that's  foolish'  is 
largely  gone" 


from  9  to  25  bankers  by  late  1998. 
"We're  trying  to  create  brand  equity  in 
the  Evercore  name,"  says  Offensend. 

Some  Wall  Street  competitors,  though, 
are  skeptical  about  the  extent  of  their  ex- 
perience when  it  comes  to  the  tricky  lbo 
business.  Evercore's  private-placement 
memorandum  says  Altman,  Beutner,  and 
Offensend  were  responsible  for  some  16 
deals  in  their  days  at  Blackstone  Group, 
Lehman,  and  Acadia,  which  chalked  up 
an  annualized  internal  rate  of  return  of 
49%,  before  the  lbo  firm's  cut. 

Yet  on  Wall  Street,  it's  very  difficult  to 
determine  who  really  deserves  credit  for 
the  successful  deals.  For  instance,  in  the 
Six  Flags  Corp.  lbo  in  1991,  Altman's 
relationship  with  owner  Time  Warner 
brought  in  the  deal  but  "he  was  not  ulti- 
mately responsible  for  execution,  moni- 
toring, or  exit,"  says  the  memorandum. 
Altman  says  that  finding  good  deals  is 
the  hardest  part  and  that  the  partners 
have  been  conservative  in  describing 
then-  involvement.  Further,  11  of  the  16 
lbos  that  the  partners  take  credit  for 
date  to  the  1980s,  when  easy  leverage 
made  it  far  easier  to  earn  high  returns 
than  in  today's  tougher  environment. 

It  will  take  at  least  five  years  to  find 
out  whether  Evercore's  lbo  batting 
record  matches  its  prestigious  pedigree. 
But  Evercore's  extensive  contacts  in 
the  corporate  world  should  allow  it  to 
generate  plenty  of  m&a  advisory  busi- 
ness and  lbo  opportunities. 

By  Leah  Nathans  Spiro  in  New  York 
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CASHING  IN 

ON  THE  DOW'S  CACHET? 

The  stock  market  index  may  soon  license  its  name  to  fund: 


S 


ince  its  launch  in  1991,  the  asm 
Fund  has  had  a  winning  portfolio: 
the  30  blue-chip  stocks  of  the  Dow 
Jones  industrial  average,  asm  is  an  in- 
dex fund  on  the  world's  best-known 
stock  market  index,  yet  it  has  a  mere 
$46  million  in  assets — just  $10  million 
more  than  one  day's  take  for  the  Van- 
guard Index  Trust  500  Portfolio,  which 
tracks  the  Standard  &  Poor's  500-stock 
index.  (s&P  is  a  unit  of  The  McGraw-Hill 
Companies,  parent  of  business  week.) 
asm  would  be  many  times  its  size  if  it 
could  only  use  the  Dow  in  its  name. 

Now,  that  just  might  happen.  On 
June  5,  Dow  Jones  &  Co.,  the  proprietor 
of  the  Dow  Jones 
industrial  average, 
announced  that  it 
would  license  its  av- 
erage and  trade- 
mark for  futures 
and  options.  So  far, 
Dow  Jones  has  not 


Yoi 


!0 


Looking  Back,  the  Dow 
Beats  the  S&P  500 


DOW  JONES 
INDUSTRIALS* 


S&P 
500* 


any  mutual-fund 
managers,  but  a 
spokesman  says  the 
company  will  pursue 
that  avenue. 
big  draw.  Mutual- 
fund  companies  are  already  lining  up 
at  Dow  Jones's  door.  Steven  H.  Adler, 
portfolio  manager  of  the  asm,  plans  to 
seek  a  license.  Patrick  Rogers,  whose 
Gateway  Index  Plus  Fund  is  an  s&P 
100-stock  index  fund  that  sells  options  to 
create  additional  income,  says  he  would 
be  interested  in  offering  a  similar  Dow 
fund,  too.  So  would  Joan  A.  Payden, 
whose  Payden  &  Rygel  Growth  &  In- 
come Fund  is  split  between  the  s&P  500 
and  "dogs  of  the  Dow" — a  strategy  that 
invests  in  the  10  highest-yielding  Dow 
Jones  stocks.  Says  Payden:  "The  Dow 
has  tremendous  drawing  power  with  re- 
tail investors." 

Vanguard,  the  leader  in  index  mutual 
funds,  isn't  interested.  "The  theory  and 
rationale  for  indexing  depends  on  a 
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16.9%  16.8% 

LAST  12  MONTHS 

32.6 

27.7 

SINCE  NOVEMBER,  1994  LOW 

105.2 

92.3 
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218.8 

192.9 
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870.4 

734.3 
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more  broadly  diversified  index," 
George  U.  Sauter,  Vanguard's 
fund  chief. 

So  far  this  year,  the  30-stock 
and  the  500-stock  s&P  are  movi 
lockstep  (table).  Over  longer  pe 
the  Dow  has  made  bigger  gains, 
the  bull  market  started  in  1982,  ft 
ample,  the  Dow  is  up  870.4%  vs.  7! 
for  the  s&P  500.  But  looking  ahead 
be  different.  In  an  increasingly  te 
logically  driven  world,  the  Dow  has 
two  technology  companies,  ibm 
Hewlett-Packard,  but  no  Microsc 
Intel.  The  Dow  has  a  money-e 
bank,  J.  P.  Morgan  &  Co.,  but  n 
namic  superre 
als  such  as  Na  ifo 
Bank,  BankAm 
or  First  Union 
Dow  diverges 
the  s&P  in  its  I 
representation 
traditional 
tries.  It  con 
two  chemical  cc 
nies,  DuPont 
Union  Carbid* 
only  one  drugn 
Merck. 

The  two  im 
also  differ  in  how  they're  compute 
the  Dow,  a  $1  move  in  a  stock  a! 
the  average  the  same  way — 3.52  p< 
In  the  capitalization-weighted  s&F 
impact  of  a  share  price  is  related  t: 
company's  size.  Take  Aluminum  G 
America,  a  Dow  stock  that  has  j 
0.19%  weighting  in  the  s&P  500. 
were  to  double,  it  would  add  just  0] 
or  1.6  points  to  the  s&P,  vs.  an  inc. 
of  261  points  in  the  Dow,  or  3.5%. 

s&P  index  mutual  funds,  with  n 
$90  billion  in  assets,  got  started  20  , 
ago.  So  no  one  expects  Dow  fuml 
overtake  them  soon.  But  consid((il 
the  appetite  for  index  funds  anc 
Dow's  brand-name  recognition,  a 
index  fund  should  be  one  hot  prod 
By  Jeffrey  M.  Laderman  in  New 
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"The  Dow  has  tremendous  drawing  power,"  sa; 
one  expert.  But  No.  1  Vanguard  isn't  intereste* 


What  part  of  your  life 
are  you  willing  to  risk? 


Your  financial  records? 
Your  client  records? 
Your  software  applications? 
Budgets? 

Your  personal  organizer? 
Your  ema5l? 


Your  correspondence? 
Your  stock  portfolio? 
Meeting  notes? 
Faxes? 


Did  we  mention  your 
financial  records? 


It  only  takes  a  few 
minutes  to  protect  yourself 
Is  that  too  much? 


.et's  face  it,  you've  got  a  lot  of  your  life  on 
r  computer.  And  while  it's  terrifying  to  think 
t  a  virus  or  a  simple  system  malfunction  could 
e  that  life  out,  it's  true. 

:ortunately  Norton  Antivirus9 and  Norton  Utilities 
dramatically  reduce  the  risk  of 
t  happening. 

Norton  Antivirus  automatically  detects 
eliminates  most  viruses  before  they 
rupt  your  system.  And  it  can  repair 
3  should  they  become  corrupted. 


™ 

Automatic 

-Virus 
Removj 

§  ? 

fT' 

i 

Norton  Utilities  runs  in  the  background,  protecting 
your  system  and  your  files  while  you're  working. 
It  can  even  recover  lost  files  should  your  computer 
actually  crash. 

Both  are  available  now  for  Windows,  Windows  95, 
Windows  NT  and  Macintosh  systems. 

If  you  need  more  information,  please 
call  1-800-822-6417  ext.  9NA13  or  visit  our 
site  on  tne  WeD  at  www.symantec.com. 


SYMANTEC. 


i  registered  trademark  and  Norton  An ti Virus.  LiveUpdate  and  Norton  Utilities  are  registered  trademarks  of  Symantec  Corporation  AN  other  brand  names  are  the  property  of  their  respective  owners-  ©1997 
Symantec  Corporation  AH  nghts  reserved  In  Canada,  call  1-800-365-8641.  In  Australia,  call  02-679-6577  In  Europe,  call  31-71-535 -31 11 

Now  with  LiveUpdate 

Gives  vou  the  latest  software  undates  and  virus  definitions  nff  the  Weh  free  nf  rharne 
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COMMENTARY 


By  Dean  Foust 

OPENING  THE  DOOR  TO  ANOTHER  BANKING  CRISIS 


Would  you  buy  a  certificate  of 
deposit  from  Microsoft  Corp. 
if  it  offered  better  interest 
rates  than  your  bank?  Or  how  about 
buying  a  CD — the  musical  kind — 
from  Chase  Manhattan  Corp.  if  it 
beat  Tower  Records'  prices?  Sounds 
great.  And,  in  fact,  those  choices 
could  become  real  if  some  members 
of  Congress  have  their  way.  But 
that  wider  selection  would  create  a 
huge  risk  to  taxpayers:  the  possibili- 
ty of  severe  damage  to  the 
nation's  financial  system. 

In  coming  weeks,  Con- 
gress will  begin  marking  up 
several  bills  to  update  the 
antiquated  laws  governing 
how  financial  services  are 
sold.  Make  no  mistake: 
There  would  be  consider- 
able benefit  to  con- 
sumers from  dropping 
the  remaining  competi- 
tive barriers  separating 
banks,  brokers  and  in- 
surance firms:  For  in- 
stance, current  law  lets  fed 
erally  chartered  banks  sell 
insurance  only  in  towns  with  fewer 
than  5,000  residents.  If  allowed  to  sell 
from  their  other  branches,  banks  vow 
they  could  undercut  most  insurance 
agents.  The  Treasury  Dept.  estimates 
that  opening  up  competition  through- 
out financial  seivices  would  save  con- 
sumers at  least  $3  billion  a  year. 
PLENTY  OF  CAPITAL.  But  Representa- 
tive Richard  H.  Baker  (R-La.)  and 
Senate  Banking  Committee  Chair- 
man Alfonse  M.  D'Amato  (R-N.  Y.) 
aren't  content  to  stop  there.  They 
aim  to  eliminate  many  if  not  all,  of 
the  barriers  between  banks  and  com- 
mercial companies  like  Exxon  Corp. 
If  these  lawmakers  prevail,  we  could 
be  in  for  a  repeat  of  the  1980s  thrift 
debacle,  when  federally  insured  s&ls 
were  deregulated  and  permitted  to 
expand  helter-skelter  into  unrelated 
ventures.  That  triggered  the  failure 
of  hundreds  of  thrifts,  at  a  cost  to 
taxpayers  of  more  than  $120  billion. 

Those  who  favor  mixing  banking 
and  commerce  vow  to  erect  "fire 
walls"  to  ensure  that  banks  wouldn't 
use  their  preferential  access  to  mon- 
ey to  fund  nonfinancial  ventures. 


That's  wishful  thinking.  If  the  col- 
lapse of  a  commercial  subsidiaiy 
threatened  the  solvency  of  a  major 
bank,  regulators  would  bail  out  the 
institution  to  avert  a  public  panic. 
That's  why  regulators  rescued  Conti- 
nental Illinois  in  the  1980s  and  took 
actions  to  head  off  the  possible  fail- 
ure of  Citibank  in  the  early  1990s. 
While  relaxing  obsolete  rules  sepa- 


The  track  record  of  Europe's  "univ 
sal  banks"  and  the  Japanese  keireti 
offer  the  most  compelling  argumen 
for  the  status  quo.  The  leading  ban 
in  France,  Germany,  and  Spain  havB 
suffered  heavy  losses  on  their  nonfT 
nancial  ventures  in  recent  years — ij 
member  Credit  Lyonnais'  disastroul 
foray  into  Hollywood?  And  Japanea 
banks,  which  were  treated  as  persq 
al  piggy  banks  by  their  corporata 
owners  in  the  1980s, 
show  why  it's  critical  t] 
preserve  the  indepen-  j 
dence  of  banks.  A  big  ] 
reason  for  Japanese 
banks'  huge  losses  wasl 
the  billions  in  dubious 
loans  made  to  affiliated 
nonfinancial  eompames 
This  irony  isn't  lost  on 
former  Federal  Resen 
Chairman  Paul  A.  Vole 
er,  who  questions  why  j 
momentum  is  building  ii 
the  U.  S.  for  bank-comme 
'  cial  mergers  just  as  "doubt] 
have  arisen  [abroad]  about  t 
wisdom  of  such  linkages." 


DEJAVU 


Eliminating  barriers  between 
banks  and  commercial  companies  could  set 
off  a  debacle  like  the  S&L  failures  of  the  '80s 


rating  financial  institutions  makes 
sense,  there's  little  evidence  of  bene- 
fits to  consumers  and  the  economy 
from  letting  banks  and  industrial 
companies  merge.  The  banking  sec- 
tor doesn't  need  a  capital  infusion — 
bank  capital  ratios  are  the  highest  in 
decades.  And  the  frenetic  pace  at 
which  banks  are  acquiring  smaller  in- 
stitutions and  buying  back  stock  sug- 
gests there's  no  shortage  of  credit 
either.  "A  compelling  economic  argu- 
ment for  the  unbridled  mixing  of 
banking  and  commerce  has  simply 
not  yet  been  made,"  James  L.  Both- 
well,  General  Accounting  Office  chief 
economist,  told  Congress  recently. 

Advocates  of  melding  banking  and 
commerce  counter  that  the  U.  S.  fi- 
nancial sector  risks  becoming  interna- 
tionally uncompetitive.  Au  contraire: 


To  be  sure,  rapid  changes  in  tech! 
nology  may  make  it  increasingly  ha 
to  keep  high-tech  titans  such  as 
Microsoft  out  of  banking.  For  now, 
though,  we  should  move  cautiously. 
Representative  Marge  Roukema  (R 
N.  J.)  advocates  limiting  banks'  nonl 
nancial  activities  to  25%  of  their  bu: 
ness.  But  Paul  S.  Sarbanes  (D-Md.). 
ranking  minority  leader  on  the  Sen? 
Banking  Committee  and  a  foe  of  re- 
form, dismisses  that  idea  as  "just  ai 
invitation  year  after  year  to  head  ft 
ther  down  the  slippery  slope"  towai 
a  complete  melding  of  banking  and 
commerce.  Sarbanes  is  right.  Mergii 
banking  and  commerce  offers  too 
small  a  payoff  for  the  enormous  risl 


Foust  follows  finance  from 
Washington. 


The    SAS     Data    Warehouse  Solution 
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rrill  Lynch 


Return  On  Investment 

LTV  Steel  Company 
1  R0I=16,995% 


t  c  t 


V  Steel 


top-of-the-line  data  warehousing  software 

will  have  a  positive  impact  on  your 
business  decision  makers. 

And  wait  until  you  see  what  it  does 

for  your  bottom  line. 


Smart  business 
decisions. 

Even  smarter 
investment. 

A  recent  International  Data  Corporation  (IDC)  study 
of  organizations  that  have  implemented  data  warehouses 
reveals  an  average  three-year  Return  on  Investment  of 
401%!  There's  no  better  choice  for  reaping  similar  rewards 
than  the  SAS  Data  Warehouse,  a  data  warehousing 
Product  of  the  Year  for  two  years  running. 

And  the  world's  only  end-to-end  warehousing 
solution  for  managing,  organizing,  and  exploiting  your 
business  data— including  data  from  external  sources. 
Here's  what  two  companies  featured  in  the  IDC  study 
have  to  say: 

MERRILL  LYNCH  ROI=1,464% 
For  this  leader  in  financial  services  markets,  the  SAS 
Data  Warehouse  yielded  fast  payback  and  measurable 
benefits.  According  to  John  Crawford,  VP  of  Reporting 
Systems  in  the  Marketing  Systems  Group,  "We've  been 
using  SAS  software  for  all  of  our  solutions  in  terms  of 
our  data  warehouse  implementation,  and  our  return 
on  investment  has  only  grown... it's  a  broad-scope, 
well-integrated  solution  that  provides  all  of  our  data 
warehousing  needs  from  one  vendor,  and  there's  no 
other  single  vendor  out  there  capable  of  doing  that." 

LTV  STEEL  COMPANY  ROI=16,995% 
As  the  third  largest  steel  operator  in  the  U.S.,  they've 
been  using  SAS  software  for  data  warehousing  since 
long  before  the  term  was  coined.  According  to  Quality 
Assurance  Senior  Analyst  Robert  Scharl,  "SAS  software 
is  THE  element  of  our  data  warehousing  solution.  It 
beat  everything  else  for  data  retrieval.  .  . and  it  would 
have  cost  us  maybe  a  half  million  dollars  to  bring 
something  else  in  for  a  data  warehousing  system." 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Making 


E-mail:  bw@sas.com 


www.sas.com/dw 


919.677.8200 


SAS  is  a  registered  I 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

THE  BOSTON  BANKS 
EYEING  ADVEST 

You  name  it.  Practically  every  name  in 
the  securities  or  investment  banking 
business  has  been  tossed  in  the  air  as  a 
takeover  target — especially  since 
BankAmerica  announced  on  June  9  it 
would  acquire  San  Francisco's  Robertson 
Stephens,  a  privately  held  investment 
bank. 

THE  SCENT  OF  One  name  yet 
BUYOUT  BAIT?  to  circulate  widely 
as  buyout  bait  is 
Advest  Group 
(adv),  a  Big 
Board-listed  re- 
gional brokerage 
and  investment 
bank  in  Hartford. 
Lately,  however, 
some  scattered  ru- 
mors have  had 
certain  takeover 
players  snapping 
up  shares. 

These  pros  say 
that  two  major 
Boston  banks  seeking  to  spread  their 
wings  have  informally  approached  Ad- 
vest officials,  including  a  large  stake- 
holder who  owns  more  than  5%  of  the 
stock. 

A  New  York  investment  manager  fa- 
miliar with  the  approach  says  both  suit- 
ors wanted  the  cooperation  of  the  large 
shareholder  for  a  friendly  buyout  of  Ad- 
vest— at  30  to  35  a  share.  That's  2  to  214 
times  its  estimated  book  value  of  $14  a 
share.  Advest  was  trading  at  16  before 
it  hit  a  new  high  at  17%  on  June  11. 

The  big  Advest  shareholder  also  had 
a  stake  in  Alex.  Brown  &  Sons  when 
Bankers  Trust  announced  in  April  its 
intention  of  acquiring  the  Baltimore- 
baswl  tii'in.  The  New  York  money  man- 
ager points  out  that  this  big  investor 
bought  stakes  in  several  brokerages  in 
anticipation  of  a  takeover.  So  it's  more 
than  likely,  he  says,  that  if  a  deal  comes 
about,  it  will  be  friendly. 

He  says  that  both  Boston  outfits 
scouting  Advest  like  its  operations,  in- 
cluding retail  brokerage,  investment 
banking,  stock  trading,  and  asset  man- 
agement— for  institutions  and  retail  cus- 
tomers. With  80  offices,  Advest  has 
clients  in  all  50  states,  with  a  concen- 
tration in  the  Northeast  and  the  Mid- 
west. The  company  also  owns  Advest 


DEC.  9.  '96  JUNE  10.  '97 
n DOLLARS 


DATA  BLOOMBERG  FINANCIAL  Mf.KH  I  , 


Bank,  a  Connecticut-chartered  thrift  that 
would  fit  the  operations  of  either  suitor. 
Advest  didn't  return  calls. 


THE  LONG  AND 
SHORT  OF  IT 

Money  manager  Bob  Olstein,  who 
runs  the  $150  million  Olstein  Fi- 
nancial Alert  Fund,  has  racked  up  im- 
pressive gains  since  Oct.  17,  1995,  the 
day  the  fund  opened  for  business.  One 
of  his  picks,  Wet  Seal,  has  jumped  368% 
since  then.  A  stock  he  shorted,  Boston 
Chicken,  has  tumbled  32%.  What's  Ol- 
stein up  to  now? 

Stocks  he  is  buying  are  a  bet  on  baby 
boomers'  coming  retirement:  Coachmen 
Industries  (coa),  a  maker  of  recreation- 
al vehicles  and  modular  housing;  Fleet- 
wood Enterprises  (fle),  with  20%  of 
the  manufactured-housing  market;  and 
Thor  Industries  (tho),  a  maker  of  motor 
homes.  Other  reasons  Olstein  likes  these 
companies:  All  have  ample  cash  flow 
and  little  debt.  They  are  also  selling  at  a 
discount,  partly  because  their  shares 
have  been  beaten  down. 

Topping  Olstein's  list  of  stocks  to 
short  are  Best  Buy  (bby)  and  Cooper 
Cameron  (RON).  Best  Buy  sells  con- 
sumer electronics  products,  appliances, 
and  software — through  a  chain  of  200 
superstores.  "The  company  is  flirting 
dangerously  with  violating  its  loan 
covenants,"  says  Olstein.  He  warns  that 
the  company  is  in  a  low-margin  business 
and  any  disappointments  could  create  a 
financial  crisis.  The  company  says  it  will 
meet  its  loan  covenants. 

Cooper  Cameron,  which  makes  oil- 
patch  gear,  is  overpriced — in  view  of  its 
negative  cash  flow  and  the  "aggressive 
accounting"  it  uses,  says  Olstein.  Coop- 
er recognizes  revenues  before  billing  a 
customer,  "based  on  an  estimate  of  the 
percentage  of  completion  of  a  project," 


OLSTEIN'S  STOCK  PICKS 


STOCK 


1997 
HIGH 


JUNE  10  ESTIMATED 
PRICE  VALUE 


BULLISH  ON: 

COACHMEN  IND.      30       16K  28 

FLEETWOOD  ENT      27       28K  40 

THOR  INDUSTRIES    28       28  X  35 

BEARISH  ON: 

BEST  BUY             14       12  8 

COOPER  CAMERON   84       84/*  50 


*  Before  a  2-for-l  split 
DATA  OLSTEIN  S  ASSOCIATES.  BLOOMBERG  FINANCIAL  MARKETS 


Olstein  explains.  So  the  compan 
growth  may  not  be  as  strong  as  it  lol 
Cameron  spokesman  Scott  Amann  I 
agrees:  The  company's  accounting  pi 
tices  are  widely  used  in  the  indusl 
employing  an  accepted  principle  1 
proved  by  auditors  Ernst  &  YoungJ 
says.  And  based  on  net  income, 
cash  charges,  and  depreciation,  CameB 
generates  positive  cash  flow,  he  add 


READY  TO  RISE 
FROM  THE  DEAD? 

Remember  high-flying  National  Park 
Development  (npd)?  Since  its  stl 
hit  120  in  1983,  it  has  been  a  bottfl 
hugger:  The  shares  dived  to  48  in  IS  1 
and  sank  to  6%  by  mid-1997.  The  stH 
has  since  crept  up  to  TA. 

"Now  it's  a  bargain."  So  says  R»( 
Wanger,  president  of  the  $6  biljp 
Wanger  Asset  Management,  who  Bj 
cently  raised  his  stake  to  nearly  5%|" 
Because  of  the  deep  plunge,  Natfcw 
Patent,  which  had  acquired  a  number 
assets — such  as  a  device  called  Cariffi 
meant  to  treat  cavities — and  big  stag  : 
in  varied  companies — including  179afc 
Interferon  Sciences — has  been  scorw 
on  the  Street,  admits  Wanger.  "I  thB 
management  has  recognized  what  new 
to  be  done  to  turn 

the        company      A  DEEP  PLUNGES 

around,"  he  says,       MAY  BE  OVER  i  ' 

The  stock  could  q 
leap  to  20  in  two 
years,  he  adds. 

Management 
sold  assets  to  pay 
off  debt,  now  $6 
million.  The  com- 
pany's near-demise 
was  caused  by 
huge  borrowings 
in  the  1980s  to  fi- 
nance products 
that  met  with 
scant  success. 

CEO  Jerome 
Feldman  intends 
Patent  into  one 
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to  turn  Nati 
operating  comp; 
based  on  General  Physics,  which 
vides  training  and  technical  suppo: 
such  customers  as  General  Motors 
the  U.  S.  Army  Corps  of  Engineers 

After  other  sales,  National  Pate$ 
liquid  assets  will  come  to  $80  milliij 
equal  to  the  current  market  cap,  el 
mates  Feldman. 

Rick  Nelson  of  New  York's  Furnl 
Selz  figures  the  company  will  earn  16| 
share  this  year  and  570  next  year. 


the  help  of  The  Everything  Pages"  directory  from  GTE,  Hal  Dantzler  lets  his 
•s  do  the  walking  for  the  parts  he  needs.  Since  they're  the  world's  easiest 
w  Pages,  it's  a  short  walk.  He  counts  on  GTE  people,  quality  and  reliability 
ke  hisHife  easier.  So,  if  you  think  telecommunications  have  only  complicated 
life,  remember,  there's  one  company  you  can  count  on  for  help:  GTE. 


It's  Amazing  What 
We  Can  Do  Together 


Government 


CAMPAIGN  FINANCE  

THE  FED-UP 

GOLDEN  GOOSE 

Business  gets  hard-nosed  about  soft  money 


w 


hen  a  handful  of  corporate  gi- 
ants— including  Monsanto,  GM, 
and  AlliedSignal — declared  in 
early  June  that  they  would  no 
longer  give  unregulated  "soft  money" 
to  the  political  parties,  champions  of 
campaign-finance  reform  reached  for  the 
champagne.  After  all,  Corporate  Amer- 
ica was  the  main  piggy  bank  for  $262 
million  in  soft  dollars.  That  money  was 
supposed  to  aid  party-building  activi- 
ties during  the  '96  elections,  but  often 
helped  underwrite  the  Presidential  and 
congressional  campaigns  and  even  state 
races.  With  Capitol  Hill  resisting 
changes  in  the  way  candidates  get  fi- 
nancing, maybe  business  would  take  the 
lead  in  cleaning  up  the  money  morass, 
some  reformers  thought. 

Wishful  thinking.  Tine,  many  corpo- 
rations are  fed  up  with  the  status  quo, 
but  they  aren't  looking  to  overhaul  cam- 
paign finance.  Rather,  they're  searching 
for  alternative  ways  to  keep  their  influ- 
ence on  campaigns  while  increasing  con- 
trol over  how  then-  dough  is  spent.  Pos- 
sibilities include  raising  more  money 
through  political-action  committees,  in- 
creasing personal  donations,  and  financ- 
ing issue-oriented  campaigns.  "The  lack 


of  accountability  is  the 
big  complaint  about  soft 
money,"  gripes  one  cor- 
porate lobbyist.  "No  one 
can  ever  And  out  from 
the  parties  where  the 
money  goes."  Adds  Al- 
liedSignal Co.  lobbyist 
Kenneth  Cole:  "We're  ex- 
ploring other  avenues  for 
our  soft  dollars." 

As  soft  money  loses  its 
luster,  Washington  is  brac- 
ing for  an  explosion  of 
business-backed  issue-ad- 
vocacy campaigns  aimed 
at  selling  ideas  instead  of 
candidates.  Issue  ads  ap- 
peal to  execs  because  they 
can  directly  champion  policies  they  fa- 
vor. In  recent  weeks,  Cole  and  other  cor- 
porate lobbyists  have  met  to  tiy  to  craft 
a  coordinated  strategy  for  ranning  issue- 
oriented  ads  promoting  business'  agenda. 

One  goal  of  this  approach  is  to  counter 
an  ongoing  blitz  by  organized  labor, 
which  poured  $35  million  into  issue  ads 
that  mainly  benefited  Democrats  during 
last  year's  congressional  campaign.  And 
afl-cio  President  John  Sweeney  has  con- 


Beyond  Soft  Money:  Lots  of  Options 


PAC  MONEY 


PERSONAL  CHECKS 


INDEPENDENT 
EXPENDITURES 

ADVOCACY 
CAMP  1GNS 


Most  companies  have  political-action  committees,  funded  by 
employee  donations.  PAC  managers  hand  out  the  goodies.  The  lim- 
it: $5,000  per  election  to  candidates;  $15,000  per  calendar  year  to 
national  political  parties. 

Corporate  heavy-hitters  can  give  $25,000  a  year  in  individual  con- 
tributions. The  limit:  $20,000  a  year  to  national  political  parties; 
$1,000  per  election  to  candidates. 

PACs  can  spend  unlimited  sums  on  behalf  of  candidates — such 
as  for  television  commercials — so  long  as  the  activities  are  not 
coordinated  with  the  candidates'  campaigns. 

Corporations  can  pour  millions  of  unregulated  dollars  into 
single-issue  ad  campaigns  that  often  double  as  veiled  plugs  for 
parties  or  candidates.  The  catch:  These  ads  can't  advocate  the 
election  or  defeat  of  a  candidate. 


FUR  FLIES:  A  protester  outside  a  GOP  fund-ra  ise} 


tinued  to  spend  political  dollars.  In  A 
the  federation  spent  $700,000  on  TV 
criticizing  a  corporate  foreign-tax  ci 
for  diverting  money  from  fixing 
America's  crumbling  schools. 
FLURRY  OF  AOS.  "There's  a  lot  of  con 
that  we're  not  doing  enough  to  resj 
to  labor,"  says  a  business  rep.  That's 
reason  business,  already  savvy  in 
ing  products  to  Americans,  wants  a 
ger  role.  Predicts  Bruce  Josten,  se 
vice-president  of  the  U.  S.  Chambe 
Commerce:  "We'll  be  able  to  craft  a 
ter  message  than  the  parties." 

So,  well  before  the  '98  elections,  vc 
may  see  a  flurry  of  ads  pushing  1 
ness'  stance  on  issues  such  as  trade, 
environment,  and  entitlement  ref< 
The  upshot  could  be  campaigns  not 
more  for  substantive  debate  than 
personal-attack  ads  the  Democrats 
Republicans  have  been  firing  on  one 
other.  "The  campaigns  will  focus  arou 
set  of  sharp  issues,"  predicts  Jame. 
Post,  a  management  professor  at  Bo 
University's  School  of  Management, 
cause  money  will  be  marshaled  on 
pro  and  con  side  of  the  issues." 

But  there's  also  the  danger  that  tl 
issue  campaigns  could  backfire  by  r 
ing  corporations  political  targets.  . 
as  organized  labor  has  been  attack© 
a  hostile  outside  interest  trying  to 


Si 


find 


ere  you  can  tmd  some 
the  solutions  we  ve  created 


Business  success  stories 
on  the  Internet^ 


companies  have  deployed  Internet  and  Intranet  strategies  that  are  successful  business  solutions. 
Meb,  we  ve  created  hundreds  ol  customized  solutions  for  a  diverse  range  ol  clients,  including 
500  and  Fo,  'tunc  1000  companies  such  as  Northwestern  M  utual  Life  and  I  larley-Davidson, 
as  companies  lihe  Haworth  C  orporation,  C  atalina  Marketing  and  Biyelow  lea. 
Veb  is  a  leading  international  company  ded  icated  to  del  iverino  powerful  Internet  and  Intranet 
is  for  your  business-critical  needs.  With  more  than  50  offices  nationwide,  we  deliver  comprehensive 
including  initial  consultation,  strategic  and  architecture  planning,  site  design,  application  devel- 
:,  hosting  and  site  marketing.  Pinally,  theres  a  name  you  can  t  urn  to  thats  as  solid  as  the  clients 
?  lor.  So  let  us  put  our  expertise  to  work  in  building  an  Internet  or  Intranet  solution  that  meets  your 
s  objectives.  Visit  our  site  at  www.usweh.com/fortunell  or  call  1-888-USWEB-411,  ext.  216. 

wyfr   US  WEB 

1997  USWeb  Corporation.  USWet  is  a  trademark  of  USWeb  Corporation.  All  other  company  names  are  registered  trademark,  or  trademark,  of  their  respective  holders. 


HE  GETS  PREMIER  POINTS. 
HE  GETS  A  GUEST  OFFICE 
HE  GETS  TO  TRY  OUT  HIS  SPANISH 
AND  TRY  ON  THAT  OTHER  SUIT. 


WHO    IS  HE 
SLEEPING  WITH 


The  Westin 

GALERIA  PLAZA 


He  gets  all  the  perks.  All  the 
time.  At  the  Westin  Galeria 
Plaza,  Mexico  City.  It's  in  the 
heart  of  it  all.  So  he  walks  to  it 
all.  Shops.  Restaurants.  And 
the  financial  district.  He  still, 
however,  runs  to  the  pool. 


CHOOSE  YOUR 
TRAVEL  PARTNER 
WISELY8" 

Call  your  Travel  Agent  or 

1  -800-WESTIN-  1 

WWW.WEST1N.COM 


Need  an  inventory  solution? 


We  have  one. 

Donating  your  excess 
inventory  earns  a 
generous  tax  write-off 
for  your  company. 
And  creates  college 
scholarships  for 
needy  students.  EAL 
can  convert  your 
donation  of  inventory 
into  financial  aid. 

A  GREAT  SOLUTION. 


Request  a  free  guide 
to  learn  more. 
Call  (630)  690-0010 
Fax  (630)  690-0565 
Email 

scholar  @  eduassi  st.on: 


Educational 
Assistance  Ltd. 
P.O.  Box  3021 
Glen  Ellyn,  IL  60138 


Excess  inventory  today . . .  student  opportunity  tomorrow 


Government 


local  elections.  Big  Business  co| 
come  the  villain  for  populist  car 

Companies  also  have  to  mat 
they  don't  cross  a  line  with  the 
Election  Commission.  The  explc 
issue-oriented  ads  in  '96  raised  rd 
at  the  fec,  now  studying  whethd 
groups  overstepped  legal  bounds! 
vocating  the  election  or  defeat  of 
ular  candidates.  On  Capitol  Hill, 
tion  sponsored  by  senators  Jolin 
(R-Ariz.)  and  Russ  Feingold  (] 
also  would  place  curbs  on  issue 
LEVELING  OFF.  Both  parties  are 
watching  how  business  will  sp 
cash  in  coming  campaigns.  And  ft 
reason.  For  '96,  corporations  acc 
for  an  estimated  90%  of  the  cop's  *m 
million  in  soft  dollars  and  70%) 
Democrats'  $124  million.  Alreadj 
are  signs  that  these  types  of  donaj 
which  have  tripled  since  1992—1 
be  leveling  off.  The  Republican  fJ 
Committee  says  that  during  tq 
four  months  of  1997,  it  raised  $9.31 
in  soft  money,  about  the  samel 
the  same  period  of  1995.  The  Den 
ic  National  Committee  hasn't  rJ 
its  figures  yet  but  admits  it's  $14 
in  debt — a  sign  that  the  Donorgatl 
paign-finance  scandal  has  hurt  the] 
fund-raising  efforts. 

If  business  cuts  back  significai, 
soft -money  donations,  as  many  coi 
lobbyists  privately  predict,  both  a 
will  suffer.  The  Dems  nearly  ml 
the  i;op  in  that  category.  But  vmt 
comes  to  "hard"  dollars — the  direB 
tributions  limited  by  law — RepuB 
outraised  them.  $416  million  to  $2w 
lion,  dnc  Chairman  Steve  Gro|| 
plans  to  offset  soft-money  losses  n 
ing  that  gap.  "We  want  to  expaS 
small  donor  base,"  he  says. 

Despite  its  hard-dollar  edge,  tW 
is  also  worried  about  a  falloff  in  ■ 
rate  soft  giving.  "There's  no  dcF 
would  hit  us  hard,"  says  rnc  Chi 
Jim  Nicholson.  In  response  toT 
plaints  about  how  the  money  is  & 
Nicholson  says  he  plans  to  appoinl 
ness  reps  to  an  accountability  tasl| 
to  oversee  how  funds  are  distriM 

Some  lobbyists  doubt  that's  enol 
stop  a  coi-porate  exodus  out  of  thlj 
money  game.  Too  many  execj 
they're  angry  that  the  parties  I 
on  them  so  heavily  in  the  last  can! 
And  with  Donorgate  turning  a  1 
spotlight  on  questionable  soft-moni 
nations,  some  businesses  figure  it* 
for  changing  the  system.  But  theil 
may  prove  a  far  cry  from  what  thl 
paign-finance  reformers  had  in  ml 

By  Mary  Beth  Regan  andW 
Borrus  in  Washington 
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Raymond  Flovd, 
Defending  Champion 


The  Strongest  Field  on  The 
Senior  PGA  TOUR  Gathers 
for  the  15th.  Anniversary 
of  this  Major  Event, 


Jack  Nicklaus 


SENIOR 


C    H    A    M   P   I    O   M    S    iT  I    P  I 


July  10  -  13,  1997,  TPC  of  Michigan,  Dearborn, 
Sail  Toil-Free  1,800,868,7564  or  313,441,0300  for  Ticket 
and  Hospitality  Information, 


Official  Senior  PGA  TOUR  Event 


EG^TOUR.C 


mm 

tdc  OFflCIAL  lite  of  the  PGA  TOUR 


EDITED  BY  EDWARD  C.  BAIG 


Summer  Festival 


Music  alfresco,  of  course.  But  how  about  a  polka  spree  or  a  rutabaga  bas 


B 


luegrass  legend 
Bill  Monroe  want- 
ed his  buddies  to 
keep  on  playing 
that  "high  lone- 
some" sound  he  made  famous. 
So  in  1965,  he  founded  a  fes- 
tival called,  aptly, 
the  Bill  Monroe 
Memorial  Bean 
Blossom  Bluegrass 
Festival  in  Bean  ^.4 
Blossom,  Ind.  Today,  the 
event  attracts  pickers  and 
plain  old  bluegrass  lovers 
from  all  over  the  country. 

Whether  you  want  to  sit 
under  a  shady  tree  at  a  blue- 
grass  revival  or  dance  bare- 
foot in  the  grass  at  a  rock  'n' 
roll  bash,  you  can  do  it  all 
this  summer  at  the  numer- 
ous festivals  held  across  the 
country.  Besides  the  top- 
drawer  music,  dance,  and 
drama  festivals — Tanglewood 
in  Massachusetts,  Lincoln 
Center  in  New  York,  and 
Spoleto  in  Charleston,  S.  C. — 
thousands  of  smaller,  lesser- 
known  fests  abound,  cele- 
brating everything  from 
rutabagas  and  beer  to  folk 
songs  and  Native  American 
dances. 

GRIMM  STORIES.  Opera  buffs 
can  sip  champagne  to  the 
strains  of  Puccini,  Mozart, 
and  Verdi.  Sopranos  have 
been  belting  out 
arias  at  the  Santa 
Fe  Opera  festival 
for  41  years  (505 
986-5900;  June  27- 
Aug.  23;  $5-$82)— 
and   its  open-air 

iNew  York's 
Lincoln  Center 
Festival  features 
a  series  of  plays 
on  South  Africa 


theater  boasts  a  breathtak- 
ing view  of  the  Sangre  de 
Cristo  Mountains.  "Most 
American  festivals  have  these 
wonderful  settings,"  says 
Nigel  Redden,  general  direc- 
tor of  the  Spoleto  Festival 
USA  (803  722-2764). 
"They  were  de- 
signed for  artists 
as  a  retreat,  a  bu- 
colic rejuvenation." 
Indeed,  Glimmerglass 
Opera  (607  547-2255;  July  3- 
Aug.  25;  $19-$70)  in  Cooper- 
stown,  N.  Y.,  sits  on  the 
shores  of  Otsego  Lake,  which 
was  dubbed  "glimmerglass" 
by  James  Fenimore  Cooper 
in  his  Leatherstocking  series. 
Opera  glasses  may  not  be 
required,  since  no  seat  is 
more  than  70  feet  from  the 
stage.  Carlisle  Floyd's  Amer- 
ican opera  Of  Mice  and  Men 
and  Puccini's  Madame  But- 
terfly are  two  of  this  season's 
productions. 

Madame  Butterfly  turns  up 
again  at  Opera  Theatre  of 
Saint  Louis  (314  961-0644; 
through  June  28;  $10-$65), 
which  also  is  producing  Con- 
rad Susa's  Transformations, 
based  on  Anne  Sexton  poems 
that  retell  Grimms'  fairy 
tales.  Spectators  are  invited 
after  most  performances  to 
mingle  with  the  conductor 


and  singers.  "It 
doesn't  matter 
whether  you've 
paid  $10  for  your 
ticket  or  $1*00," 
says  Charles  Mac- 
Kay,  general  direc- 
tor of  the  company. 

Music  aficionados 
can  revel  in  every- 
thing from  a  harp- 
sichord and  string 
quartet  to  African 
drums  and  Indian 
slide  guitars,  per- 
formed by  world- 
renowned  virtu- 
osos. For  example, 
Yo-Yo  Ma,  James 
Galway,  Itzhak 
Perlman,  and  Wyn- 
ton  Marsalis  will 
appear  with  the 
Boston  Symphony 
at  its  summer 
home,  Tanglewood, 
a  210-acre  estate  in 
Lenox,  Mass.  (617 
266-1492;  June  20- 
Aug.  31;  $13-$76). 
It's  the  country's 
oldest  music  festi- 
val— and  one  of  the  world's 
most  esteemed. 
LUSH  LAKEFRONT.  Although 
it's  remote — a  4Vj  hour  drive 
north  from  Motown — the  In- 
terlochen  Arts  Festival  in  In- 
terlochen,  Mich.,  draws  top 
talent  in  classical, 
jazz,  country,  and 
other  types  of  mu- 
sic (616  276-6230; 
June  14-Aug.  30; 
$3-$49.50).  And  de- 
spite its  name,  the 
Santa  Fe  Chamber 
Music  Festival  also 
offers  jazz.  Open 
rehearsals  at  mid- 
day are  free  (505 
983-2075;  July  11- 
Aug.  18;  $24-$36). 
George  Gersh- 


win rhapsodized  aboutp 
Ravinia  Festival  in  Higlfl; 
Park,  111.:  "A  more  beair 
place  for  a  concert  I  ai. 
imagine."  Summer  hon1 
the  Chicago  Symphom 
turn-of-the-century  Mi  i 
architecture,  set  in  a  lusl 
acre  suburban  site,  seep 
million  miles  away  front 
Windv  City  (847  266 
June  *15-Sept.  1;  $8-$60). 
to  listening  to  classical 
sic — this  year,  Schube 
Brahms  are  in  the  spotliji 
picnicking  is  the  pastiii; 
choice  at  Ravinia;  elabijs 
spreads  include  champ;i 
caviar,  and  the  family  cfa 
Unlike  Tanglewood 
Ravinia,  the  Aspen  M 
Festival  has  no  permap 


ymphony  orchestra, 
stead  on  the  distin- 
tudents  and  teach- 
attend  their  music 
~ing  the  summer,  as 
jest  artists  such  as 
3fim  Bronfman  and 
in  Harrell  (970  925- 
le  19-Aug.  17;  $8- 
;  of  Kathleen  Battle 
the  soprano  sing  a 
rom  her  album  So 


around  the  world.  This  year, 
the  Royal  Ballet  and  the 
Royal  Opera,  Covent  Garden 
will  appear  together  for  the 
first  time  outside  London. 
PILLOW  TALK.  To  find  the  lat- 
est details  on  more  than  1,300 
music  festivals,  check  out 
www.festivalfinder.com,  a  Web 
site  that  lets  you  search  by 
music  genre.  Click  on  "miscel- 
laneous," for  instance,  and  you 


rs  at  the  Hollywood 
;  850-2000;  June  25- 
$l-$95)  in  Los  An- 
>o,  David  Helfgott, 
ary  was  immortal- 
e  movie  Shine,  will 
iachmaninoffs  Con- 
3. 

ill  find  more  than 
irmances  of  music, 
1  theater  at  the  sec- 
)ln  Center  Festival 
fork  (212  875-5030; 
;  $12-$120).  "Doing 
in  a  city  like  New 
a  challenge,"  says 
ieventhal,  president 
n  Center  for  the 
ng  Arts,  "because 
!  so  many  cultural 
•eady."  Leventhal  is 
I  top  talent  from 


will  find  information  about 
Polka  Spree  by  the  Sea  and 
the  Judy  Garland  Festival. 

Theater  fans  can  catch 
some  class  acts  for  free  at 
the  New  York  Shakespeare 
Festival  (212  539-8750), 
which  is  producing  *^^—m 
Henry  VIII  (June 
13-July  9)  and  On 
the  Town  (July  31- 
Aug.  31)  in  Central 
Park.  At  the  Na- 
tional Black  Theater 
Festival  (910  723- 
7907;  Aug.  4-9) 
in  Winston-Salem, 
N.  C,  tickets  cost 
around  $25.  This 
summer's  lineup  of 
26  different  produc- 
tions  includes  Do 


Lord  Remember  Me  and  Jit- 
ney by  playwright  August 
Wilson  of  Fences  fame. 

Devotees  of  dance  will  find 
plenty  of  venues.  The  coun- 
try's oldest  dance  festival,  Ja- 
cob's Pillow,  offers  perfor- 
mances of  modern  dance, 
contemporary  ballet,  hip-hop, 
and  butoh — an  expressionistic 
Japanese  dance  form — at  its 
historic  farm  site  in  Lee, 

Highbrow  music 
and  high-octane 
picnicking  are 
a  tradition  at 
Tanglewood 

Mass.  (413  243-0745; 
June  21- Aug.  24; 
$15-$44).  The 
American  Dance 
Festival  in  Durham, 
N.  C,  features  14 
world  premieres 
by  the  likes  of 
Paul  Taylor,  Trisha 
Brown,  and  Pilobo- 
lus  Dance  Theatre 
(919  684-4444;  June 
12-July  26;  $7.50- 
$29).  And  at  Wolf 
Trap  in  Vienna, 
Va. — the  nation's 
only  national  park 
for  performing 
arts — you  can  catch 
Riverdance's  Irish 
step  dancing  or 
Twyla  Tharpe's  new 
company  (703  255- 
1868;  through  Sept.  7;  $7-$45). 

The  performing  arts  aren't 
the  only  stars  of  the  summer 
festivals.  Both  the  Cherry 
Creek  Arts  Festival  in  Den- 
ver (303  355-2787;  July  4-6) 
and  the  Central  Pennsylvania 


Festival  of  the  Ails  at  Penn 
State  (814  237-3682;  July  9- 
13)  honor  the  visual  arts  with 
exhibitions  and  sidewalk  sales 
of  everything  from  paintings, 
photographs,  and  sculpture  to 
pottery,  jewelry,  and  wood- 
crafts. In  Ann  Arbor,  Mich., 
three  different  art  fairs — fea- 
turing some  1,000  artists — 
run  concurrently  along  24 
downtown  blocks  (313  995- 
7281;  July  16-19). 
SPIT-OFF.  What  would  a  fes- 
tival be  without  food?  While 
you  snack  or  brown-bag  it  at 
most  events,  some  festivals 
center  around  grub.  Food 
fests  can  last  from  one  day 
to  two  weeks.  Craft  booths, 
local  music,  and  eating  and 
cooking  contests  tend  to  be 
standard  features.  There's  al- 
most always  something  spe- 
cial for  kids,  and,  fortunately, 
many  host  foot  races,  so  you 
can  bum  off  those  extra  calo- 
ries. Generally,  you  sample 
different  dishes  featuring  the 
vegetable  or  fruit  that  the 
area  is  noted  for. 

You  may  want  to  bring 
some  parsley  with  you  to 
the  Gilroy  Garlic  Festival  in 
Gilroy,  Calif.,  where  visitors 
feast  on  garlic  bread,  garlic- 
laced  shrimp  scampi,  and 
even  garlic  ice  cream  (408 
842-1625;  July  25-27,  $10). 
Besides  cherry  pies,  cherry 
pudding,  and  cherry  soup, 
the  National  Cherry  Festi- 
val (616  947-4230;  July  5-12) 
in  Traverse  City,  Mich., 
crowns  a  Cherry  Queen  and 
runs  a  cherry-pit-spitting 
contest.  Sound  hokey?  Half 
a  million  cherry  lovers 
attend  each  year,  proving 
that  there's  a  festival  for 
everyone.     Barbara  Hetzer 


Resources  for  Finding  Festivals 


Surfg 


For  music  lovers,  a  Web  site 
www.festivalfinder.com) 
offers  information  on  more  than  1,300 
music  festivals. 

\A^Yili"Cs  Consumers  can  receive 
VVIllc  a  free  list  of  the  top  100 
events  in  North  America  by  writing 
to  the  American  Bus.  Assn.,  c/o  Top 
Hundred  Events,  1100  New  York 
Avenue  NW,  Suite  1050,  Washington, 
D.C.  20005-3934. 


R l  Specialty  travel  books 
include:  Music  Festivals, 
From  Bach  to  Blues  by  Tom  Clynes 
($18.95);  Food  Festivals,  Eating 
Your  Way  from  Coast  to  Coast  by 
Barbara  Carlson  ($14.95);  and  His- 
toric Festivals,  a  Traveler's  Guide 
by  George  Cantor  ($17.95).  All  are 
published  by  Visible  Ink  Press  of 
Detroit  (800  776-6265). 
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Edward  Eveleth  usu- 
ally rock-climbs  or 
hang-glides  when 
he  wants  an  escape  from 
his  job  at  Phillips  Publish- 
ing in  Potomac,  Md.  But 
this  year,  the  31 -year-old 
product  manager  spent 
part  of  his  vacation  in 
Paris,  dedicating  four  days 
to  an  intensive  course  on 
French  Regional  Cuisine 
at  Le  Cordon  Bleu. 
Eveleth  was  taught  how 
to  fillet  fish  and  bake  pas- 
tries by  the  same  instruc- 
tors that  train  some  of  the 
world's  premier  chefs.  "It 
was  an  opportunity  to  re- 
ally leam  about  cooking  and 
to  be  immersed  in  French 
culture,"  he  says. 

Eveleth  is  among  a  grow- 
ing number  of  professionals 
looking  to  enhance  their  culi- 
nary skills  and  gain  cultural 
experiences.  Of  course,  you 
don't  have  to  go  to  Le  Cor- 
don Bleu  to  prepare  fine  cui- 
sine. There  are  hundreds  of 
programs  for  food  enthusiasts. 
You  can  take  a  quickie  course 
on  grilling  meat  or  spend 
your  holiday  exploring  Italian 
regional  cuisine.  Besides  tra- 
ditional cooking  schools,  pro- 
grams are  offered  every- 
where— from  supermarkets 
and  restaurants  to  cookbook 
authors'  homes.  Price  tags 
vary  immensely.  A  three-hour 
bread-baking  course  at  a  local 
cooking  school  may  cost  $30. 
Five  luxurious  days  with  Ital- 
ian author  Lorenza  de'Medici 
at  her  villa  near  Florence  will 
set  you  back  — ■■■ i 
$4,700.  "A  lot  of 
schools  are  figur- 
ing out  there  are 
many  people  who 
don't  necessarily 
want  a  degree," 
says  Annie  Copps, 
program  mana- 
ger at  Oldways 
Preservation  & 
Exchange  Trust, 
a  Cambridge 
(Mass.)  cooking 
association.  "But 
they  want  to  fig- 
ure out  how  to 
make  sushi  or 
good  soup." 
Those  who 


iness== 


A  Cornucopia 
of  Courses 

Love  to  cook?  Take  a  lesson  from  the  pros 


want  to  find  the  ideal  culinary 
experience   should  consult 
ShawGuides'  comprehensive 
The  Guide  to  Cook 
ing  Schools  ($19.95)  £ 
or  search  its  free  F,J-H5' 
Web  site.  In  evalu- \  -;    ~  &  Aft  - 
ating  courses,  con 
sider  whether  you  want  to 
prepare  the  food  yourself  or 
watch  an  experienced  chef  ap- 
ply culinary  magic.  Do  you 
want  to  study  a  specific  cui- 
sine or  leam  basic  techniques? 
Not  everyone  wants  to  spend 
eight  hours  in  a  kitchen  with 
saffron-stained  hands,  so  pick 


Sampling  Selected 
Cooking  Programs 

To  get  a  comprehensive  view  of  cooking  programs, 
you  can  order  Shaw's  The  Guide  to  Cooking  Schools 
by  calling  800  247-6553  or  by  searching  their 
database  at  www.shawgvides.com. 

SCHOOUPROGRAM  TUITION 

JULIE  SAHNI'S  SCHOOL  OF  $985  718  625-3958 
INDIAN  COOKING 

Classic  Indian  Cooking 

LE  CORDON  BLEU 

French-Regional  Cuisine 

SOUTHERN  CALIFORNIA  SCHOOL 
OF  CULINARY  ARTS 

Traditional  Japanese  food 

'Exchange  rate  on  6/6/97  DATA;  BUSINESS  WEEK 


a  program  that  suits  your  in- 
terest level  and  skills. 

Of  course,   you'll  often 
learn  a  lot  more 
than  how  to  dice 
5  onions.   At  Julie 
|  Sahni's  School  of 
Indian  Cooking, 
toasting  and  grinding  your 
own  spices,  making  home- 
made cheeses,  and  baking  In- 
dian breads  are  only  part  of 
the  experience.  Sahni  also 
explores  the  history,  culture, 
and  religion  behind  her  dish- 
es. Groups  of  three  students 
spend  the  weekend  at  her 
Brooklyn  Heights 
(N.  Y.)  apartment 
sitting  around  her 
kitchen  counter 
hoping  to  absorb 
the  techniques 
that  helped  estab- 
lish    Sahni  as 
an  award-winning 
cookbook  author. 
"You    work  in 
the  kitchen  with 
her,"  says  former 
student  Donna 
Daniels.  "Every- 
body takes  turns 
preparing  certain 
items." 

That's  more 
personalized  at- 


$790*    800  457-CHEF 


$75     818  40:3-8490 


LEMON  GRASS,  ANY 


Learning  Thai  tricklU 
New  York's  New  Scbjlu 
for  Social  Research! 

tention  than  you'll  fljjj")  I 
a  larger  school,  of  ctf*  [ 
but  bigger  institutiol 
fer  a  greater  breaqf- 
classes.    At  The 
School  for  Social  Res 
in  New  York  City 
can  choose  from  a  di ; 
||  menu  of  courses  incl  ! 
'  Introduction  to  Wine  " 
Cuisine,  and  The  Co 
of  West  Africa.  "Co  * 
is  a  wyonderful  wi  [ 
into  culture,"  says  Gary  f. 
berg,  executive  direct; 
Culinary  Arts  at  the  1 
School.  ' 

RICE  BOWL.  If  poking  ait 
in  the  kitchen  doesn't  prp 
enough  of  a  kick,  try  of; 
the  many  offerings  thatf 
food  preparation  with  an  ;  ~ 
art.  On  July  19,  for  exa  ;r 
students  at  the  Southen  f " 
ifornia  School  of  Cul 
Arts   in   South  Pasai 
Calif.,  will  spend  the  i  r  ; 
noon  preparing  a  tradii  - 
Japanese  meal.  Aften  l? 
they  will  pack  up  their  ( 
en  teriyaki  and  tamag 
(a  Japanese   omelet)  '• 
"Bento  boxes."  the  lacqi 
boxes  used  to  take  out 
in  Japan.  Students  will  s~ 
enjoy  the  various  soy 
soned  dishes  at  the  E 
wood  Bowl  while  listeni :  ~ 
Beethoven. 

That's  a  far  cry  l-: 
the  intensity  of  Evel  ■' 
experience  at  Le  Co 
Blue.  By  9  a.m.,  he  ; 
in  class  watching  mil 
chefs  whip  up  a  serir 
dishes.  During  the  afteif 
session,  he  got  to  pre 
the  recipes  himself.  It  w 
all  serious.  During  the  ■ 
Eveleth  and  his  fellow  : 
dents  snapped  pictun 
each  other  in  their  sous 
hats  and  stained  ap: l> 
They  also  got  to  sa 
their  Gateau  Ni^ois  puff 
try  and  other  fare.  Alas  ' 
unintended  consequent 
taking  any  cooking  cla1- 
you  may  put  on  a  few  « 
pounds.        Lori  Bong)1 
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king  the 
nguage  Plunge 

Hon  programs  can  do  the  trick 

overnight 


train 

n  Paris  to  Venice 
easy  prey  for  the 

0  used  to  ^ 

1  and  rob  | 
5  in  their  t 
nd  one  ft 
e  to  my  "— _ 
oke  at  about  3  a.m. 
k  shadow  of  a  man 
over  the  bunks, 
igh  I  spoke  almost 
i  at  the  time,  my 
dit  back  to  words  I 

over  and  over  in 
French  tv.  In  it,  a 
finds  an  intruder  in 
n,  and  she  shouts 
■  at  him.  I  didn't 
it  it  meant,  but  I 
as  good  for  scaring 
>.  So  I  yelled,  more 
3  same  thing:  "Qui 
Qu'est-ce  que  vous 
"  ("Who  are  you? 
you  doing  there?") 

He  ran  away, 
se,  shouting  "You 
mber!"  might  have 
as  well.  But  hear- 
lrase  over  and  over 

planted  it  in  my 
1  unlike  the  pages 
iry  I  was  trying  to 

I  was  able  to  re- 
re  easily  than  any 
lialogue  in  a  book, 
ong  ago,  and  now  I 

foreign  languages 
mg  proficiency.  My 
f  you  want  to  learn 
3,  you  have  to  im- 
irself.  That  means 
,  or  at  least  think- 
ually  every  day. 
•  immersion  courses 
rom  one  to  eight 
!  the  best  way  to 
They  are  widely 
)inpanies  preparing 
cecutives  overseas, 

to  be  expensive. 
i  is  constant  inter- 
lys  Jon  M.  Strolle, 
>rovost  of  the  Mon- 
titute  of  Interna- 


tional Studies,  which  along 
with  Middlebury  College  in 
Vermont  is  one  of  the  two 
most  reputable  pro- 
grams in  the  U.  S. 
If  you  can't  travel, 
Berlitz  (800  457- 
7958)  offers  two- 
week,  all-day  tutoring  around 
the  U.  S.  in  virtually  any  lan- 
guage, from  Kazakh  to  Thai. 
Berlitz,  which  costs  i 
$4,500  to  $5,000,  tends  : 
to  teach  quick  phrases 
rather  than  solid 
grammar. 

There's  also  grow- 
ing interest  in  immer- 
sion courses  held  in 
the  countries  them- 
selves. Experts  cau- 
tion that  you  should 
study  the  basic  ele- 
ments of  the  language 
beforehand  in  order  to 
get  the  most  out  of 
the  experience.  The 
National  Registration 
Center  for  Study 
Abroad  (414  278-0631)  I 
has  approved  dozens  of  for- 
eign immersion  courses  last- 
ing one  week  to  a  year.  The 
Goethe  Institut  (212  439- 
8700),  which  runs  night  cours- 
es in  many  U.  S.  cities, 
arranges  intensive  study  va- 


cations of  from  two  to  eight 
weeks  in  cities  throughout 
Germany,  costing  $1,000  to 
$2,000.  The  French  Govern- 
ment Tourist  Office  (212  838- 
7800)  has  similar  programs. 

If  you're  starting  from 
scratch  on  a  European  lan- 
guage, most  experts  say  it 
takes  two  to  three  years  of 
part-time  study  to  become 
proficient  enough  to  conduct 
basic  transactions.  Immersion 
study  can  cut  that  time  down 
to  three  to  six  months — es- 
pecially if  you  are  learning 
related  languages,  French  af- 
ter taking  up  Spanish,  say,  or 
have  studied  the  language  in 
high  school.  "All  is  not  lost, 
even  many  years  later,"  says 


Barbara  Freed,  a  linguist  at 
Carnegie  Mellon  University. 
While  any  dutiful  student  can 
master  a  language,  musical 
people  who  can  distinguish 
tones  and  inflections  can  bet- 
ter imitate  sounds. 


Asian  languages  take  more 
time,  mainly  because  there 
are  few  cognates,  or  shared 
words,  [like  politics,  politique, 
politico,]  and  because  their 
pictograms  must  be  memo- 
rized. But  consider  this:  Chi- 
nese has  none  of  the  compli- 
cated verb  changes  of  French 
or  German.  So  once  you  leam 
a  few  nouns,  pronouns,  and 
verbs,  you  can  speak  basic 
sentences.  "I  went  to  the 
bank  last  week,"  takes  nine 
words  in  French  but  six  sim- 
pler ones  in  Chinese:  "I  last 
week  go  silver  business." 

People  who  don't  have 
weeks  off  for  study  can  use 
software  programs,  language 
tapes,  and  books.  These  em- 
phasize rapid  acquisi- 
tion of  oral  skills  and 
can  aid  tourists  who 
need  just  enough  Ital- 
ian to  make  their  way 
through  Tuscany.  Un- 
less you  are  supple- 
menting your  study 
with  real-life  interac- 
tion, however,  you  will 
need  strong  motivation 
to  get  through  most  of 
these  courses. 

Here  are  some  sug- 
gestions to  supplement 
your  efforts:  If  your 
city  has  radio  and  TV 
stations  in  the  tongue 
you're  learning,  turn  it 
on  as  background  noise  to 
give  you  an  "ear"  for  the  lan- 
guage. Or  keep  a  journal — 
just  five  sentences  on  your 
day.  Whichever  method  you 
choose,  make  it  a  habit. 
Bonne  chance!  Sheri  Pmsso 


Where  to  Learn  a  Foreign  Tongue 


MONTEREY  INSTITUTE  OF 
INTERNATIONAL  STUDIES 

Monterey,  Calif. 
408  647-4115 

8  to  9  weeks,  tuition  and  fees 
$2,670  to  $2,870 
LANGUAGES:  Arabic,  French, 
German,  Japanese,  Mandarin, 
Russian,  Spanish 
BENEFITS:  Starts  from  ground 
zero,  using  videos  of  real 
situations.  Also  has  year-round 
private  courses. 


MIDDLEBURY  COLLEGE 
LANGUAGE  SCHOOLS 

Middlebury,  Vt. 
802  443-5510 

7  to  9  weeks,  tuition,  room  and 
board  $4,385  to  $5,765 
LANGUAGES:  Arabic,  French, 
German,  Italian,  Japanese, 
Mandarin,  Russian,  Spanish 
BENEFITS:  Students  must  live  in 
dormitory  and  speak  only  the 
language  of  study  the  entire  time. 
Basic  knowledge  helpful. 

DATA:  BUSINESS  WEEK 


RASSIAS  FOUNDATION, 
DARTMOUTH  COLLEGE 

Hanover,  N.H. 
603  646-2922 

10  days,  tuition,  room  and 
board  $2,000 

LANGUAGES.  French,  German, 
Greek,  Italian,  Japanese,  Mandarin, 
Portuguese,  Russian,  Spanish 
BENEFITS:  Uses  skits  and  other 
intensive  methods  to  help 
beginners  interact  with 
language.  Draws  out  the  shy. 


FOR  AO  RATES  ANO  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464  0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  20 
CHICAGO.  IL  60611 


Business  Opportunities 


Sales  Professional 

70-80%  Net  Profit 

OWN  YOUR  OWN  BUSINESS 


An  opportunity  to  be  part  of  a  growth 
organization.  If  you  have  a  passion  to  make 
money  and  a  commitment  to  excellence  we 
may  have  the  perfect  opportunity  for  you. 

Select  markets  are  currently  available.  Call 
now  for  your  free  information  kit.  Small 
investment  required. 

Call  1-800-257-6780 


■  EXECUTIVE  consulting  I 


Call  the  S&K  Group  today  to  receive  your 
NO  OBLIGATION  free  video  and  literature 
explaining  how  you  can  start  your  own 
specialized  business  consulting  practice 
with  a  moderate  amount  of  start-up  capital 
Discover  how  a  number  of  our  associates 
annually  earn  $150,000  or  more  applying 
the  S&K  approach  (800)660-0330 


f       Relax  and  Enjoy 
'$350K+++  Annual  Profit* 
Potential  From  Home!! 

$75K  Possible  First 
Few  Months... 

***Nominal  overhead 
***80-87%  gross  profit  margins 
*** Exciting  breakthrough  products 
***24  hour  support  system 
*  *  *No  employees   *  *  *No  inventory 
***No  selling  experience  required 
***Flexible  hours 

*** Portable—operate  anywhere  you 

have  fax  and  phone 
***One-time  start-up  less  than 

$10,000 

Financial  freedom  can  be  yours  within 
90  days!  Find  out  more  today: 

1-800-432-0018,  Ext.  5252 
Fax  207-767-1103 
L  FREEDOM  ASSOCIATES  j 


CORPORATE  EXECS 


ARE  YOU? 

•  Business/success  oriented 

•  Serious  about  financial  independence 
•Open  to  change 

•  Ready  to  proceed  right  NOW 

T.R.  Ent.  1-800-915-9329  X120 


SALES  LEADERS 


Recruitment  Services 


A  SEARCH  FIRM  FOR 
EXCEPTIONAL  SALES  AND 
MARKETING  EXECUTIVES 

Resumes  Invited  •  Discretion  Assured 
No  Fee 
TOP  GUN  GROUP,  INC. 

The  Meridian  at  Hughes  Center 
220  East  Flamingo  Rd  ,  Suite  121 
Las  Vegas.  NV  89109 

702-894-9191 


Business  Opportunities 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Business  Loans  and 
Equipment  Leasesixom  S1,000to 
$10  million.  No  co-brokering.  Work 
directly  w/National  Lenders. 
Unlimited  earnings  potential  and 
residual  income. 
COLOR  brochure  and  FREE 
computer  disk 

CALL  1-800-336-3933 

.  The  Loan  Consultants,  lnc 


CONSULTANTS/TRAINERS 


International  firm  expanding  in 
US  needs  independent  consultants 
and  trainers  to  represent  our 
company.  We  offer  some  of  the 
finest  human  resource  development 
programs  available  today.  Very 
high  income  potential.  Extensive 
training  and  support.  Management, 
marketing,  or  consulting  experience 
helpful.  Send  resume  or  brief 
personal  history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Englc,  VP  Development 
Department  WB67 
100  Kachcl  Blvd.,  W150-E 

Reading,  PA  19607 
(800)799-6227,  Ext.  12 
FAX:  (610)856-5918 


AGENTS  WANTED  WORLDWIDE 
30%  Commission  Offered 

Non-exclusive  independent  agents  needed 
immediately  in  all  countries  to  market  offshore 
commercial  banks. 

A  unique  and  profitable  opportunity! 
24-hour  Global  Communication  Center 

Tel:  (602)  230-4153 
Fax:  (602)  230-5214 


Marketing  Services 


SUCCESSFULLY  TARGET 
THE  GENERATION-X  MARKET 

with  just  one  call! 
Leading  Gen-X  marketing  specialist 

will  effectively  position,  market, 
and  sell  your  product  or  service  to 

this  lucrative  market. 
For  more  information  call 
1-888-884-9181  Toll  Free 


Telecommunications  Services 


The  Internet's  Largest 
Emair-to-Fax 
Broadcast  Service 

10$  a  minute 
anywhere  In  the  US  ! 
International  Rates  per  Minute: 
U.K.  29$  •  Germany  39« 
Japan  35$  •  Hong  Kong  49$ 

•  Reseller  inquiries  Welcome 


Email:  info@faxaway.com 
www.faxaway.com 


I  Faraway  is  a  service  of  I 


Franchising 


your  business! 

Call  for  information  about 
"Franchise  Your  Business"  seminars, 
or  information  on  franchising. 

fYcincorp 

Specialists  In  Franchise  Development 

1-800-FRANCHISE  (1-800-372-6244) 

 www.francorpinc.com  gyy^ 


Education/Instruction 


BS,  MA,  MBA,  Ph.D. 

EARN  A  DEGREE 

|  Send  resume  for  no-cost  evaluation  or  call 
(800)  240-6757 

6400  Uptown  Blvd  NE 
1  Suite  398-W 
Depl  64 

querque.New Mexico871 10 U  SA 


MBA  by  Distance  Learning 

Ma|or  British  university  offers  accredited  MBA;  no 
Bachelot's  or  GMAT  needed  Chosen  by  Economist 
Intelligence  Unit  as  one  ol  world's  besl  MBA  programs 

HERIOf-WAn  UNIVERSITY  I  (800)  MBA-0707 
North  American  Distributor  I  »  Ask  tor  ext  20 
6921  Stockton  St.  Suite  2,  El  Cerrito.  CA  94530 
For  immediate  FaxBack  literature:  from  your 
lax  machine's  phone,  call  (510)  486-8900. 


COLLEGE  DEGREE 

BACHELORS  •  MASTERS  •  00CT0RATE 

For  Work,  Life  and  Academ  ; 
Experience  •  No  Classroom 
Attendance  Required 
Call  (800)423-3244 

.  exl  170 
Fax:  (310)471-6456 
http  //www  pwu  hi  edu 
or  send  detailed  resume 
lor  Free  Evaluation 

Pacific  Western  University 

1210  Auahi  Street,  Dept  170 
Honolulu,  HI  96814-4922 


Computer  Suppiies/Equ 


HEWLETT-PACKi 

Buy-Sell-Trade  k... 

LASERJET  COLOKPKO  DRAF1  )][)[ 
DESKJET  DRAFTPRO  DESIGj 

ELECTROSTATIC  PLOTTERS  Rl 

HP  9000  workstations  &  Ve 
Demo  &  Refurbished  Equ 
Ted  Dasher  &  Associa 

4117  Second  Ave  S  Birmingham.,  IT'S  felt 
Phone  205/591  -4747  Fax  205/%ec. 
800/638-4833  •  e-mail  sales@dai 


Corporate  Gifts 


Logo  Tatto 


1000  Temporary  Tattoos  with  yo 
Just  $189.00!! 

plus  $10.00  S&H  (CA  add  7.25%  s 
Customized!  Full  Color!  2"x 


3000  Alamo  Drive,  Ste  201  •  Vacaville. 
Tel:  707/448-70V2  •  Fax:  707/446- 


hit 


fsoi 


Education/Instruct  in 


University  De 


2 


Approved  Self  Paced  Homi 
Associate  Bachelors  Masters  t\V-' 

Emphasis  in:  Business  Admin.  Publ 
Health  Care  Admin,  Human  Re  J;i,f 
Finance,  Int'l  Business.  Tech  Mg 
Paralegal.  Psychology.  Computer 
http://www.scups.edu  : 
Email:  enroll@scups.ee 
1-800/477-2254  (24  hrs 
Southern  California  Unive 
for  Professional  Studied 
1840  E.  17  St-BW,  Santa  Ana,  " 


INVEST  IN  YO 


Your  VALUF  Is  What  You  Ki 
Approved  BS's  and  Masters  in  Bust 
Engineering  Through  Distance  Lt 


cm 


Hi  i 

I69OT  Parthenia  Street.  North  Hills,  C  : 
For  Catalog  Call  1-800-782^ 


Web  Site:  http:  //www.cnus 


-dii 


OR  AO  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
:AX:  (312)  464-0512  OR  WRITE 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  6061  1 


let  Services 


ES  $19.95/mo. 


stup-  Includes  domain 
25mb  space,  250mb 
ure  server  &  more.  Site 
ther  services  available, 
ame  reg.  -  S39+NIC  fee. 

all  201-569-1762 
intersessions.com 


nt  Opportunities 


rOR'S  BEST 
EB  SITE 

•ee  Offer  Shop  and 

jrself!  Receive  a  free 
s  kit  ($75  value). 

res-trading.com 
$00-221-2917 


gs/Marketing 


our  Products 
llions  of  mail 
:r  catalogs! 
issioned  manufacturer's 
alizing  in  selling  to  this 
narket.  Please  call: 
:o  Catalog,  Inc. 
man  Farms  Road 
ville,  MD  21756 
1/432-4410 


ess  Services 


IPORATION 


rmatton 

;s  and  Offshore 

ice  and  Low  Prices 

lie  Creations® 

.corpcreations.com 
}•  Fax  305-672-9110 


sonal  Checks 

the  purchase  of  600 

{■Page  Business  Chech 

f$2995+s&H 

fer  good  thru  12/31/97) 

30-239-4087 


CH  REPORTS 


VIIC  TOPICS  AVAILABLE! 

the  290  page  catalog. 
?n  icporls  also  available. 
1CH  ASSISTANCE 
daho  Ave.,  #206BF 
ngeles,  CA  90025 
OTLINE:  800-351-0222 


search-assistance.com 


Corporate  Gifts/Premiums 


This  is 
AMER 

YOU'RE  ALLOWED  TO 
SHOP  FOR  500  MOUSE  PADS 


AT  I  A.M.  IF  YOU  WANT  TO. 


PROMOMaRT 

http://www.promomart.com/bw 

Your  imprinted  gift  cyberstore. 

litter  the  monthly  drawing 
for  $1,000  In  free  stuff  I 


Visit  www.promomart.com/bw 


Menswear/Fashion 


MEN'S  WIPE  SHOES 

EEE-EEEEEE,  SIZES  5-13 

FREE  catalog  «High  quality  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55F  Hingham,  MA  02043 
1-800-992-WIDE 


Sports  Equipment 


Cheat 
At  Tennis 


[r  i wis  1 1  lokj  Your  Own 
^^y^g^^  Portable 


»P  Tennis  Ball 
Machine 


1-800-448-8867 

for  FREE  brochure 


Business  Books/Audio  Tapes 


E  DURING  PRESENTATIONS? 

your  career  with  Speaking  Up:  A  Guide  (or  Overcoming 
]ht  in  Business  Meetings.  4  audiotapes  &  guidebook, 
oped  by  a  psychologist  with  hands-on  experience. 

all  toll-free  1-888-544-1099 


Consumer  Electronics 


Music  World 
Computer  World 

America's  Only  Catalogue  of  its  Kind! 

Receive  Our  FREE  Moil 
Order  Catalogue  Now! 

21 2  pgs.  of  Top  Brand 
Names  in 

Audio  'Video 
Computers 'Portables 

Home  Office 
Music 'Video  &  More 
All  at  Distount 
Pritesl 

BN096  r,n"' 

Order  loll  Free  24  Hours  A  Day,  7  Days  A  Week 

1 -800-221-8180 


Golf  Resorts/Vacations 


!16  Holes 
of  Golf! 


\  Jjf;:    Experience  superb 

 ^ — 0  golf,  vear  round, 

in  Brunswick  and  The  Golden  Isles. 
Plus  tennis,  beaches,  fishing  and 
casino/cruise  ship.  Brunswick, 
St.  Simons  Island.  Sea  Island,  Little 
St.  Simons  Island  and  Jekvll  Island. 
Minutes  from  1-95  at  Exits  6, 7  and  8. 

1-or.l  free  V.k"atiotl  ^*  Brunswick* 

Pbnncr.cll  H?£9?"f£f 

1-S00-933-CQVST, 

http://wwAv.hgislcsvisitorsh.com 


Fine  Art 


FREDERIC  REMINGTON 

BRONZE  COLLECTION 

MOUNTAIN  MAN. ..$60 

"Lost  wax  casting" 

ALSO  SILVER  CASTINGS 
FOR  CATALOG 

Call:  1-800-521-3179 
Fax:  407-332-0531 

Henry  BonnarrJ  Bronze  Co. 
fS&f  World's  Largest  Bronze  Supplier 


DALI 

Collect  Rare,  Authentic 
Limited  Editions 
from  S  2500 
CALL  FOR  CATALOG 
1-800-999-DALI 
or(310)  798-1360 


Presentation  Equipment 


IT'S  ENOUGH  THAT 

YOU  CARRY 

The  WEIGHT  OF  AN  ENTIRE 

COMPANY 

ON  YOUR  SHOULDERS. 


BusinessWeek 


(  www . businessweek . com  ; 


Advertise 


ADDRESS  DIRECTORY 


Adobe  Systems  Inc. 

www.adobe.com/rBW 
Advanced  Micro  Devices 
www.amd.com 
Aetna 

www.aetna.com 

AIM  Distributors 

www.aimrunds.com 

The  American  Institute 

of  .Architects 

www.aia.org 

.American  Century 

www.americancentury.com 

American  Power  Conversion 

www.apcc.com 

AMP 

www.amp.com 
.Andersen  Consulting 

www.ac.com 
Apple  Computer 
www.apple.com 
Arthur  Andersen 

www.ArthurAndersen.com 
AST  Computer 

www.ast.com 

AT&T 

www.an.com 

AXA  Insurance  &  Investment 

www.axa.com 

Bavarian  Ministry  for  Economic 
Affairs 

www.bayern.de 
Bayer 

www.bayer.com 
Bell  Atlantic 
www.bell-ad.com 
British  Telecom 
www.btglobal.com 
Cadillac 

www.cadillac.com 
Caliber  System 

www.calibe  rsys.com 
Canon 

www.canon.com 

Canon  Computer  Systems 

www.ccsi.canon.com 


Casio 

www.casio.com 
Chevrolet  Motor  Division 

www.chevrolet.com/  car 
Chrysler 

www.chryslercorp.com/ 

Cisco  Systems 

www.cisco.com 

The  CIT  Group 

www.citgroup.ccm 

CNF  Transportation  Inc. 

www.cnf.com 

Compaq 

www.compaq.com 
Computer  Associates 

www.cai.com 

Consolidated  Freightways 

www.cfwy.com 
Continental  Airlines 
www.flycontinental.com 
Dana  Commercial  Credit 
www.dana.com/dcc 
Delta  Air  Lines 
www.delta-air.com 
Digital  PC 

www.windows.digital.com 
Diners  Club  International 

www.dinersclub.com 
EMC 

mra.erac.com 
Ericsson 

www.ericsson.se/systems/gsm 

Fidelity  Investments 

www.fid-inv.com 

Flexilnternational  Software 

www.flexi.com 

Ford 

www.ford.com/ 
France  Telecom 

www.francetelecom.com 
Fujitsu 

www.fujitsu.com 
Fujitsu  PC  Corporation 
www.fujitsu-pc.com 
GE  Information  Services 

www.geis.com 


General  Motors 

www.gm.com 

Hewlett-Packard 

www.hp.com 

Hilton  Hotels  &  Resorts 

www.hilton.com 
Hitachi 

www.hiuchi.com 
Honda 

www.honda.com 

Hyatt  Hotels  Corporation 

www.hyatt.com 
Hyperion  Software 

www.hysoft.com 
IBM 

www.ibm.com 
Imation 

www.imation.com 
Informix 

www.informix.com 
Intel 

www.intel.com/ 
International  Institute  for 
Management  Development 

www.imd.ch/ 
TFT  Hartford 
www.itthartford.com 
JBA  International 
www.jbaind.com 
Kingston  Technology 
www.kingston.com/ 
bw.htm 

Kinko's  Corporate 

www.kinkos.com 
Lawson  Software 

www.Lawson.com 
Lexus 

www.lexususa.com 
Lincoln-Mercury 

www.hncolnmercury.com 
Lotus 

www.lotus.com 
Lucent  Technologies 
www.lucent.com 
Lufthansa 

www.lufthansa-usa.com 
Mail  Boxes  Etc. 
www.mbe.com 
MCI 

wsvw.mci.com 
Mercedes-Benz 

www.usa.mercedes-benz.com 
Merrill  Lynch 

www.ml.com/ 


Microsoft 

www.microsoft.com/ 
Mississippi  Power 

www.mspower.com/ecodev 
MITA 

www.mita.com 
NCR 

www.ncr.com 

Netcom  On-Line  Communication 
Services 

www.netcom.com 
Norfolk  Southern 

www.nscorp.com 
Nortel 

www.nortel.com 
Northrop  Grumman 
www.northgrum.com 
Northwest  Airlines 
www.nwa.com 
Novartis 

www.novartis.com 
Novell 

www.novell.com 
Okidata 

www.okidata.com 
Open  Market 
www.0Denmarket.com 
OPEL 

www.opel.com 

Oracle  Corporation 

www.oracle.com 

Palm  Computing 

A  division  of  U.S.  Robotics 

www.usr.com/palm 

PeopleSoft 

www.peoplesoft.com 

Platinum 

www.platinum.com 

The  Principal  Financial  Group 

www.principal.com 
Praxair 

www.praxair.com 

PSINet 

www.psi.net/ 

QUALCOMM 

www.qualcomm/com/cdma/' 

Raytheon 

www.raytheon.com 

Ricoh  Corporation 

www.ricoh.com 

Republic  National  Bank 

www.rnb.com 

Roberts  Express,  Inc. 

www.roberts.com 


Royal  Insurance 

www.royal-usa.com 
RPS.Inc 
www.shiprps.com 
SAP 

www.sap.com 
SAS  Institute 
www.sas.com/ 
Charles  Schwab 
www.schwab.com 
Sharp 

www.sharp-usa.com/ 
Siemens 

www.siemens.com 
Silicon  Graphics 
www.sgi.com 
SkyTel 

www.skytel.com 
Sprint 

www.sprint.com 
Sun  Microsystems 

www.sun.com 
Sybase 

www.sybase.com 
Symantec 
www.symantec.com 
Texas  Instruments 
www.ti.com 
Toshiba  America 
Information  Systems 
computers.toshiba.com 
Toyota  Motors 
www.toyota.com 
T.  Rowe  Price 
www.troweprice.com 
Unisys 

www.unisys.com 
United  Airlines 
www.ual.com 
UPS 

www.ups.com 
U.S.  Robotics 
wvAv.usr.com 
U.S.Web 
www.usweb.com 
UUNet  Technologies 
www.uu.net 
The  Vanguard  Group  jp- 
www.vanguard.com 
Visioneer 
www.visioneer.com 
Zurich-American 
www.zurichamerican 
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Guess  which  company 
can  take  you  where 
you  want  to  go 

on  the 
Internet? 


Sun  Microsystems.  With  15  years  of  Internet  experience,  we  have  the  expertise 
-  not  to  mention  the  industry's  most  comprehensive  array  of  products  -  to 
help  you  develop,  deploy,  and  manage  an  Internet 
solution  that  meets  your  business  objectives.  For  details,  visit  4Bm  V'J 
us  at  www.sun.com  THE  NETWORK  IS  THE  COMPUTER™  ^  microsystem. 


+Sun 


C Son  MicrnM^wfib.  Irx  .Ml  ngfK*  rwrml  Sun  Sun  ihtr^wmts  the  Sun  koov  the  (nxOiflor  Cup  Ljy.  jnd  The  Vcti,>rl  Is  The  Cvnpuirr 
jce  iralmuri*  ar  trp*urcJ  ir.klcmjrV;  A  Sun  \IhT.>*  stems  Irx  in  iK- 1  nueil  Stxo>  jnJ  .xher  vcurorx-- 


iness  Week  Index 


;tion  index 


from  last  week:  0.1% 
from  last  year:  2.5% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

May31  =  121.3 
  1992=100   


;  Oct.  Feb.  May 

5  1996  1997  1997 

is  a  4-week  moving  average 

lion  Index  edged  slightly  higher  during  the  week  ended  May  31. 
jlation  of  the  four-week  moving  average,  the  index  increased  to 
)  121.9.  In  the  latest  week,  seasonally  adjusted  crude-oil  refining 
utput  increased  sharply.  Lumber,  auto,  and  truck  production  were 
use  of  the  effects  of  an  auto  strike,  the  production  index  for  the 
h  of  May  stood  at  121.3,  down  from  the  122.4  reading  of  April. 

idex  copyright  1997  by  The  McGraw-Hill  Companies 


G  INDICATORS  \ 

LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%CHG 

CES  (6/6)  S&P  500 

858  01 

848.28 

27.4 

E  BOND  YIELD,  Aaa  (6/6) 

7.51% 

7.64% 

-2.1 

L  MATERIALS  PRICES  (6/6) 

106.6 

106  7 

-0.8 

FAILURES  (5/30) 

N  A 

NA 

NA 

TE  LOANS  (5/28)  billions 

NA 

NA 

NA 

PPLY,  M2  (5/26)  billions 

$3,909.6  $3,900.7r 

4.9 

AIMS.  UNEMPLOYMENT  (5/31)  thous 

337 

318r 

-4.8 

tandard  &  Poor's.  Moody's,  Journal  of  Commerce  (index:  1990=100},  Dun 
(failures  of  large  companies),  Federal  Reserve,  Labor  Dept 


1ST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

UNDS  (6/10) 

5.54% 

5.42% 

5.24% 

AL  PAPER  (6/11)  3-month 

5.67 

5.67 

5.49 

TES  OF  DEPOSIT  (6/11)  3-month 

5.67 

5.67 

5.47 

ITGAGE  (6/6)  30-year 

8.01 

8.12 

8.45 

LE  MORTGAGE  (6/6)  one-year 

5.97 

6.06 

6.01 

) 

8.50 

8.50 

8.25 

ederal  Reserve.  HSK  Associates,  Bloomberg  Financial  Markets 


STEEL  (6/7)  thous.  of  net  tons 

LATEST 
WEEK 

2,084 

WEEK 
AGO 

2,138# 

YEARLY 
%  CHG 

1.8 

AUTOS  (6/7)  units 

125,060 

103,690r# 

-14.1 

TRUCKS  (6/7)  units 

129,053 

108,165r# 

-0.8 

ELECTRIC  POWER  (6/7)  millions  of  kilowatt-hrs. 

NA 

58,024# 

NA 

CRUDE-OIL  REFINING  (6/7)  thous.  of  bbl./day 

15,171 

15,209# 

5  -1 

COAL  (5/31)  thous.  of  net  tons 

19,809# 

21,362 

1.4 

LUMBER  (5/31)  millions  of  ft. 

414.0# 

500.5 

4.7 

RAIL  FREIGHT  (5/31)  billions  of  ton-miles 

24. 6# 

.'h  y. 

1.7 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAl.  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (6/11)  $/troy  oi. 

LATEST 
WEEK 

343.800 

WEEK 
AGO 

341.750 

YEARLY 
%  CHG 

-10.7 

STEEL  SCRAP  (6/10)  #1  heavy,  $/ton 

134.50 

134.50 

-2.9 

COPPER  (6/6)  e/ib. 

118.4 

120.4 

3.4 

ALUMINUM  (6/6)  e/ib. 

76.3 

78.8 

6.3 

COTTON  (6/7)  strict  low  middling  1-1/16  in.,  e/lb 

69.88 

69.76 

1  4  4 

OIL  (6/10)  $/bbl. 

18.67 

19.96 

-6.7 

CRB  FOODSTUFFS  (6/10)  1967=100 

240.16 

241  49 

-13.5 

CRB  RAW  INDUSTRIALS  (6/10)  1967=100 

338.01 

338.12 

-0.7 

Sources:  London  Wednesday  final  setting,  Chicago  market,  MetaL 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (6/11) 

LATEST 
WEEK 

111.38 

WEEK 
AGO 

116  30 

YEAR 
AGO 

108.25 

GERMAN  MARK  (6/11) 

1.71 

1.73 

1.52 

BRITISH  POUND  (6/11) 

1.64 

1.63 

1.54 

FRENCH  FRANC  (6/11) 

5.80 

5.84 

5.17 

ITALIAN  LIRA  (6/11) 

1690.0 

16  i 

1544.5 

CANADIAN  DOLLAR  (6/1 1) 

1.39 

1  38 

1.37 

MEXICAN  PESO  (6/11P 

7.970 

7.919 

7.615 

TRADE-WEIGHTED  DOLLAR  INDEX  (6  11) 

102.6 

103.9 

93  3 

Sources:  Maior  New  York  banks.  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J  P  Morgan 


in  the  production  indicators  are  seasonally  adiusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


E  WEEK  AHEAD 


R  PRICE  INDEX 

'une  17,  8:30  a.m.EDT  ►  Con- 
es of  all  goods  and  services  like- 
%  in  May,  says  the  median  fore- 
momists  surveyed  by  mms 
lal,  one  of  The  McGraw-Hill  Com- 
cluding  food  and  energy,  core 
also  expected  to  have  risen  by 
\pril,  the  total  cpi  edged  up  just 
core  prices  were  up  0.3%. 

STARTS 

tune  17,  8:30  a.m.EDT  ►  Housing 
lably  stood  at  an  annual  rate  of 
on  in  May,  says  the  mms  survey.  If 
e  would  be  down  slightly  from 
on  in  April. 


INDUSTRIAL  PRODUCTION 

Tuesday,  June  17,  9:15  a. m. edt  ►  Output 
at  factories,  mines,  and  utilities  probably 
increased  a  small  0.2%  in  May,  after  no 
change  in  April.  The  average  operating  rate 
for  all  industry  likely  was  unchanged  in  May 
at  April's  83.4%  reading. 

BEIGE  BOOK 

Wednesday,  June  18,  2  p.m. edt  ►  The  Fed- 
eral Reserve  will  issue  its  roundup  of  eco- 
nomic activity  reported  by  its  12  district 
banks.  Economists  will  be  interested  in 
anecdotal  reports  of  resurging  demand.  The 
Beige  Book  is  published  in  advance  of  each 
Fed  policy  meeting.  The  next  meeting  is 
scheduled  for  July  1-2. 


INTERNATIONAL  TRADE 

Thursday,  June  19,  8:30  a.m.EDT  ►  The 
mms  survey  expects  that  the  trade  deficit  for 
goods  and  services  widened  to  $10  billion 
in  April,  after  a  steep  narrowing  in  March, 
to  $8.5  billion.  Exports,  which  surged 
4.1%  in  March,  are  expected  to  fall  back  a 
bit,  while  imports,  up  only  1.1%  in  March, 
likely  rose  further  in  April. 

FEDERAL  BUDGET 

Friday,  June  20,  2  p.m. edt  ►  The  Treasury 
Dept.  will  probably  announce  a  monthly 
deficit  of  $49  billion  for  May.  That  would 
be  smaller  than  the  $53.1  billion  deficit  of 
May,  1996.  Washington  reported  a  record 
surplus  of  $93.9  billion  in  April. 


This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity  to 
ask  questions  about  fea- 
tures from  the  magazine. 

Sunday  <-- 

Where  is  information 
technology  heading  beyond 
the  year  2000?  Michael  L. 
Dertouzos,  director  of  MIT's 
Laboratory  for  Computer 
Science,  joins  BW's  Neil 
Gross  and  Otis  Port  to 
answer  your  questions 
about  the  digital  frontier. 
June  15 

9  p.m.  EDT  in  the  filobe 

Monday 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 


Advice  on  estate  and  tax 
planning  from  Vincent  L. 
Teahan,  an  attorney  who 
specializes  in  counseling  in 
these  areas.  It's  another  of 
the  weekly  chats  presented 
by  Enterprise,  the  edition  of 
BW  especially  for  small 
business  and  entrepreneurs. 
June  16 

8  p.m.  EDT  in  the 

BW  Enterprise  Chat  Room 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 

A 

A  M  E  Rjl  ,C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABNAMRO  63 
Acadia  Partners  152 
Advest  Group  (ADV)  158 
Alcoa  (AA)  154 
AlliedSignal  (ALD)  160 
AlphaNet  Solutions  12 
Altitude  12 

American  International  Group 
(AIG)  54 

America  Online  (AOL)  42, 48, 
114 

Anaheim  Angels  8 
ASM  Fund  (ASMUX)  154 
AT&T  (T)  6,  8,  72 
Axa  Group  54 


B 


Bain  47 

BankAmerica  (BAC)  149, 
154, 158 

Bankers  Trust  (BT)  149, 158 
BBC  108 

Bell  &  Howell  (BHW)  158 
BellSouth  (BLS)  131 
Berkshire  Hathaway 
(BRK.A)  8 
Berlitz  67 

Best  Buy  (BBY)  158 
Blackstone  Group  152 
Boeing  (BA)  48 
Bosch  (Robert)  138 
Boston  Chicken  (BOST)  158 
British  Telecommunications 

(BTY)  72, 108 
Broderbund  Software 

(BROO)  48 
Brown  (Alex.)  158 
Burson-Marsteller  51 


Credit  Lyonnais  1 56 
CUC  International  (CU)  48 
Cycorp  88 

D 


Cablevision  Systems 

(CVC)  48 
Call-America  6 
Capital  Research  & 

Management  44 
Carrefour  138 
Charoen  Pokphand  138 
Chase  Manhattan  (CMB)  44, 

156 

Chemical  Bank  44 
Chrysler  (C)  46 
CIFRA  138 

Cisco  Systems  (CSCO)  92 
Citibank  (CCD  156,66 
Clorox  (CLX)  47 
Coachmen  Industries 

(COA)  158 
Coleman  12 
Colorado  Avalanche  12 
Colorado  Rockies  12 
Comcast  (CMCSA)  48. 42, 66 
Compaq  Computer  (CPQ)  56 
Continental  Illinois  156 
Cooper  Cameron  (RON)  158 
Costco  (COST)  138 
Coto  138 
Cowen  66 
Credit  Suisse  First 

Boston  138 


Daily  Journal  8 
Dean  Witter  Discover 

(DWD)  149 
Deere  (DE)  131 
Deutsche  Bank  52 
Digital  Equipment  (DEC)  72, 

88 

Dillon  Read  149 
DirecTV  (GM)  42,48 
Donaldson  Lufkm  & 
Jenrette  149 
Dow  Jones  (DJ)  152,154 
DreamWorks  SKG  66 
Dresdner  Bank  52, 149 
Duke  Power  (DUK)  131 
DuPont(DD)  76, 154 


E'  66 
E-Lab  12 

Eastman  Kodak  (EK)  152 
EchoStar  Communications 
(DISH)  48 

Evercore  Partners  152 
Exxon  (XON)  156 


Fairchild  Semiconductor  120 
FelCor  Suite  Hotels  (FCH)  44 
F5  Labs  110 
Fidelity  Investments  48 
Financial  Service 

Analytics  149 
First  Union  (FTU)  154 
Fleetwood  Enterprises 

(FLE)  158 

Ford(F)  46,56,138 
Franklin  Mutual  Advisers  44 
frogdesign  12 
Fujitsu  72 
FurmanSelz  158 


Gabelli  44 
Gap  (GPS)  138 
Gateway  Index  Plus  Fund  1 54 
General  Motors  (GM)  46,152, 
158,160,174 
General  Physics  158 
Gerber  Products  138 
Glaxo  Wellcome  (GLX)  88 
Goldman  Sachs  52, 152 
GTE (GTE)  42 


Hambrecht  &  Quist  149 
Harbour  &  Associates  46 
Heartstream  12 
Hewlett-Packard  (HP)  92, 
102,154, 

Hilton  Hotels  (HLT)  44 
Hoechst  52 
Home  Depot  (HD)  138 
Honda  (HMC)  56 


IBM  (IBM)  72,88,99,100, 
152,154 

IDC/Link  42 

ING  Barings  56 

Intel  (INTO  106,120,154 

Intuit  (INTU)  48 

Ion  Design  12 

IH  (ITT)  44 


JBL/Harman  12 


Kemper  (KEM)  54 
Kinetic  Strategies  42 
Kmart  (KM)  131,133 


Lazard  Freres  152 
Lippo  Group  138 
Lojas  Americanas  138 
Los  Angeles  Dodgers  8 
Lucent  Technologies  (LU)  72 

M 


Management  Ventures  138 
Manpower  31 
Marshall  Agriculture  100 
McDonald's  (MCD)  138 
McDonnell  Douglas  (MD)  51 
McGraw-Hill  (MHP)  154,171 
MCI  Communications 

(MCIC)  72, 108 
McKinsey  138 
Merck  (MRK)  154 
Merrill  Lynch  (MER)  46,  54 
Metropolitan  News  8 
Microelectronics  &  Computer 

Technology  88 
Microsoft  (MSFT)  18,42,72, 

154,156 

MIPS  Technologies  (SGI)  92 
Mitsubishi  56 
MMS  International  171 
Monitor  47 

Monsanto  (MTC)  160,174 
Montgomery  Asset 
Management  138 
Montgomery  Secuntes  149 
Morgan  (J.P)  (JPM)  138, 154 
Morgan  Stanley  6, 131, 149 

N 


National  Patent  Development 
(NPD)  158 

NationsBank  (NB)  149, 154 
NBC  42 
NCR  12 
NEC  58 

Netscape  Communications 
(NSCP)  18 

News  Corp.  (NWS)  66 
New  York  Yankees  8 
Nissan  Motor 
Manufacturing  46 
Nomura  Securities  6 
Northwest  Airlines  48 
Nil  94 


October  Films  66 
Olstein  Financial  Alert  Fund 
(OFALX)  158 


g 


Payden  &  Rygel  Growth 
Income  Fund  154 
Philips  Electronics  72 
Phillips  Publishing  166 
Primestar  Partners  48 
Procter  &  Gamble  (PG)  fv* 

R 


 SO'.1 

R.  J.  Reynolds  Tobacco  ( 

Robertson  Stephens  15 - 
S 


Pacific  Connections  138 
PaineWebber  (PWJ)  48 
Parsons  Technology  (INTO  48 


Sadia  Concordia  138 
Sainsbury  (J.)  76 
Salomon  Brothers  (SB) 
SBC  Warburg  149 
Scudder  Stevens  &  Clai 
Seagram  (V0)  66 
Sears  (S)  138 
ShawGuides  166 
SHVMakro  138 
Sierra  Designs  136 
Silicon  Graphics  (SGI) 
Smith  Bainey  (SB)  48 
Sony(SNE)  72, 106, Hi: 
Soros  Fund  Managemei , 
Spalding  Sports 

Worldwide  136 
Springs  Industries  (S1 
SRI  International  42 
Standard  &  Poor  s  (MHI  | 

154 

STI  Capital  Managemei  I 
Sun  Microsystems  (SOT  | 

T 


record 
U.S.  e 

![  Sk 


Ml 

lime  Iii 


TBWA/dnat  8 
Tele-Communications 
(TC0MA)  42,48 
Thor  Industries  (JH0) 
Time  Warner  (TWX)  42 
Tower  Records  156 
Toyota  (TOYOY)  56 
Toys 'R' Us  (TOY)  138 

U 


15 


si 


Unilever  (UN)  100 
Union  Carbide  (UK] 
United  Airlines  (UAL)  IT" 
United  Healthcare  (UNI ' 
Universal  Studios  66 
USA  Network  66 
U.S.  Robotics  (USRX) 
USX(X)  152 


Vanguard  Group  154 
Viacom  (VIAE)  66 
Visible  Ink  Press  164 

W 


r": 


Wachovia  (WB)  131 
Wal-Mart  Stores  (WMT  JRj 
1 38 

Walt  Disney  (DIS)  66 
Wanger  Asset 

Management  158 
Warner  Bros.  (TWX)  6( 
Westinghouse  (WX)  1! 
WestPomt  Stevens 

(WPSN)  131 
Wet  Seal  (WTSLA)  15?  I 


Xerox  (XRX)  72,76,8 


Zurich  Insurance  Grou  L. 
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stment  Figures  of  the  Week 


%  change 


BEST-PERFORMING  Last 


Last  12 


June  June  5-11 


:  869  57 


ige       1-week  change 

+3.5% 


ARY 

icord-breaking  week 
.S.  equities  charged 
five  days  in  a  row. 
ines  industrial  aver- 
the  7500  mark  on 
nd  then  climbed  to 
e  high  of  7576  on 
a  37-point  gain  in 
nd  a  300-point  ad- 
ce  June  4.  Heady 
stations  fueled  the 
;h  also  were  enjoyed 
ndard  &  Poor's  500- 
;.  But  the  dollar  was 
ig  to  a  seven-month 
t  the  yen,  after  word 
gain  in  the  Japanese 
count  surplus. 


JT  RATES 


?Y  BOND  INDEX 

June   June  5-11 


5 


ige       1 -week  change 

+0.5% 


.  FUNDS 


I  U.S.  Diversified  ^  At!  Equity 
>         52-week  total  return 


U.S.  MARKETS 

Latest 

Week 

Year 

GROUPS 

month  %                         months  % 

Dow  Jones  Industrials 

7575.8 

4.2 

33.6 

Broadcasting 

22.1 

Savings  &  Loans 

72.3 

NASDAQ  Combined  Composite 

1407.9 

2.0 

14.4 

Oil  &  Gas  Drilling 

18.0 

Invest.  Banking/Brkrge. 

66.2 

S&P  MidCap  400 

283.1 

1.3 

17.8 

Personal  Loans 

15.0 

Oil  &  Gas  Drilling 

61.2 

S&P  SmallCap  600 

157.4 

0.6 

13.7 

Heavy-Duty  Trucks 

13.5 

Semiconductors 

59.7 

S&P  SuperComposite  1500 

185.9 

3.2 

27.6 

Savings  &  Loans 

12.7 

Computer  Software 

52.8 

SECTORS 


Latest 


%  change 
Week  Year 


WORST-PERFORMING  Last 


Bloomberg  Information  Age 

262.5 

3.2 

25.7 

S&P  Financials 

99.7 

4.6 

48.6 

S&P  Utilities 

193.4 

0.8 

1.8 

PSE  Technology 

274.6 

1.5 

25.9 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

4724.8 

3.7 

25.8 

Frankfurt  (DAX) 

3677.4 

0.4 

44.4 

Tokyo  (NIKKEI  225) 

20,289.9 

-1.6 

-7.0 

Hong  Kong  (Hang  Seng) 

14,421.5 

-2.8 

31.2 

Toronto (TSE  300) 

6459.5 

0.5 

26.5 

Mexico  City  (IPC) 

4194.4 

1.8 

30.0 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.72% 

1.76% 

2.13% 

S&P  500  P/E  Ratio  (Last12mos. 

21.9 

21.4 

19.2 

S&P  500  P/E  Ratio  (Next  12mos. 

)*  17.8 

17.5 

NA 

First  Call  Earnings  Revision* 

-1.7% 

-1.44% 

NA 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

757.0 

752.3 

Positive 

Stocks  above  200-day  average 

76.0% 

73.0% 

Negative 

Options:  Put/call  ratio 

0.54 

0.53 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

1.41 

1.36 

Positive 

GROUPS 


month  % 


Last  12 
months  % 


Trucking 

Semiconductors 

Restaurants 

Gold  Mining 

Oil  Exploration  &  Prod. 


-5.4 
-4.6 
-3.7 
-2.7 
-2.1 


Gold  Mining 
Engineering  &  Constr. 
Manufactured  Housing 
Hotels  &  Motels 
Defense  Electronics 


-20.1 
-16.7 
-8.1 
-7.5 
-4.2 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Data:  Bloomberg  Financial  Markets;  'First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

IBM 

86 '/4 

-72 

Applied  Materials 

60^4 

-7/8 

Texaco 

111*4 

-7/8 

Texas  Instruments 

86 '/4 

-6 

AMR 

94 '/2 

-*4 

VeriFone 

51*4 

-35/8 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

124'*16 

6"/l6 

Dell  Computer 

110 

153/4 

3Com 

457/i6 

77/l6 

Worldcom 

28"/i6 

29/l6 

Amgen 

625/e 

2'/4 

Nike 

58  Vs 

17/8 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


MONEY  MARKET  FUNDS 

5.15 

5.15 

4.86 

90-DAY  TREASURY  BILLS 

4.97 

5.09 

5.27 

6-MONTH  BANK  CDS 

5.21 

5.22 

4.97 

1-YEAR  TREASURY  BILLS 

5.72 

5.77 

5.87 

10-YEAR  TREASURY  NOTES 

6.55 

6.62 

6.99 

30-YEAR  TREASURY  BONDS 

6.83 

6.88 

7.13 

LONG-TERM  AA  INDUSTRIALS 

7.35 

7.39 

7.69 

LONG-TERM  BBB  INDUSTRIALS 

7.75 

7.80 

8.04 

LONG-TERM  AA  TELEPHONES 

7.58 

7.64 

7.93 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


assuming  a  31%  federal  tax  rate. 

10-yr.  bond 
Latest  Last 
week  week 

30-yr.  bond 
Latest  Last 
week  week 

GENERAL  OBLIGATIONS 

4.79% 

4.87% 

5.36% 

5.44% 

PERCENT  OF  TREASURIES 

73.00 

73.59 

78.42 

79.09 

TAXABLE  EQUIVALENT 

6.94 

7.06 

7.77 

7.88 

INSURED  REVENUE  BONDS 

4.92 

4.98 

5.57 

5.63 

PERCENT  OF  TREASURIES 

74.96 

75.25 

81.47 

81.85 

TAXABLE  EQUIVALENT 

7.13 

7.22 

8.07 

8.16 

EQUITY  FUND  CATEGORIES 

Laggards 
%    Four-week  total  return  % 


Leaders 

Four-week  total  return 


Laggards 

Four-week  total  return  % 


igstar,  Inc. 


Matthews  Korea 

13.6 

Fontaine  Global  Growth 

-9.3 

Small-cap  Growth 

7.1 

Precious  Metals 

-3.2 

Keystone  Am.  Hart.  Em.  Gr.  A 

12.9 

Bull  &  Bear  Gold  Investors 

-8.3 

Japan 

6.7 

Technology 

1.3 

Invesco  Worldwide  Cap.  Gds. 

12.3 

Midas 

-6.2 

Small-cap  Blend 

6.6 

Europe 

1.4 

American  Heritage 

11.5 

Lindner  Bulwark  Investors 

-6.0 

Health 

6.5 

International  Hybrid 

2.1 

Weitz  Hickory 

11.3 

Invesco  Strategic  Gold 

-5.9 

Communications 

6.5 

Real  Estate 

2.5 

Leaders 

Laggards 

Leaders 

Laggards 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

Morgan  Stan.  Inst.  Lat.  Am.  A 

58.1 

Frontier  Equity 

-53.9 

Financial 

40.6 

Precious  Metals 

-22.5 

Morgan  Stan.  Latin  Amer.  A 

56.4 

Steadman  Technology  Grth. 

^14.5 

Latin  America 

35.9 

Small-cap  Growth 

-4.Q 

Davis  Financial  A 

49.4 

United  Svcs.  Gold  Shares 

-42.6 

Real  Estate 

30.0 

Japan 

-3.4 

Legg  Mason  Value  Primary 

48.6 

Perkins  Opportunity 

-37.5 

Large-cap  Blend 

25.5 

Pacific/Asia  ex-Japan 

4.4 

Fidelity  Sel.  Home  Finance 

46.6 

Bull  &  Bear  Gold  Investors 

-34.4 

Large-cap  Value 

25.4 

Diversified  Pacific/Asia 

4.5 

)f  market  close  Wednesday,  June  11,  1997,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  June  10.  For  a  more  detailed  explanation,  write 
S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 


Editorials 


THE  UNFINISHED 
ECONOMIC  AGENDA 

At  the  June  20  economic  summit  in  Denver,  Bill  Clinton  will 
have  a  lot  to  crow  about.  The  U.  S.  is  successfully  surfing 
the  twin  waves  of  high-tech  innovation  and  open  world  mar- 
kets. Meanwhile,  France  throws  a  backlash  fit  against  global- 
ization, Germany  suffocates  for  the  dubious  euro,  and  Japan 
stumbles  about  wondering  what  happened  to  the  good  old 
Eighties.  While  Britain  will  also  be  able  to  stand  tall  in  Denver, 
no  country  will  match  America's  low  4.8%  unemployment  rate, 
high  4.1%  growth  rate,  dormant  inflation,  rising  incomes,  soar- 
ing stocks,  record  exports,  and  double-digit  growth  in  corporate 
profits.  It  doesn't  get  much  better  than  this,  and  the  U.  S.  Pres- 
ident gets  the  bragging  rights. 

But  after  the  summit  soapbox,  Clinton  must  deal  with 
America's  own  backlash  demons.  A  coalition  of  conservatives 
and  liberals  is  mounting  a  protectionist  campaign  against 
free  trade — at  precisely  the  time  it  is  helping  deliver  the  low- 
est U.  S.  unemployment  rate  in  23  years.  Clinton  must  work 
with  gop  leaders  to  pass  most-favored-nation  status  for  Chi- 
na and  get  fast-track  authority  to  expand  the  North  Ameri- 
can Free  Trade  Agreement.  Corporate  America  is  incredibly 
competitive,  and  the  U.  S.  has  the  most  to  gain  from  ex- 
panded trade,  including  more  well-paid  jobs  (page  34). 

After  that,  the  next  task  for  the  President  is  to  tackle  en- 
titlement reform.  Clinton  clearly  demagogued  the  Republi- 
cans with  his  Mediscare  tactics  in  the  last  election,  describing 
their  legitimate  proposals  to  trim  cost  increases  as  deep  cuts  in 
service.  He  must  now  ask  the  gop  to  set  up  a  bipartisan  com- 
mission that  opens  Medicare  to  market  forces  and  promotes 
managed  care.  A  little  groveling  toward  the  Republicans  is  also 
needed  to  reform  Social  Security.  The  gop  asked  Clinton  to  es- 
tablish a  bipartisan  group  to  cut  the  inflated  cost-of-living  al- 
lowance for  Social  Security.  Clinton  refused.  Now,  he  must 
reach  out  to  the  Republican  leadership  and  get  it  done. 

Before  this  heavy  lifting,  Clinton  gets  a  couple  of  days  in 
the  sim.  Remember  when,  not  so  long  ago,  Japan  and  Em-ope 
hectored  the  U.  S.  to  clean  up  its  act  and  make  its  economy 
more  competitive?  It  did;  they  didn't.  No  gloating,  please. 

TAX  CUTS  THAT 
PUT  PEOPLE  FIRST 

Bill  Archer,  the  chairman  of  the  House  Ways  &  Means 
Committee,  says  he  wants  to  simplify  America's  byzan- 
tine  tax  code.  Yet  his  recent  tax  proposal  does  just  the  op- 
posite. Because  the  new  budget  deal  limits  the  amount  of  tax 
breaks  he  can  distribute  to  special  interests,  the  Texas  Re- 
publican is  offering  up  a  convoluted  series  of  phase-ins,  phase- 
outs,  triggers,  and  waiting  periods  that  spread  small  amounts 
of  dollars  far  and  wide.  Soon,  Archer's  plan  will  be  joined  by 


the  Democrats'  equally  complex  proposal.  After  weary  ] 
tiations,  the  compromise  will  be  a  complicated  $85  1 
tax  cut  that  will  barely  influence  this  $8  trillion  econor  i 

So  why  care?  Because  with  a  little  imagination,  that  i  |  £ 
est  tax  cut  could  encourage  serious  economic  growtlj  ' 
would  like  to  see  the  entire  sum  go  to  promoting  eduig 
and  lowering  taxes  on  work.  Right  now,  the  tax  systi 
heavily  biased  against  human  capital.  Taking  the  $500-a|  f 
tax  credit  that  both  sides  are  proposing  and  turning  it  | 
credit  for  education  and  training  would  be  a  big  step! 
would  shift  $70  billion  away  from  probable  consumptii 
certain  investment  in  people's  potential.  We  could  g<$ 
ther  and  contemplate  making  all  educational  loans  ta 
ductible.  Why  should  housing  have  preference  over  schor 

Then  we  should  think  about  cutting  the  Social  Security  t!  I 
addition  to  paying  the  28%  marginal  income  tax,  many  ml  I 
income  families  bear  the  burden  of  their  share  and  thei?  i 
ployers'  share  of  the  15.3%  payroll  tax.  This  43%  is  a  mighl  ( 
incentive  for  individuals  and  the  self-employed.  To  help  p 
the  reduction,  we  would  cut  the  cost-of-inflation  index  on  % 
Security  and  pass  on  part  of  the  savings  in  lower  payroll  x 

Shouldn't  capital-gains  taxes  be  cut?  In  a  perfect  a* 
yes.  But  the  U.  S.  economy  is  awash  in  physical  cj| 
Thanks  to  the  drop  in  the  budget  deficit,  the  govemme 
borrowing  hundreds  of  billions  of  dollars  less  each  yearr 
the  capital  markets,  making  it  available  to  the  private  si 
With  interest  rates  falling  as  a  result,  all  capital  is  g<| 
cheaper.  We  can  take  a  momentary  break  on  this  frors 
pass  some  tax  savings  on  to  the  human-capital  side.  It  c 
give  candy  to  every  political  constituency,  but  it  would  & 
things  simpler  and  encourage  people  to  invest  in  themsisi 

A  SMART  MOVE 
ON  SOFT  MONEY 

Corporate  America  is  taking  the  pledge.  More  com] 
are  standing  up  and  saying  "no"  to  giving  soft  moi! 
political  parties.  Tired  of  seeing  cash  diverted  to  d 
campaigns  and  unknown  candidates,  companies  are  turni 
the  tap  on  this  form  of  campaign  finance.  Angry  at  poli 
for  shaking  them  down  in  1996,  they  are  giving  less  fc 
This  is  good  news.  And  so  is  the  decision  by  compar 
switch  their  donations  to  issue-advocacy,  aimed  at  s 
ideas  rather  than  candidates.  With  attack  ads  focusing  o 
sonalities  and  peccadilloes,  serious  discussion  over  issjl 
vanishing  from  elections.  The  electorate  can  only  gain  f 
labor  union-business  community  debate  over  free  trad 
environment,  entitlement  reform,  and  other  issues  (pag< 
Of  course,  business  opens  itself  up  to  the  kind  of  atta< 
eled  at  labor  in  the  last  election  if  it  produces  issue-; 
tising.  Populists  of  both  parties  will  be  especially  crit 
overt  Big  Business  participation.  But  that  is  the  price 
will  have  to  pay.  If  Monsanto,  General  Motors,  and  oth 
a  good  job  of  presenting  their  case  on  important  issues,  \ 
be  a  price  well  worth  paying. 


It  Gets  Into^ur  Soul, 
Not^bur  Pocket. 


1997  Lincoln  Continental  $37950 

In  truth,  you  don't  get  into  a  Continental.  ^^^j^ 
It  gets  into  you.  The  meticulously  detailed  [flBEST  BUY|J 
leather  and  wood-trimmed  cabin  soothes 
you  while  the  32-valve  InTech  v-8  engine  invigorates 
your  spirits.  In  fact,  Continental  is  engineered  to  make  a 
lasting  impression 
in  every  area  but  one: 
your  finances.  For  a 
free  brochure  call 
1  800  446-8888,  or 
visit  www.lincolnvehicles.com 


LINCOLN 

W  hat    A    Luxury    Car    Should  Be 


IN  THE  NEXT  FEW 
YEARS,  TV,  CABLE, 
THE  PHONE  SYSTEM 
AND  THE  INTERNET 
WILL  ALL  BECOME  ONE. 

WILL  YOU  KNOW 
HOW  TO  PLAY? 

They  certainly  will.  They'll  be  as  comfortable 
in  front  of  a  computer  workstation  as  you  are  in 
front  of  a  TV  set.  Only  they'll  get  a  lot  more  out  of  it. 
It'll  be  their  fax,  their  phone,  their  interactive 
television,  their  library,  their  secretary,  their 

teacher,  their  partner.  Not  to  mention  their 
on-camera,  on-line,  interoffice  meeting  place. 

It's  the  way  society  will  operate;  it's  the  way 
companies  will  network;  it's  the  way  business  will  grow. 

Let's  get  r  ir  it.  We're  Bellcore. 

The  people  who've  already  built  the  foundation  for 
the  world's  most  sophisticated  Telecom  network. 
And  who've  been  living  and  breathing  the  future 
of  business  networking  ever  since.  Let's  talk. 
Let's  plan.  Let's  make  sure  that  when  somebody  says, 
tag,  you're  il  you'll  be  ready  to  play  and  win. 

1-800-5  21 -CORE 
http://www.bellcore.com 

Bellcore 
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The  planet  Jupiter 

is  so  masswe  you  could put  all tlie  other  planets 
m  our  solar  system  inside  it  and  stiff naue  plenty 
of  room  left  ouer.  'la fitter  is  made  almost  entirely 
of  passes  and  is  therefore  not  a6le  to 
support  life  as  a<e  Know  it 


The  Chevy    Suburba  n  ,  on  tne  otner  /land,  wnic/i  i\  tne 

largest  sport  utility  ve/iicle  on  t/i is  planet,  is  well  utile  to  support  as  many  as  nine 
of  t  art/i 's  most  intelligent  oein<js  in  comfort  and '  sty/e.   for  stellar  information 
call  1-800-950-2438  or  visit  us  at  www.  c/ieurolet.  com 


CHEVY  SUBURBAN 


ROCK 


Delta  presents  the  last  news  today 
hardened  business  executives  wou 
expect  to  hear  from  a  company. 
"We're  upsizing." 


A  Delta  Air  Lines 


-ON  TOP  OF  THE  WORLD" 


We're  also  giving 
you  a  better  position. 
More  room  to  work. 

Or  sleep. 
A  laptop  battery- 
saving  EmPower™ 
system*  A  selection  of 
fine  wines.  Your  own 
Sony"  Video  Walkmanm. 
All  accompanied 

Legroom 

increased  fry  a  staff  whose  Sole 

up  to 

99%.  objective  is  to  put 

Leg  rest  your  mind  and  body 

raised 

to  70°.  in  the  right  place  for 

success. 
So,  from  all  of  us  at 
the  airline  that  flTesf- 
more  individuals 
than  any  other, 
welcome  to  the  top. 

'Empower'"  is  unavailable  on  L-1011's. 
'Select  aircraft  have  in-seat  video  instead. 


ANNOUNCING 


delta's  Enhanced  business  class 


BusinessWeek 


JUNE    30,  1997 


TRY,  TRY  AGAIN 

Japan's  PC  makers 
gear  up  for  a 
second  U.S.  assault 
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HEY  KID,  BUY  THIS! 

Sesame  Street  diapers!  Beanie  Babies! 
Tommy  Hilfiger  shuts!  Like  no 
generation  before,  today's  kids  enter  a 
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Get  used  to  it.  Deflation  is  here 
to  stay — at  least  as  long  as 
productivity  continues  to  rise 
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International  Business 

BRITAIN 

ba  is  in  top  form,  but  its  deal  v! 
American  is  stalled,  and  its  cosil 
runs  the  risk  of  a  labor  backlas. 
HONG  KONG 

Mainland  stocks  continue  to  soal'li!" 
long  can  the  red-chip  revelry  la 
BRAZIL 

President  Cardoso  talks  about  \L 
changed  and  what  must  change!  . 

Economic  Analysis 

ECONOMIC  VIEWPOINT 

Roberts:  The  cop  should  pass  a  f. 
bill — or  none  at  all 
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America's  edge  in  wages,  slow 
deliveries,  standardized  exams  t 
"A,"  scant  second-quarter  growl 
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EDITED  BY  LARRY  LIGHT 
TAXING  MATTERS 

TAKING  THE  SHINE 
OFF  SPIN-OFFS 

TAX-FREE   SPIN-OFFS,  ONE 

of  Corporate  America's 
favorite  restructuring  tools, 
are  in  jeopardy.  The  House 
Ways  &  Means  Committee 
recently  passed  a  bill  that 
would  force  divesting  com- 
panies and  shareholders  to 
pay  taxes  on  spin-offs, 
effectively  killing  most 
future  deals,  ceos  pin  their 
hopes  on  the  Senate  Finance 
Committee,  which  so  far 
would  leave  spin-offs  alone. 

In  a  spin-off,  a  parent 
grants  independence  to  one  of 
its  divisions.  The  biggest  was 
at&t's  divestiture  last  year  of 
its  equipment-making  arm, 
now  called  Lucent.  There 
were  30  spin-offs  in  1995  and 
36  in  '96.  Had  the  bill  been 
law  back  then,  many  deals 
likely  wouldn't  have  happened 
(table),  according  to  a  busi- 
ness week  survey. 

The  three  spin-offs  so  far 


WHAT  IF...  With  proposed 
changes,  these  deals  likely 
wouldn't  have  happened 


PARENT 

SPIN-OFF 

VALUE* 

AT&T 

LUCENT 

$24.1 

PACTEL 

AIRTOUCH 

8.6 

ITT 

ITT  HARTFORD 

5.7 

ITT 

ITT  (HOTELS) 

5.4 

'At  time  of  transaction,  in  billions 

DATA:  SECURITIES  DATA  CO  BW 


in  '97  beat  the  Apr.  16  effec- 
tive date  in  the  proposed  bill. 
Three  more  are  pending,  but 
were  all  filed  before  Apr.  16. 
The  biggest:  PepsiCo's  spin- 
off of  its  fast-food  units. 

Many  lawmakers,  led  by 
Ways  &  Means  Chairman  Bill 
Archer  (R-Tex.),  feel  that  spin- 
offs are  a  free  ride  for  corpo- 
rations. Proponents  of  the  cur- 
rent system  say  it  makes  the 
economy  more  vibrant  by  eas- 
ing corporate  revampings. 
Says  Lehman  Brothers' 
Robert  Willens:  "Archer  is  go- 
ing way  too  far."  □ 


THE  FEDS 


FROM  WELFARE  TO  WARFARE 


THE  DEFENSE  DEPT.  RECENTLY 
asked  vendors  to  support  the 
President's  welfare-to-work 
program.  The  Pentagon 
hopes  to  place  2,869  ex-wel- 
fare clients, 
44%  of  them 
with  defense 
contractors. 

Vendors  fear 
this  may  augur 
a  federal  man- 
date. "My  only 
concern  is  when 
this  escalates," 
says  Louis  Giu- 
liano,  head  of 
"  itt  Industries' 
defense  unit.  He  also  antici- 
pates protests  from  itt's 
unions.  Other  contractors  are 
no  less  vehement.  One  grouses 
that   the   plan   can't  help 


EDWARDS:  Hi  red 


much — his  company  out- 
sources most  security  and  jan- 
itorial jobs,  the  kind  those 
leaving  the  dole  would  most 
likely  get. 

The  Pentagon  denies  it  is 
trying  to  coerce  contractors, 
even  though  it  wants  them  to 
report  back,  as  one  letter  puts 
it,  "any  successes  you  experi- 
ence." And  not  all  the  con- 
tractors are  complaining. 
Weapons  maker  Lockheed 
Martin,  which  also  helps  states 
administer  welfare  payments, 
will  offer  jobs  ranging  from 
data  entry  to  summer  con- 
stitution work.  Lockheed  now 
employs  some  ex-welfare 
clients,  such  as  Stephanie  Ed- 
wards, hired  three  years  ago 
to  do  data  entry  and  spread- 
sheet work.         Stan  Crock 


TALK  SHOW  ((Another  25  years,  and  nobody  will  have  a 
clue  about  it.  J  J 

— Watergate  felon  and  radio  talk-show  host  G.  Gordon  Liddy,  a 
quarter-century  after  the  break-in 

DEFAULT  LINES 

A  WHITE  ELEPHANT  MADE  OF  SUGAR 


IT  MAY  BE  THE  BIGGEST  MUNI- 

bond  default  since  Orange 
County.  At  issue  is  $288  mil- 
lion in  industrial  revenue 
bonds  issued  for  two  waste- 
to-energy  plants  in  Florida. 

The  plants  recently  filed  for 
Chapter  11,  making  it  unclear 
they  will  meet  inter- 
est payments,  the 
first  ($4.6  million) 
due  on  July  1.  The 
partnerships  that 
own  the  plants,  led 
by  a  corporate  affili- 
ate of  the  megarich 
Fanjul  sugar  family, 
won't  say  what  will 
happen.  A  default 
would  be  more  than 
triple  of  any  since 
the  $2  billion  Orange 
County  mess,  says  ~ 
the  Bond  Investors  Assn. 

Brothers  Alfonso  and  Pepe 
Fanjul  and  their  partners  put 
the  plants  in  Chapter  11  af- 


THE  FANJULS: 

Pepe  and  Alfonso 


ter  Florida  Power  &  Lil 
sued  to  get  out  of  its  cont  I 
to  buy  their  power.  fp&l,1 
plants'  prime  customer,  <fl 
them  white  elephants  ■ 
never  achieved  "commeijl 
operation"  as  required  Jail 
fp&l  seeks  to  pursue  the  I 
outside  bankru™ 
court.  The  owijl 
say  bankrupt 
moots  the  suit  ■ 
the  plants'  bugsa 
being  fixed. 

For  the  Fanja 
the  plants  arej 
good  deal,  buniii 
their  sugar-e 
waste  and  offer' 
cheap  power 
their  sugar  mi| 
By  law,  utilili 
"  must  buy  this  all 
nate  power.  Other  utiliti 
have  tried  to  sidestep  this^ 
gal  requirement  but  losti 
court.  Gail  DeGeo\ 


SLUGFESTS 

IS  THIS  ON 

YOUR  BLOOMBERG? 

MICHAEL   BLOOMBERG  BILLS 

himself  in  his  autobiography 
as  a  women-friendly  employ- 
er. Not  so,  says  former  sales- 
woman Sekiko  Sakai  Garri- 
son, who  filed  a  sexual 
harassment  and  discrimina- 
tion suit  against  the  media 
baron  and  his  company  in 
U.S.  District  Court  in 
Manhattan  on  June  18. 

Her  suit,  which  seeks 
$15  million,  con- 
tends Bloomberg 
subjected  her 
and  other-  wom- 
en employees  to 
"repeated  and 
unwelcome  sex- 
ual comments . . . 
sexual  overtures 
. . . and  overt 
sexual  gestures, 
including  unau- 
thorized touch-  BLOOMBERG 


ing  and  inappropriate  acl 
She  also  charges  saleswonn 
had  to  wear  sexy  clothes. 

Her1  suit  recounts  an  rr 
dent  in  April,  1995,  when  % 
told  him  she  was  pregna; 
His  response:  "Kill  it."  She 
that  meant  she  had  to  hss 
an  abortion  to  keep  her  j  ij 
which  left  her  too  distraujl 
to  work  and  led  to  her  dep' 
ture  two  months  later. 
Garrison  filed  mi 
the  same  complaint  w 
the  New  York  Hum' 
Rights  Div.  in  1995  \\ 
got  the  agency  to  issi 
a  right-to-sue  letter 
she  could  file  the  f<-: 
eral  suit.  Bloombefe 
told  the  state  bob 
the  case  was  wi* 
out  merit  a  I 
denied  the  "l[l 
it"  remark.  Bf 
Bloomberg  c| 
not  respond  to  ij 
quests  for  comme 
on  the  new  lawsuit 
Sex  suit  Leah  Nathans  Spii 


/Vhat  Could  Be  More  Rewarding  Than  Double 
HHonors  Points  For  Your  Hilton  Stays? 


A  Free  Night  After  Three  Stays. 


When  you  charge  your 


Double  Dip®  stays  at  participating  Hilton,  Conrad  International  and  Vista  hotels  with  an  American  Express" 

Card  between  June  2  and  August  31, 1997,  you'll  earn  double  Hilton  HHonors"'  Base  points.  Plus,  you'll  earn  one 

free  weekend  night  after  every  three  Double  Dip  stays  during  the  same  period  -  up  to  three  free  nights.  Double 

Dipping1"1  means  you  earn  both  HHonors  points  and  airline  miles  for  the  same  qualifying  stay.  It's  one  more  way 

that  Hilton  HHonors  Worldwide  is  making  your  business  travel  even  more  rewarding.  For  reservations,  call  your 

professional  travel  asent,  or  for  reservations  and  HHonors  enrollment,  « 

Cv  !||11§ 
visit  HiltonNer  at  http://vvvvvv.hilton.com  or  call  1-800-HILTONS.  HflH  Cards 

Membership,  earning  and  redemption  of  points  are  subject  to  HHonors  Terms  and  Conditions.  Normal  rules  for  earning  HHonors  points 
and  airline  miles  apply.  Refer  to  your  HHonors  program  membership  materials  for  rate  and  other  restrictions.  Limit  three  free  nights 
with  this  offer.  Free  nights  are  subject  to  availability  and  include  room  rate  and  tax  only,  and  do  not  include  incidentals,  other  taxes 
or  gratuities.  Blackout  dates  apply.  A  stay"  refers  to  the  total  period  of  consecutive  nights  at  the  same  hotel,  whether  or  not  a  guest 
checks  out  and  back  in  again.  Members  will  be  notified  of  qualification  after  the  promotion  has  ended.  ©1997  Hilton  HHonors  Worldwide. 


HILTON 

HHONORS 

WORLDWIDE 


Up  Front 


ACROSS  THE  POND 


WHAT  SIR  ALEX  DIDN'T  TELL  TONY  BLAIR 


TEA  WITH  TONY  WAS  A  VERY 

civilized  affair  for  Ford's 
board  of  directors  recently. 
Prime  Minister  Tony  Blair 
urged  Ford  Motor  chief  Alex 
Trotman  and  his  11  directors 
to  help  get  Britain's  young 
people  off  the  dole  and  onto 
payrolls.  Yet  while  pledges  of 
support  were  exchanged 
across  the 
table,  Blair 
should  not  ex- 
pect Trotman 
to  put  Britain's 
jobless  to  work 
any  time  soon. 

Sure,  Sir 
Alex,  who  was 
knighted  by 
the  Queen  last 
year,  promised 
to  provide  ad- 
vice and  coun-  " 
sel  on  Blair's  pet  project  of 
moving  some  250,000  young 
people  off  welfare.  "We  want 
to  work  with  you,"  Trotman 
declared  as  the  two  men 
emerged  from  the  meeting. 
Trouble  is,  Ford  is  in  no  shape 


JOBS?  The  PM  and  the  CEO 


to  be  hanging  out  the  "Help 
Wanted"  sign  in  Britain. 

Buffeted  by  $291  million  in 
European  losses  last  year, 
Ford  is  in  a  downsizing  mood. 
In  fact,  Britain's  largest  auto 
maker  reduced  nearly  1,000 
jobs  at  its  huge  Halewood  as- 
sembly plant  earlier  this  year. 
Ford  officials  say  the  exten- 
sive cost-cut- 
ting plans  did 
not  come  up  at 
the  Blair  meet- 
ing. After  their 
meeting,  Trot- 
man announced 
that  Ford  will 
invest  $60  mil- 
lion to  expand 
a  North  Lon- 
don auto  parts 
factory  by  75%. 
"  But  that  won't 
help  Blair  much:  The  facto- 
ry's vastly  larger  operations 
won't  require  a  single  addi- 
tional worker  because  they 
are  so  efficiently  run,  compa- 
ny officials  say.  Keith 
Naught  on  and  Heidi  Dawley 


SPORTS  BIZ 

A  TV  CROWD  WORTH 
FIGHTING  FOR 

THE  MIKE  TYSON-EVANDER 
Holyfield  rematch  stands  to  be 
the  largest  pay-per-view  event 
ever.  Analysts  say  the  heavy- 
weight title  bout  on  June  28 
should  exceed  the  record  take 
last  November  when  1.5  mil- 
lion households  paid  an  aver- 
age $49.95  for  a  video  feed  (to- 
tal revenue:  $77.8  million)  of 

BOUT  I: 

Holyfield 
vs.  Tyson 


then-  first  bout.  Showtime  es- 
timates the  sequel  will  grab 
at  least  1.6  million. 

Holyfield  scored  an  upset 
last  time,  and  when  the  fa- 
vorite loses,  says  analyst 
Barry  Gould  of  Gould  Media, 
"the  rematch  always  does 
better."  Tyson  is  pay-per- 
view's  biggest  draw:  6  of  the 
top  10  ppv  events  have  been 
his  fights.  The  irony  is  that, 
before  credible  contender 
Holyfield  came  along,  Tyson's 
dominance  was  hurting  ppv. 
His  last  pre-Holyfield  fight, 
against  Bruce  Seldon,  last- 
ed VA  minutes  and  drew 
just  1  million  households. 
Income  from  Tyson-Holy- 
field  II  should  be  lush  for 
Showtime,  which  dominates 
ppv.  Of  the  $49.95  average 
cost,  Showtime  and  promoter 
Don  King  rake  off  a  little 
more  than  half,  which  they 
split  evenly.  Joshua  Kaufman 


"YOUR  HONOR.  MY  CLIENT  HERE  HAS  &EEN  REPEATEDLY  SUBJECTED  TO  SECOh  > 
HAND  SIAOKE  T-R0W  THE  MARLBORO  fAAN ..." 


VOX  POPULI 


AMERICANS'  HARD  LINE  ON  CHINA 


AMERICANS      ARE  SOLIDLY 

against  U.  S.  renewal  of  Chi- 
na's most-favored-nation  trad- 
ing status,  according  to  a  poll. 
The  survey,  done  for  business 
week  by  Louis  Harris  &  As- 
sociates, finds  that 
67%  oppose  giving 
China  mfn  stand- 
ing— under  which 
its  products  can 
enter  the  U.  S. 
with  the  low  tar- 


SHOULD  U.S. 
RENEW  CHINA'S 
MFN  STATUS? 

YES  18% 
HO"  "67 


iffs  granted  most     nnu'T  KNOW  1*5 

of  America's  other  -  -  ±?  -  would 

Asked  of  1,001 
adult  Americans,  June  6-10 

DATA  LOUIS  HARRIS  t  ASSOCIATES  INC 


trading  partners. 

The  Adminis- 
tration, with  busi- 
ness support,  is  pushing  Con- 
gress to  continue  China's  mfn 
status,  arguing  that  revoking 
that  would  make  Washington 
lose  whatever  leverage  it  has 
over  Beijing's  policies.  But 
opponents,  many  of  them  Re- 


publicans, believe  that  g 
China  mfn  privileges  w 
reward  it  for  bad  beha 
Clintonites  concede  th( 
unhappy  about  China's  b 
ers  to  imports  and  its  hu 
——^•^^  rights  record 
One  com 
mise  would  I  | 1 
tie  China's  f 
ing  status 
its  meeting 
or   more  co] 
tions.  Asked  j 
be  I 
most  impori 
condition,  tl 
polled  favf 
forcing  China  to  open 
markets  (31%),  improve 
man  rights  (27%),  and  1] 
weapons  proliferation  (1 
Just   20%    thought  t: 
should  be  no  conditions 
posed  on  China 


I 

!•  i 
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THE  BIG  PICTURE 


MORE  SHOP  TIL  THEY  DROP 

Retail  sales  at  U.S.  malls  rose  a  healthy  2.9%  in  1996,  ujij 
from  1995's  anemic  0.5%.  But  not  everyone  was  a  winner 
Menswear  boosted  apparel  sales,  but  heavy  competition; 
took  a  toll  on  home  furnishers. 


APPAREL  &  ACCESSORIES 

JEWELRY.  BOOKS,  STATIONERY, 
SPORTING  GOODS 
FOOD  SERVICE 


SALES  PER 
SQUARE  FOOT 


PERCENT  CHANGE 
FROM  1995 


FROM  A  SURVFY  Of  OVER  SOU 
REGIONAL  MALLS  IN  THE  U  S 


SUPERMARKETS 


FURNISHINGS 
MALL 

ENTERTAINMENT 

-4      -2       0       2  4 
DATA-  INTERNATIONAL  COUNCIL  OF  SHOPPING  CENTERS 


FOOTNOTES  Region  with  biggest  rise  in  cigarette  sales,  1992-96:  China,  +41  %;  biggest  decline:  Australia-New  Zealand,  -1 1 


How  many  companies  can  say 
they  started  the  portable  revolution? 

How  many  companies  have  shaped  the 
technology  to  its  present  state? 


How  many  companies  are 
redefining  it  right  now? 


SATELLITE  PRO " 

With  MMX  technology,  advanced 
multimedia  and  FastScan"  High  Contrast 
Display  at  a  very  affordable  price,  the 
new  Satellite  Pro  Series  is  redefining 
the  concept  of  value. 


LIBRETTO® 

Introducing  Libretto  50CT,  a  fully 
compatible,  Pentium  processor-based 

computer  that  runs  Windows"  95 
and  fits  perfectly  in  the  palm  of  your 
hand.  At  1.85  lbs.,  Libretto  50CT 
launches  a  brand  new  category. 
We  call  it  the  mini-notebook. 


-  '  :  /  - 


300CT 


For  moif?  inic-rnston  call  1-800-457-7777,  or  visit  http://corr.puters.toshiba.com 


9/1997.  Toshiba  America  Information  Systems,  Inc.  All  specifications  and  availability  are  subject  to  change.  All  products  indicated  by  trademark  symbols  are  trademarked  and/ or  registered  by  their  respective  compai 
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Just  One. 


Always  Lead.™  Two  words  that  say  more  than  an  entire  mission 
statement.  At  Toshiba,  leadership  is  our  center  of  gravity.  Our 
day-to-day  activities  revolve  around  it.  Since  the  beginnmg-when  we 
put  our  name  on  the  first  commercially  successful  notebook 
computer-Toshiba  has  been  consistently  raising  the  standards  by 
which  portable  performance  is  measured.  It's  progression,  sure, 
but  not  simply  for  progression's  sake.  We  listen.  Before  we  build 
anything.  And  every  innovation  we  send  out  the  door  is  designed 
to  run  just  ahead  of  your  expectations.  Even  if  your  expectations 
include  the  complete  reinvention  of  portable  computing.  Which, 
incidentally,  is  exactly  what  we've  just  done.  And  then  some.  Packed 
with  powerful  technology  and  backed  by  Toshiba's  first-class  service 
and  support,  these  new  notebooks  are  redefining  power,  value  and 
ultraportability.  We've  even  gone  beyond  the  drawing  board  to 
unveil  an  entirely  new  category,  the  mini-notebook,  that  brings 
world-class  processing  to  the  tiniest  of  places.  So  with  the  next 
generation  of  tools  at  hand,  we  invite  you  to  start  your  own  revolution. 
Like  turning  your  mission  statement  into  a  list  of  achievements. 
With  a  single  objective,  of  course.  Always  Lead. 


In  Touch  with  Tomorrow 

TOSHIBA 
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ARE  INSURERS  COVERED 

FOR  CATASTROPHE?  

Tim  Smart  could  not  have  been  more 
correct  in  his  assessment  of  the  insur- 
ance marketplace  in  the  weeks  and 
months  after  Hurricane  Andrew.  The 
mejiasturm  showed  insurers  all  too 
clearly  the  potential  for  physical  and 
fiscal  devastation.  It  is  incorrect  to  sug- 
gest, however,  that  insurers  left  them- 
selves vulnerable  to  incidents  of  lesser 
magnitude  ("Small  storms  may  do  the 
biggest  damage,"  Finance,  May  12). 

Allstate  is  in  the  business  of  taking 
on  risk  from  its  customers:  That  is  the 
fundamental  nature  of  insurance.  We 
plan  for  and  price  for  certain  levels  of 
catastrophe  losses  each  year.  Michael 
Frinquelli  contends  that  "it  is  the  $1 
billion  event  that  is  going  to  hurt"  in- 
surers. Our  share  of  a  $1  billion  loss 
would  be  $90  million  to  $200  million, 
depending  on  where  the  event  occurs.  A 
loss  of  this  size  will  not  necessarily  de- 
tract from  this  year's  expected  net  in- 
come, because  it  is  well  within  what 
Allstate  Corp.  plans  for. 

Robert  W.  Gary, 
President 
Allstate  Personal  Lines 
Northbrook,  111. 

THE  CHRISTIAN  COALITION 

BEGS  TO  DIFFER  

Let  me  provide  your  readers  the  facts 
about  the  fair-market  value  rental  of  a 
Christian  Coalition  mailing  list  to  the 
1994  Oliver  North  for  U.  S.  Senate  cam- 
paign in  Virginia  ("A  nice,  nonpartisan 
cause:  Ollie  North,"  Up  Front,  June  16). 

Your  article  says  the  Christian  Coali- 
tion's tax-exempt  status  could  be  af- 
fected by  a  single  list-rental  transaction 
with  a  Senate  campaign.  That  is  totally 
false.  First,  the  rental  took  place  well 
above  fair  market  value,  and  the  list 
was  available  to  North's  opponents.  The 
Coalition  did  not  endorse  any  candidate 
for  the  U.  S.  Senate  in  Virginia  in  1994. 

As  a  grassroots  citizen-action  orga- 
nization, the  Christian  Coalition  is  or- 
ganized under  Section  501(c)(4)  of  the 


W 


Internal  Revenue  Code  of  1954 
such,  it  may — though  it  chooses  not 
engage  in  direct  political  activity  or 
half  of  candidates  with  up  to  49%  c 
income.  Our  contributors  receive  nc 
deduction  for  their  contributions, 
have  the  same  tax-exempt  statu; 
United  We  Stand,  the  Democratic  L 
ership  Council,  and  many  other  pari 
or  issue-advocacy  organizations.  A 
market-value  list  rental  in  no  way 
lates  the  allowable  standard. 

You  lifted  a  quotation  out  of  con 
from  an  interview,  totally  distorting 
meaning  of  my  words.  In  the  interv 
I  said  the  mailing  list  was  not  avail 
for  rental  at  the  time.  Your  repo 
never  asked  if  we  had  ever  rented 
list  in  the  past.  Had  she  done  s 
would  have  gladly  told  her  the  fact 

Our  role  in  the  1994  U.  S.  Senate 
in  Virginia,  as  in  all  of  our  other  ac 
ties,  was  in  full  compliance  with  I 
the  letter  and  spirit  of  the  law. 

Ralph  E.  Reec 
Executive  Dire' 
Christian  Coali 
Chesapeake, 
Editor's  note:  The  item  did  not  say 
the  list  rental  was  the  only  issue  i 
would  jeopardize  the  Coalition's  eff\ 
to  win  a  tax  exemption.  Reed  made 
1995  comment  that  the  list  "is  not  on 
market"  as  part  of  a  lengthy  reports 
a  question  about  how  the  Coalition 
its  start  in  1989. 

MAYBE  WE  SHOULD  JUST 
GIVE  OUR  KIDS  BRAND  NAMES 


Although  it  runs  counter  to  my  1  iGra 
sez-faire  preferences,  I  fear  the  efft  mi 
of  corporate  irresponsibility  on  our 
tion's  youth  ("Confessions  of  a  logo 
diet,"  Marketing,  June  9).  Where  is 
voice  that  challenges  business  to  c 
sider  the  effects  of  "logo-mania" 
young  kids  whose  identities  are  aire; 
as  fragile  as  a  crystal  wineglass?  l  J 
these  business  leaders  not  also  pareri 

What  benefit  is  it  to  our  economy 
teach  our  children  that  to  be  identii 
with  a  product  is  more  important  tl 
the  content  of  their  characters?  0: 
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Dodge  Caravan  Sport  is 
■eally  nimble -thanks  to  a 
sion-tuned,  fully  isolated 
uspension  matched  to 
>"  aluminum  wheels 
specially  designed  tires 


Caravan  Sport. 
For  all  the  racing 


around  you  do. 


A  tight  turning  circle 
makes  parking 
easy. 


Caravan  Sport.  And 
Irand  Caravan  Sport, 
can  see,  they  both  alio 
lenty  of  room  for  fun. 


e  the 
I  Out 
Her 
™out 
\e  trip, 
•m  back 
he  next, 
is  that 
>wn  like 
ig  gear 
it  easy. 


Caravan  Sport's  wide  stance  gives  you  excellent 
stability  and  a  real  car-like  feel  behind  the  wheel. 
And  with  a  coefficient  of  drag  of  just  .36, 
aerodynamics  are  outstanding,  too 


The  standard  3.3 L, 
multi-point  fuel-injected  V-6 
engine  delivers  a  healthy 
158  horsepower.  And  it's 
tuned  to  develop  that  power  at 
speeds  where  you  're  most  likely  to  need  it. 


Grand  Caravan  Sport  is  shown  here  with  an  optional  driver's  side 
sliding  door.  All  models  are  covered  by  our  Customer  One  Care1" 
3 -year  or  36,000-mile  bumper-to-bumper  warranty  and  3/36 
Roadside  Assistance.'  For  still  more  information,  call 
1-800-4-A-DODGE  or  visit  our  Web  site  at  http://www.4adodge.com 

'See  limned  warranty  &  restrictions  at  your  dealer.  Exclude*  nonnul  maintenance  &  wear  items. 


Caravan      The  New  Dodge 


Sometimes  you  have  to  move  fast  to  turn  a  profit.  Or  to 
escape  a  loss. 

That's  why  MSNBC  Business  Video  has  become  the  critical 
tool  for  so  many  decision-makers  in  business,  finance  and 
investment  management. 

It's  the  business  video  service  with  live  audio  and  video 
coverage  of  market-moving  events — as  they  happen. 
Breaking  news.  Federal  Reserve  commentary.  Brokerage 
conferences.  Exclusive  CEO  interviews.  Corporate 
presentations.  Technical  seminars. 

Now  it's  all  on  the  World  Wide  Web,  so  you  can  access  it 
anytime,  anywhere.  Audio  and  Video.  Multimedia. 
Transcripts.  Full  key-word  archival  search,  too. 

Visit  us  on  the  Web  at  www.businessvideo.msnbc.com. 

Now  you  don't  have  to  wait.  


NBC 


(  business  video  > 

Telephone:  1-800-663-4NBC 
E-mail:  inlo@desktop.nbc.com 
www.businessvideo.msnbc.com 
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Business  Week. 

Every  Week. 
And  Save  Off 

The  Newsstand  Price. 

CALL  FOR  DETAILS 
1.800.635.1200 


ANNUA],  SPECIAL  ISSUE 


BusinessWeek 


America's  Top  Performers  '< 


Readers  Report 


how  do  we  benefit  ton,  exhorting  1 
people  to  live  beyond  their  means? 

When  Coca-Cola  Co.  first  put  its* 
logo  on  white  sweatshirts  and  staijti 
selling  them,  I  thought:  They've  go; 
be  out  of  their  minds  if  they  think  ] 
pie  will  actually  pay  for  the  privi, 
of  advertising  for  them.  How  wro 
was,  and  how  sad  I  am. 

John  D.  Trel 
Fargo, 

GIVING  A  GUN  CHAMP 
HER  DUE 


I  would  like  to  set  the  record  str 
("What  do  women  want?  Guns,  actu 
Sports  Business,  June  2).  You  mentio 
that  I  had  won  the  1997  World  Eng; 
Sporting  Clays  Ladies  Champions!; 
That  distinct  honor  belongs  to  my 
friend,  Linda  Joy  of  Arizona.  I  am 
1996  nsca  National  Sporting  Clfl 
Ladies  Champion. 

Lily  M.  £j. 
Lake  Forest.  C;: 


FINDING  US  ONLINE 


SMS 


The  full  text  of  Business  Week,  the  Business  Wee 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 

NiaVen 

Shopping  for  computer  equipment?  Visit  Maven,  o 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 


HOW  TO  REACH  BUSINESSWEEK 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  and 

evening  phone  numbers.  We  reserve  the  right  to  edit 

letters  for  clarity  and  space  and  to  use  them  in  all 

electronic  and  print  editions. 

Mail:  Business  Week,  1221  Avenue  of  the  Americas, 

39th  floor,  New  York,  NY  10020 

Fax:  (212)  512-6458 

Internet:  bwreader@mgh.com 

America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscriptions 

renewals,  changes  or  problems,  and  single  copies. 

Phone:  (800)  635-1200  or  (609)  426-7500 

Fax:  (609)  426-7623. 

Internet:  bwhelp@mcgraw-hill.com 

COPYRIGHT  PERMISSIONS 

Before  quoting  or  reproducing  editorial  material. 
Phone: (212)  512-4801 
Fax:  (212)  512-4938 


Intel  supports  more 
than  just  computer  programs. 


JTEL  YOUNG  SCIENTIST  AWARD 
iren  Mendelson  (Massachusetts)-Physics 
Logan  Kleinwaks  (Virginia)- Physics 
Scott  Sanders  (Florida )-Mathematks 

PINNACLE  AWARDS 
Anne  Jefferson  (Minnesota) 
Logan  Kleinwaks  (Virginia) 
Chi-Fai  Law  (Hawaii) 
Allen  Winn  Yoo  (Hawaii) 
Preston  Wing-Kwong  Ma  (Hawaii) 
Renee  Filion  (Canada) 
Stefane  Filion  (Canada) 

INTEL  BEST  IN  CATEGORY 
Jan  Linkenhoker  (Indiana)- 
Behavioral  and  Social  Sciences 

dam  Matthews  f/Zf/vva/zV-Biochemistry 

iseph  Hastings  (Massachusetts)-Botmy 

Stuart  Ibsen  (Washington)-ChemisXry 

Benjamin  Schmidel  (Hawaii)- 
Computer  Science 

Anne  Jefferson  (Minnesota)- 
Earth  and  Space  Sciences 

'arl  Samuelsson  (5Werfew,)-Engineering 

Vishal  Grover  (Florida)- 
Environmental  Sciences 

Deepta  Atre  (Indiana)-Gtxon\o\ogy 
avesh  Maulik  (New  ForA^-Mathematics 
Jona  Hattangadi  (Florida)- 
Medicine  and  Health 
erri  Moken  (New  Jersey-Microbiology 
Logan  Kleinwaks  (Virginia) -Physics 

Renee  Filion  and  Stefane  Filion 
(Canada)-Team  Projects 

Melissa  Chak  (New  York)-Zoo\ogy 


Congratulations  to  these 
and  all  other  winners  of  the 
1997  Intel  International  Science 
and  Engineering  Fair. 


1 

The  Computer  Inside.' 


Corporation 


14-CA1 


Intersection  of  Hamilton  13  Cowper,  Palo  Alto,  California. 


The  more  employees  who  tele  commit 


There  are  26  million  cars  in  California.  Most  go  to  work  every  day.  But 
what  if  the  people  driving  them  had  ISDN  lines  at  home?  What  if  they 
were  hooked  into  their  company  LAN,  making  real-time  communication 
possible  through  e-mail  and  file-sharing?  They  could  access  data  from  their 
kitchens  as  fast  as  they  can  from  the  office.  Download,  fax  and  talk  on  the 
phone  simultaneously.  In  other  words,  they  could  do  as  much  work  at  home 
as  at  the  office.  Pacific  Bell  can  help  your  company  coordinate  and  implement 
a  remote  access  program,  whether  you  have  10  employees  or  10,000. 
Making  telecommuting  work.  It's  part  of  our  commitment  to  California 
business.  For  a  free  telecommuting  brochure,  call  1-888-327-8725  ext. 250. 


THE  MICROGRAFX 
CHILI  FOR  CHILDREN 
COOK-OFF  IS  MISSING 
ONE  HOT  NAME. 


Inc.       intol  lnturt 

MagaziNJ 


MAGAZINJ 

 ^00" 


MICROCRAFX 


L'Hhtwork5 


YOUR  NAME 
HERE 


YOURS. 


Lotus 


Comdex 


MISSING  & 
EXPLOITED 

'.CHILDREN 


Add  extra  spice  to  this  year's  Micrografx     AVC^OCVAF^-  National  Center  for  Missing  and  txploited 

CttiLi  foft 

Chili  For  Children  Cook-Off  by  adding     CH'(b^^J     Children  —  a  worthy  evening  that  just  so 


your  name  to  a  hot  list  of  sponsors.  Then 
get  ready  for  Las  Vegas,  COMDEX  Fall,  and  the  premier  charity 


happens  to  be  one  sizzling  good  time.  Call  MICROGRAFi 
for  a  sponsor  kit  to  find  out  about  corporate  sponsorships  rangini 


event  of  the  IT  Industry.  It's  the  single-largest  fundraiser  for  The     a  recipe  for  hope    from  $3,500  to  $30,000.  And  show  everyone  your  good  taste 


CALL    KATE    POTTS    AT    (9  7  2)    9  9  4-6  4  1  3    OR    VISIT  WWW.MICROGRAFX.COM/CHIL 

Companies  listed  above  are  1996  Cattle  Baron  sponsors. 
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>R  THE  BEACH-BLANKET 
)OKWORM 


aah,  summer.  The 
rat  race  slows  a 
,  tad — and  that  means 
;  finally  time  to  pe- 
;hose  books  you've 
fieaning  to  read.  But 
were  they  again? 
;o  help  you  recall  is 
ess  week's  annual 
r  paperback  roundup. 
;re  better  to  begin 
vith  a  man  of  vast 
jn?  Martin  Dressier, 
ponymous  hero  of 
;  Milhauser's  Pulitzer 
vinning  novel,  is  an 
can  archetype — one 
in  make  others  want 
ticipate  in  his  fan- 
Martin  Dressier:  The 
an  American  Dreamer 
%e,  $12)  takes  place 
turn  of  the  20th  cen- 
vhen  "on  any  street 
in  America  you 
see  some  ordinary- 
•  citizen  who  was  des- 
,o  invent  a  new  kind 
tie  cap  or  tin  can, 
a  chain  of  five-cent 
, . .  or  open  a  fabulous 

epartment  store  " 

er  works  his  way  up 
ngar-store  clerk  to 
state  mogul,  finally  producing  a 
Dtel,  with  artificial  lakes  and  me- 
al moons,  that's  meant  to  super- 
le  outside  world.  Reviewer  Mary 
found  this  a  "compelling"  story  of 
ultimately  overcome  by  the  cor- 
y  nature  of  his  own  vision, 
tale  of  another  big-time  achiever 
in  paperback.  Buffett:  The  Making 
American  Capitalist  by  Wall  Street 
il  reporter  Roger  Lowenstein 
eday,  $14.95)  devotes  474  pages  to 
•ulously  successful  investor.  While 
t's  childhood,  unorthodox  family 
msehold  contains  both  wife  and 
3s),  and  personality  quirks  are  all 
led,  the  focus  is  on  the  man's  ap- 
i  to  making  money.  Reviewer 
Welles  found  that  although 
istein  "only  gets  so  far  into  Buf- 
jrain,"  the  account  would  "stand 
definitive  biography." 


cross'  Murdoch:  The  Making  of  a  Media 
Empire  (Touchstone,  $16).  It  details  how 
Murdoch  cajoled,  connived,  and  bullied 
his  way  to  ownership  of  many  of  the 
world's  choicest  media  properties,  from 
The  Times  of  London  to  Twentieth  Cen- 
tury Fox.  He  has  regularly  pushed  his 
media  outlets  to  adopt  a  cheesecake- 
plus-violence  formula — winning  ringing 
approval  from  mass  audiences.  And  as 
Murdoch's  embrace  of  pols 
ranging  from  New  York's 
Edward  I.  Koch  to  British 
Prime  Minister  Tony  Blair 
has  shown,  he  is  nothing  if 
not  politically  savvy.  Mark 
Landler,  business  week's 
former  media  editor,  said 
the  book  should  be  "savored 
as  a  chronicle  of  one  man's 
fiery  arc  through  the  media 
firmament." 

Or  maybe  you're  in  the 
mood  for  horror.  A  real-life 
scare  story  can  be  found  in 
Hit  &  Run:  How  Jon  Peters 
and  Peter  Guber  Took  Sony 
for  a  Ride  in  Hollywood 
(Touchstone,  $15)  by  Es- 
quire editor  Nancy  Griffin 
and  Vanity  Fair  winter  Kim 
Masters.  The  authors  tell 
how,  as  co-chairmen  of 
Sony's  Columbia  Pictures 
Entertainment  Inc.,  Guber 


This  year's 
summer 
roundup  runs 
the  gamut 

from  a  "definitive  biography"  of  Warren  Buffett 
to  Wile  E.  Coyote's  lawsuit  against  Acme  Co. 


One  more  market  phenom  is  exam- 
ined in  New  York  Times  reporter  Di- 
ana B.  Henriques'  Fidelity's  World:  The 
Secret  Life  and  Public  Power  of  the  Mu- 
tual Fund  Giant  (Touchstone,  $15).  Here, 
it's  "extensive  reporting  on  the  history 
of  the  mutual-fund  industry  and  the  lax 
regulatory  system"  that  make  the  ac- 
count worth  a  read,  said  reviewer  Ge- 
offrey Smith.  Marring  the  book  are  the 
author's  hostile  tone  and  unsubstantiat- 
ed suggestions  that  the  company  is  out 
of  control.  But  since  it's  the  first  book  of 
any  weight  about  this  behemoth,  whose 
assets  exceed  $500  billion,  readers  will 
find  it  worth  a  look. 

Also  provocative  is  William  Shaw- 


and  Peters  wildly  bid  up  costs — only  to 
produce  such  turkeys  as  Bruce  Willis' 
Hudson  Hawk,  which  alone  lost  $42  mil- 
lion. The  duo  created  an  ocean  of  red 
ink,  in  exchange  for  which  both  enjoyed 
annual  salaries  of  $2.7  million  and  their 
own  corporate  jets.  Griffin  and  Masters 
"skillfully  chronicle  the  lunacy  of  the 
deals,  personalities,  and  excesses  that 
made  up  Sony's  Hollywood  nightmare," 
according  to  reviewer  Ronald  Grover. 

International  affairs  can  be  equally 
unnerving.  In  The  Weight  of  the  Yen: 
How  Denial  Imperils  America's  Future  and 
Ruins  an  Alliance  (Norton,  $13.95),  author 
R.  Taggart  Murphy  looks  at  the  con- 
tentious financial  relations  between  the 
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THERE  WAS, 
IN  FACT, 
A  REASON 
THEY  CALLED  IT 

THE  PERSONAL 
COMPUTER. 


'C1997  Microsoft  Corporation.  All  rights  reserved.  Microsoft.  Where  do  you  want  to  go  today7.  Windows  and  the  Windows  logo  are  registered  trademarks  of  Microsoft  Corporation 


Oh  yeah.  There's  a  person  sitting  in  front  of  it. 

Oftentimes,  that  person  is  a  very  special  person  called  an  employee.  Someone  who  walks 
through  your  doors  in  the  morning  and  back  out  in  the  evening  (sometimes,  very  late  in  the 
evening).  Someone  who  will  rewrite  paragraphs  in  the  shower.  Or  not.  Someone  who  will 
work  through  lunch  to  make  something  just  right.  Or  not.  Someone  who  will  care.  Or  not. 

It  is  people  who  define  business.  It  is  people  who  will  determine  whether  your  company  will 
be  just  good  or  damn  good  or  great.  We  believe  that  given  the  responsibility  and  the  right 
tools,  the  people  who  work  for  you  will  do  extraordinary  things.  For  millions  and  millions  of 
people,  the  right  tool  is  the  computer. 

What  makes  the  computer  personal  is  a  program  called  Microsoft'  Windows  . 

Windows  makes  computing  easier,  so  more  people  can  actually  use  a  PC.  It  is  intuitive  and 
simple  and  familiar,  and  recognizable  from  computer  to  computer,  person  to  person. 

Windows  makes  computing  more  powerful.  More  than  one  hundred  thousand  programs  have 
been  written  for  the  Windows  platform.  So  you  can  type  words  and  calculate  numbers,  create 
presentations  with  animation  and  sound  and  video,  do  3-D  CAD  design,  send  a  message  to 
the  other  side  of  the  office,  send  a  message  to  the  other  side  of  the  world,  manage  inventory 
and  payroll,  draw,  find  things  on  the  Internet,  create  your  own  intranet,  build  a  database, 
manage  projects,  hold  iive  video  meetings  on  screen  and  check  your  spelling. 

And  Windows  makes  computing  travel.  You  can  take  your  powerful  programs,  travel  3,000 
miles,  use  them,  plug  your  notebook  computer  into  a  phone  jack  and  work  as  if  you  were 
sitting  at  your  desk. 

Windows  makes  the  computer  a  tool  your  people  can  use.  And  it  is,  when  all  is  said  and 
done,  your  people  who  are  going  to  make  the  difference. 


Where  do  you  want  to  go  today?  www.microsoft.com/windows/ 


Books 


First, 

we  captured 
the  number  one 
position 
in  copiers. 


15  years  running 


'I 


U.  S.  and  Japan.  The  veteran  Tokyo- 
based  investment  banker  says  that  the 
Japanese  amass  and  deploy  their  cash  to 
achieve  one  goal  at  the  expense  of  all 
others:  domination  of  world  markets. 
His  is  "an  engaging  and  witty  analysis 
of  the  forces  that  have  permitted  Japan 
to  pile  up  cash  and  the  policy  blunders 
that  have  kept  U.  S.  Presidents  from 
Nixon  to  Clinton  in  denial"  about  the 
challenge  these  forces  pose,  said  re- 
viewer William  Glasgall. 

And  there's  the  ever-mysterious 
Middle  East.  Judith 
Miller's  God  Has 
Ninety-Nine  Names: 
Reporting  from  a 
Militant  Middle  East 
(Touchstone,  $15)  * 
throws  light  on 
the  Islamic  funda- 
mentalists who  are 
bidding  for  power 
across  the  region — 
and  on  the  forces  oppos 
ing  them.  Miller,  a  Neu 
York  Times  correspon- 
dent, offers  a  panoply 
of  tales,  from  the  bruta 
to  the  brutally  amusing. 
Most  important  is  her 
description  of  the  di- 
versity within  militant 
Islam,  "as  distinct  from 
country  to  country  as 
Catholicism  is  in 
France,  Italy,  Brazil,  and  America,"  she 
says.  Reviewer  Stanley  Reed  found  the 
volume  "a  chilling  survey  of  the  well- 
springs  of  hate  and  violence  in  the  re- 
gion." 

But  what  could  be  more  mysterious 
than  the  economy?  It's  no  wonder  many 
are  befuddled,  says  Massachusetts  In- 
stitute of  Technology  economist  Lester 
C.  Thurow:  The  global  economy  is  rife 
with  contradictions.  For  example,  "cap- 
italism will  succeed  or  fail  based  on  the 
investments  it  makes,  yet  it  preaches  a 
theology  of  consumption,"  he  writes  in 
The  Future  of  Capitalism:  How  Today's 
Economic  Forces  Shape  Tomorrow's  World 
(Penguin,  $13.95).  With  no  guiding  ide- 
ology other  than  greed,  the  system  may 
slowly  undermine  itself,  the  author  con- 
cludes. Although  short  on  solutions, 
Thurow  "makes  a  convincing  case  that 
the  marketplace  lacks  the  magic  to  save 
the  world  from  deep  trouble,"  said  re- 
viewer Stephen  Baker. 

Among  the  factors  contributing  to  in- 
stability is  growing  inequality.  But  just 
why  are  some  executives  able  to  com- 
mand so  much  money?  Today,  if  you're 
not  No.  1,  you're  nothing,  say  the  au- 
thors of  The  Winner- Take-All  Society 


-Jl, 


(Penguin,  $12.95).  Robert  H.  Frank 
Philip  J.  Cook,  professors  of  econo: 
and  public  policy,  respectively,  at  Co: 
and  Duke  Universities,  find  that 
ner-take-all  markets  have  proliferati 
in  such  fields  as  law,  journalism, 
suiting,  and  even  academe — with 
replacement  of  regional  markets 
global  ones  and  the  intensificatio: 
corporate  competition.  What's  m 
they  say,  much  of  the  rivalry  for 
top  prizes  is  both  costly  and  soc; 

unproductive.  "Frank 
Cook     break  I 
ground  by  linking 
win-at-all-costs  n 
tality  to  econo 
and  cultural  p] 
lems,"  found 
viewer  Kathl 
Madigan. 

Then  the 
the  murky  b 
ness  of  U.  S.  r. 
tics.    With  Wl 
House  troubles — incl 


Miller's  tome  on 
Islamic  fundamentalis 
illing  survey  of  the 
ings  of  hate  and  violenci 


ing  Whitewater— going  on  and  on, 
easy  to  forget  how  it  all  started.  Jail 
B.  Stewart's  Blood  Sport:  The  Presici 
and  His  Adversaries  (Touchstone,  $ 
provides  a  clear  explication  of  the 
sues,  while  probing  such  related  n 
ters  as  Hillary  Rodham  Clinton's 
crative     commodity  trades, 
President's  alleged  sexual  dallian< 
and  the  White  House  staff's  attemi 
at  damage  control.  Both  the  book,  f§ 
published  in  March,  1996,  and  a  newB 
terword  find  the  Clintons  guiltyl 
"reckless"  investment  practices  wll 
adding  that  "nothing  in  the  Clintol 
past,  on  its  face,  seems  to  explain  w 
pattern  of  evasions,  half-truths,  £§ 
misstatements  that  have  characterisl 
thefir]  handling  of  the  story. . . ."  ll 
viewer  Dean  Foust  found  the  "eviB 
handed"  account  performed  "yeorrl 
service"  for  those  seeking  to  si 
through  the  Whitewater  mist. 

Politics  buffs  will  also  apprecitf 
Jesse:  The  Life  and  Pilgrimage  of  Jee 
Jackson  (Random  House,  $16)  by  h 
mer  ABC  News  Nightline  correspond^ 
Marshall  Frady.  Frady  is  a  marvelouiji 
sometimes  overexuberant  writer.  ll 
book  project,  he  says,  thrust  him  int(9 
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In  High  School  We  Called  Them 

Nerds. 


Now  We  Call  Them 


Millionaires. 


Silicon  Valley  has  changed  a  lot  in  40  years. 
In  a  special  double  issue  of  Business  Week, 
the  world  will  learn  just  how  much. 

Silicon  Valley  has  been  transformed.  It  has  also  transformed  the  world 
around  it,  technologically  and  culturally.  In  its  award-winning,  analytical 
style,  Business  Week  will  examine  the  phenomenon  that  is  Silicon  Valley 
and  the  impact  it's  had  on  how  the  business  world  does  business. 

Recently  named  one  of  the  10  "Hottest  IT  Media"  by  Marketing 
Computers  magazine,  Business  Week  turns  up  the  heat  with  this 
Silicon  Valley  special  report.  To  be  a  part  of  the  sizzle,  call  Bill  Kupper, 
212-512-6945,  or  e-mail  adsales@businessweek.com. 


BusinessWeek 


A  special  report  on 
Silicon  Valley 
appearing  in 
a  double  issue  of 
Business  Week 

Issue  Date: 

August  18,  1997/ 
August  25,  1997 

On-sale  Date: 

August  8,  1997 

Ad  Closing: 

July  21,  1997 


Beyond  news.  Intelligence. 
www.businessweek.com 


Next, 
we  became 
number  one  in 
laser  color. 


Books 


six-year  "migratory,  open-ended  t 
nament  of  talking"  centered  on  a 
with  "both  a  magnificence  of  spirit 
an  appalling  crassness."  Frady  care: 
chronicles  Jackson's  development,  i 
his  illegitimate  birth  in  Greenville,  £ 
through  the  civil-rights,  Operation  p 
and  Presidential-campaign  years, 
on  to  his  current  "unfinished  life."  I 
fascinating  biography  of  a  one-of-a 
American. 

Then,  for  a  provocative 
glimpse  into  the  world  A 
of  test  tubes,  try  The 
End  of  Science  (Broad-  ^ 
way  Books,  $15)  by 


D 


15  years  running 


1 1  years  running 


"Magnificence 
of  spirit  and  an 
appalling  crassness"* 
Frady  on  Jesse  Jacks< 

John  Morgan,  a  senior  writer  at  Sc; 
tific  American.  Horgan's  thesis  is  f 
the  big  discoveries  of  science  have  b 
made:  What's  left  is  detail  work  or  s 
that  may  never  be  known.  In  addil 
to  his  musings  on  this  notion,  the  aut 
provides  expositions  of  everything  fi 
superstring  theory  to  Thomas  Kul 
analysis  of  scientific  revolutions.  I 
there  are  fascinating  portraits  of 
scientists,  ranging  from  Francis  Cricl 
Noam  Chomsky.  Reviewer  John  Ca 
found  the  book  "a  compelling  tale," 
though  the  "pessimistic  conclusion  is 
too  sweeping." 

Finally,  for  those  in  need  of  a  si 
mertime  snicker,  there's  Coyote  v.  At 
by  Ian  Frazier  (Noonday,  $10). 
we're  talking  Wile  E.  Coyote,  that 
lentless  cartoon  adversary  of  roadr 
ners — and  victim  of  the  fictional  Ac 
Co.'s  allegedly  faulty  and  imprope 
labeled  products,  including  the  Ac 
Rocket  Sled  and  Acme  Spring-Powei 
Shoes.  Frazier's  book  consists  of  a 
ries  of  humorous,  offbeat  essays.  1 
title  composition,  written  in  the  form 
a  legal  brief,  seeks  redress  for  Mr.  C 
ote,  now  "restricted  in  his  ability 
make  a  living  as  a  predator."  Other 
says  describe  a  bank's  announcenx 
of  an  unusual  cash-reassignment  poli 
a  no-show  jobs  hotline  for  the  w< 
connected,  and  Stalin's  stifled  sense 
humor.  Frazier  has  skewers  to  fit 
comers. 

And  speaking  of  skewers,  let's 
that  charcoal  going! 

COMPILED  BY  HARDY  GRE; 
Green  is  business  week's  Books  ed 
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favorite  channels,  including  The  Disney  Channel,  for  a  low,  low 
S 19. W  a  month  with  no  upfront  annual  programming  costs  At  this 
price,  you'll  save  big  over  cable  and  other  satellite  TV  providers. 

These  programming  savings  over  cable  will  ipiicklv  pay  for  your 
complete  IR  system  for  just  SI1)1)  Then  you  II  continue  to  save  and 
relish  the  most  advanced  satellite  TV  system  available  anywhere, 
with  crystal-clear,  digital  video  and  crisp,  rich  audio  normally 
only  found  on  UK 

We  also  offer  system  upgrades  with  a  I  HP  remote  where  vou 
can  even  operate  your  system  through  walls  and  other  obstruc- 
tions. These  systems  give  you  a  host  of  incredible  features  and  capabilities  cable 
and  other  satellite  TV  systems  can't  begin  to  match.  And  these  advanced  systems  allow  vou 
to  add  a  second,  inexpensive  receiver  so  you  can  watch  different  satellite  IV  channels  on 
separate  TVs  for  a  small  monthly  access  fee 

Premium  movie  services  are  also  available  in  a  multichannel  formal  including 
HBO/HBO  Family  (6  channels),  Cinemax  (3  channels).  Showtime  ( i  channels).  The  Movie 
Channel  (2  channels),  FLLX  and  Sundance  Channel  -  all  ai  incredibly  low  prices! 

So  make  today  your  Independence  Day  from  cable  with  their  constantly  rising 
prices,  poor  picture/sound  quality  and  spotty  service  DISH  Network  is  the  choice 
for  you.  For  more  information  on  how  to  gel  your  DISH  Network  svsiem  and 
programming,  call  today! 


Your  Only  Single  Source  For  Satellite  TVI 

One  Call  Does  It  All!  Call  To  Order: 

1-800-333-DISH 

30-Doy  Moneyback  Guarantee  http.//www  dishnetwork  com 
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THE  BUSINESS  WEEK  BEST-SELLER  LIST 


HARDCOVER  BUSINESS  BOOKS 


IE  DILBERT  FUTURE  by  Scott  Adams  (HarperBusmess  • 
!5)  Prognostication  from  the  prolific  cartoonist. 

ICCESS  IS  A  CHOICE  by  Rick  Pitino  with  Bill  Reynolds 
roadway  •  $25)  Coach  says  work  harder,  harder! 

IE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  PhD, 
d  Wiiliam  D.  Danko,  PhD  (Longstreet  Press  •  $22)  The 
nny-pinchers  shall  inherit  the  earth. 

G  YOUR  WELL  BEFORE  YOU'RE  THIRSTY  by  Harvey 
jckay  (Currency  •  $24.95)  How  to  build  and  maintain  a 
rsonal  network,  by  a  syndicated  columnist. 

!RSONAL  HISTORY  by  Katharine  Graham  (Knopf  •  $29.95) 
e  grande  dame  of  the  Washington  Post  on  journalism, 
siness,  and  her  life. 

OCK  MARKET  MIRACLES  by  Wade  B.  Cook  (Lighthouse 
blishlng  •  $24.95)  Investing  fundamentals,  from 
rtfolio-building  to  stock  selling. 

\LL  STREET  MONEY  MACHINE  by  Wade  B.  Cook 
ghthouse  Publishing  •  $24.95)  Formulas  to  help  you 
ike  it  rich. 

IAINST  THE  GODS  by  Peter  L.  Bernstein  (Wiley  •  $27.95) 
sk  management  in  the  making  of  the  modern  world. 

SIDE  THE  TORNADO  by  Geoffrey  A.  Moore  (HarperBusi- 
ss  •  $25)  Lore  on  marketing  mined  from  Silicon  Valley. 

\RREN  BUFKETT  SPEAKS  by  Janet  Lowe  (Wiley  •  $16.95) 
(ores,  droll  and  otherwise,  from  Omaha's  wealthiest  citizen. 

IE  EDUCATION  OF  A  SPECULATOR  by  Victor  Niederhoffer 
i ley  •  $29.95)  A  futures  trader's  insights  on  markets, 
jsic,  and  mastery  of  your  opponents. 

LLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $15) 
collection  of  bite-size  lessons  on  marketing. 

IE  PRINCESSA  by  Harriet  Rubin  (Currency  •  $22)  New 
'es  for  successful  women,  demonstrated  by  heroines  past 
d  present. 

JLY  THE  PARANOID  SURVIVE  by  Andrew  S.  Grove 
urrency  •  $27.50)  Intel's  CEO  tells  how  to  turn  crises  into 
iments  of  opportunity. 

ADING  CHANGE  by  John  P.  Kotter  (Harvard  Business 
hool*  $24.95)  Shaking  up  the  organization,  by  a  Harvard 
school  prof. 


PAPERBACK  BUSINESS  BOOKS 


1  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $12)  Habitually  popular. 

2  THE  DILBERT  PRINCIPLE  by  Scott  Adams  (HarperBusmess  • 
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enduring  job-search  bible — with  a  new  resource  guide. 

6  BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMENT 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman 
(Barron's  •  $1 1.95)  What  is  an  oligopsony  anyway? 

7  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $11.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

8  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tom 
Gardner  (Fireside  •  $12)  The  online  investment  duo  puts  it 
on  paper. 
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/W^'H.ffT'M  Accour|ts  of  the  future  tend  toward  ox- 
XUMMJutSm  tremes.  Tomorrow's  society,  we've  been 
Mil  be  either  wonderful  or  appalling — the  cooperative 
inwealth  or  the  dystopia  of  Big  Brother.  Scott  Adams, 

foresees  little  change:  Future  generations,  he  says,  will 
ry  bit  as  selfish  and  silly  as  those  of  the  present. 
'he  Dilbert  Future,  the  No.  1  hardback  on  this  month's 
;s  week  Best-Seller  List,  Adams  offers  65  predictions. 

adults  will  accelerate  the  practice  of  brainwashing 
n  so  they'll  be  nice  to  us  while  we  plunder  their  plan- 
says.  The  most  important  career  skill  will  be  a  lack  of 
The  media  will  kill  famous  people  in  order  to  generate 
But  some  things  won't  change:  Stupidity  and  horniness 


will  remain  among  the  immutable  laws  of  human  nature. 

With  a  pile  of  previous  books,  Adams  may  be  forgiven  if  his 
creative  inkwell  seems  to  be  low  on  fluid.  The  current  volume, 
incorporating  material  that  first  appeared  in  Windows  magazine, 
is  80  pages  shorter  than  the  author's  first  business  book,  The 
Dilbert  Principle.  Even  so,  Adams  can  be  as  caustic  as  ever. 
More  and  more  companies  of  tomorrow,  he  says,  will  be 
"confusopolies"  that  foster  public  befuddlement  to  avoid 
competition  between  their  indistinguishable  products.  Exam- 
ples: phone  service  and  banking.  And  what  about  cartooning? 
No  chance  for  competition  there — Adams'  books  will  have  tak- 
en over  all  the  bookstore  shelf  space. 
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When  it  comes 
to  digital  office  solutions, 
we're  going  one  better. 


Users 


processes  right  on  your  network.  By  empowering 
your  people  with  the  ability  to  print,  copy,  fax,  store 
and  scan  directly  from  their  desktops.  It's  the  work- 
place of  tomorrow.  And  Canon  can  deliver  it  today. 

So  whatever  the  future  brings,  we'll  be  there 
for  you.  Because  at  Canon,  being  your  number  one 
source  for  office  solutions  has  always  been  our 
number  one  priority.  For  more  information, 
call  1-800-OK-CANON  anytime  Or  visit  us  on  the 
Web  at  www.usa.canon.com 


Sources: 

International  Data  Corporation,  March  1997 

Dataquest  A  Gartner  Group  Company 

International  Data  Corporation/LINK  Resources.  1997 

©  1997  Canon  U  S  A  ,  Inc 


you  to  digital  technology. 
For  years,  Canon  has  been  number  one  in 
copier,  fax  and  color  solutions.  A  fact  that  makes 
us  extremely  proud.  But  what  you  may  not  know 
is  that  we  are  number  one  in  digital  office 
solutions  as  well. 

How  did  we  achieve  this  position7  By  creating 
visionary  ways  to  meet  your  company's  document 
management  needs.  By  offering  your  business 
integrated  digital  systems  that  put  critical  document 
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[E  SKINNY  ON 
ELTE  SCREENS 


:omputer 
lys  are  getting 
r  on  the  eyes — 
n  the  pocket 

"y  first  personal  com- 
puter, an  Apple  II+, 
.used  a  television  set 
display.  Nearly  two 
3  later,  nearly  all  desk- 
nputers  still  use  the 
3rt  of  cathode-ray-tube 
nonitors.  Heavy  and 
hough  they  are,  these 
d  TVs  are  bright,  crisp, 
latively  cheap.  But  a 
of  new  products 
strate  that  bet- 
d  cheaper  flat- 
displays  could 
lake  computers 
Iky. 

writing  this  us- 

new  Compaq 
ter  TFT500  flat- 
lisplay.  Its  true 
screen  has 
)0%  of  the  view- 
3a  of  the  17-in. 
.  replaced.  At 

compared  with 
id  up  for  a  good 
he  TFT500  is  a 

item.  A  year 
would  have  cost 
:  twice  as  much. 
;chnologies  and  Pana- 
iffer  14-in.  models  for 

$2,700,  and  prices 
all  by  half  again  over 
xt  year.  And  if  you 
,  flat  panel  on  a  tight 
,  Monorail  is  using  less 
flat  panels  on  its  en- 
el  computers. 

FOOTPRINT.  One  of 
advantages  of  even  the 
;ly  bright  flat  displays, 
generally  use  some- 
called  active-matrix 
logy  (table),  is  that 
re  dimmer  than  CRTs. 


But  on  the  tft.500,  I  had  to 
turn  down  the  brightness  and 
contrast  to  work  comfortably. 
Thanks  to  improvements  in 
such  things  as  backlighting 
and  pigments,  the  active-ma- 
trix screen  is  perfectly  flat, 
flicker-free,  and  can  be 
viewed  at  wide  angles. 

The  biggest  plus  for  flat- 
panel  displays  is  their  light 
weight  and  small  footprint. 
The  20-pound  Compaq  is  just 
9  in.  deep.  Compaq's  initial 
target  market  is  financial 
trading  rooms,  where  the 
need  for  multiple  monitors 


COMPAQ'S  TFT500:  Flicker-free 


I  used 
166LS, 


Display  Choices 


active  matrix  Also  known  as  thin 
film  transistor  or  TFT,  these  are  the 

brightest,  but  also  the  most  expensive.     pie  0f  years,  new  tech- 


puts  a  premium  on  desk 

space. 

Even  the  best  liquid-crys- 
tal displays  have  their  draw- 
backs. LCDs  don't  show  rapid- 
ly changing  images  very  well, 
for  example.  This  isn't  a 
problem  in  most  business  ap- 
plications but  can  create 
jerky  displays  and  ghost  im- 
ages in  movies  and  games. 

The  small  problems 
of  the  best  lcds  be- 
come much  worse  in 
the  less  expensive 
models.  Monorail  of- 
fers flat-panel  displays 
in  systems  starting  at 
$799.  That's  less  than 
the  manufacturer's 
cost  of  a  good  laptop 
display — and  it  shows, 
the  $1,499  Monorail 
which  uses  a  166-megahertz 
AMD  K5  processor  and  a  12.1- 
in.  display  in  an  attractive 
package. 

DISAPPOINTING.  Problem  is, 
that  display  uses  the  rela- 
tively dim  passive-matrix  ap- 
proach and  is  mediocre  even 
for  passive-matrix.  I  also 
found  that  it  suffered  from 
severe  ghosting.  Unless  I 
moved  my  mouse  very  slowly 
my  cursor  disappeared.  The 
Monorail  might  be  a  good, 
low-cost  machine  for  a  crowd- 
ed dorm  room,  but  I  think 
most  home  users  would  find 
it  disappointing. 

Still  the  future  is  bright 
for  flat  panels.  A  passive-ma- 
trix technology  now  showing 
up  could  produce  screens  that 
approach  active  matrix  in 
brightness  and  speed  but  at 
much  lower  prices. 

And  on  the  high  end, 
NEC  will  soon  introduce 
a  workstation-class 
20.1-in.  screen  at 
$8,000.  In  the  next  cou- 


BULLETIN  BOARD 


DESTINATIONS 
HISTORIC  PANORAMAS 

Before  photography  became 
widely  available  in  the  late 
19th  century,  panoramic 
maps  were  developed  to  show 
the  attractions  of  cities. 
(Bathhouse  Row  in  Hot 


PASSIVE  MATRIX  Technically 
known  as  dual  scan  twisted  nematic 
or  DSTN,  these  can  be  hard  to  see 
when  not  viewed  head-on.  Videos  leave 
"ghosts"  on  the  screen. 

ENHANCED  PASSIVE  MATRIX 

Also  called  High  Contrast  Addressable, 
this  new  type  promises  many  of  TFT's 
advantages  at  a  much  lower  cost. 


nologies,  notably  plas- 
ma discharge,  could 
give  us  really  big  flat 
displays  for  desktops  or 
home  theaters.  For 
now,  the  CRT  remains 
the  most  cost-effective 
choice,  but  its  long 
dominance  may  be 
coming  to  an  end. 


Springs,  Ark.,  in  1888  is 
shown  here.)  The  Library  of 
Congress  has  been  converting 
its  collection  of  panoramic 
maps  to  electronic  form  and 
has  made  a  selection  avail- 
able on  the  World  Wide  Web  at 
www.loc.gov.  The  initial  batch 
comprises  26  maps  for  five 
states,  most  in  the  West,  and 
others  will  be  added  to  the 
collection  within  months.  The 
software  on  the  site  enables 
you  to  start  by  viewing  the 
entire  panorama,  then  zoom 
in  on  particular  sections. 

MULTIMEDIA 
LIFE'S  ORIGINS  ON  CD 

No  researcher  working  at  the 
frontiers  of  science  has  cap- 
tured the  popular  imagination 
like  Cambridge  University 
physicist  Stephen  W.  Hawking. 
MetaCreations  (805  566- 
6200)  has  taken  a  Hawking 
lecture  on  the  origin  of  life  in 
the  universe  and  converted  it 
into  a  multimedia  cd-rom  for 
Mac  and  Windows.  In  addition 
to  Hawking's  talk,  the  disk 
contains  articles  by  other  sci- 
entists, including  Harvard 
paleontologist  Stephen  J. 
Gould;  an  extensive  glossary, 
and  a  collection  of  mini- 
lessons  on  the  science  sur- 
rounding life's  origin. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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NOW  THAT  THE  PENTIUM  II  PROCESSOR  AND  WINDOWS 


)N  BOARD 


gh  1  v  -  trained  experts  in  Intel  arc  li  i  t  e  c  I  n  re  and  \\  i  n  d  <i  w  s  - 1>  a  s  e  d  enterprise  solutions, 
bridges  the  gap  between  the  promise  id  lower  TCO  and  its  payoff.  To  learn  more  about 
"s  fully  integrated  professional  technology  services. 
30-994-2345.  or  visit  our  website  at  www.vanstar.com. 
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Economic  Viewpoint 


BY  PAUL  CRAIG  ROBERTS 


THE  GOP  SHOULD  PASS 

A  REAL  TAX  BILL-OR  NONE  AT  ALL 


FUTILE: 

Why  push 
through 
minuscule 
cuts  when 
Republicans 
will  be 
attacked 
anyway  for 
catering  to 
the  rich? 


Paul  Craig  Roberts  is  John  M.  Olm 
Fellow  at  the  Institute  for  Political 
Economy  in  Washington,  D.C.,  and 
Research  Fellow  at  The  Independent 
Institute  in  Oakland,  Calif. 


Republican  Representative  Bill  Archer 
is  a  bold  thinker  who  wants  to  abol- 
ish the  income  tax.  He  must  be  feel- 
ing very  unhappy  with  his  "powerful"  posi- 
tion as  chairman  of  the  House  Ways  & 
Means  Committee.  Caught  between  spend- 
ing-crazed  Democrats  and  austere  balanced- 
budget  Republicans,  the  tax  bill  he  has  been 
permitted  to  assemble  is  noteworthy  only 
for  its  insignificance. 

Archer's  bill  offers  a  net  tax  cut  of  $85 
billion  spread  over  five  years.  To  put  this  in 
perspective,  by  the  end  of  this  year,  the  U.  S. 
gross  domestic  product  will  be  in  the  vicinity 
of  $8  trillion.  Let's  assume  no  growth  in  the 
economy  and  just  add  up  the  five-year  gdp, 
for  a  total  $40  trillion.  Then  divide  the  $85  bil- 
lion tax  cut  by  $40  trillion.  The  result?  The 
tax-cut  comes  to  0.2%,  which  can  have  no 
appreciable  impact  on  the  economy. 

The  largest  chunk  (84%)  of  the  cut  is  a 
$71  billion  child  tax  credit  that  permits  fami- 
lies with  incomes  below  $110,000  to  take  a 
$400-per-child  credit  beginning  in  the  1998 
tax  year,  rising  to  $500  in  2000.  Converting 
this  into  a  dollar  equivalent  reduction  in  per- 
sonal income  tax  rates  gives  another  mea- 
sure of  the  bill's  insignificance.  A  $71  billion 
reduction  in  personal  income  tax  receipts  over 
the  next  five  years  would  equal  about  a  2% 
cut,  permitting  the  15%  bracket  to  fall  to 
14.7%,  the  28%  bracket  to  fall  to  27.5%,  the 
39.6%  bracket  to  fall  to  38.8%. 
CLASS  WARFARE.  But  this  statistically  in- 
significant tax  cut  is  all  it  takes  to  ignite 
class  warfare  rhetoric.  Treasury  Secretary 
Robert  E.  Rubin  criticized  the  tax  cut — 84% 
of  which  is  unavailable  to  "the  rich"  from  the 
start — for  moving  "the  tax  benefit  away  from 
the  less  well-off  toward  higher-income  people." 
Representative  Charles  B.  Rangel  (D-N.  Y.) 
immediately  damned  the  proposal  as  a  boon- 
doggle for  the  rich.  House  Minority  Leader 
Richard  A.  Gephardt  (D-Mo.)  blasted  the  bill 
for  its  lack  of  "common  fairness." 

What  the  Democrats  mean  by  a  "fait "  tax 
bill  is  one  whose  every  penny  goes  to  the 
poor.  Never  mind  that  the  poor  get  their 
handouts  on  the  appropriations  side  of  the 
budget  through  spending  programs  that  com- 
prise the  "social  safety  net."  The  Democrats 
won't  be  happy  unless  Archer's  bill  becomes 
an  $85  billion  refundable  "earned  income"  tax 
credit  for  the  poor — that  is,  a  tax  refund  to 
people  who  don't  pay  taxes. 


The  entire  tax  bill  has  just  two  featB 
that  have  some  minor  benefit  for  "the  rfl 
One  is  an  increase  in  the  estate  exemn 
from  the  inheritance  tax  from  $600,00| 
$1  million,  and  the  other  is  a  reduction  inffi 
capital-gains  tax  rate.  Very  few  rich  I 
pie's  estates  are  as  small  as  $1  million.  Mi 
over,  the  increase  in  the  exemption  is  phB 
in  over  17  years,  making  it  meaningB 
Supposedly,  the  exemption  is  to  help  farrJB 
retain  businesses  and  farms  that  wj 
otherwise  have  to  be  sold  or  leveraged  • 
debt  to  pay  inheritance  taxes.  However,! 
$3  billion  reduction  in  estate  taxes  overl 
years  is  only  5%  of  estate  tax  revenue,  i 
FALSE  CHARGE.  Capital  gains  would  be  tfi 
at  10%  for  those  with  annua!  incomes  h 
$41,000  and  at  20%  for  everyone  else, 
explicit  introduction  of  progressive  rates 
capital  gains  is  the  gop's  answer  to  the  Dt 
crats'  false  charge  that  "only  the  rich  1 
capital  gains."  This  canard,  a  mainsta; 
class-warfare  propaganda,  was  created  bj 
flating  the  "rich"  category  with  the  one-t 
gains  of  people  with  modest  incomes  who 
a  family  farm  or  business.  The  year  the  \ 
is  realized,  the  taxpayer  is  "rich,"  but  it  is 
ferent  taxpayers  every  year  reporting  tl 
gains,  not  a  fixed  group.  A  Congressii 
Budget  Office  study  gives  a  truer  pict 
Two-thirds  of  the  people  reporting  cap 
gains  have  incomes  under  $50,000. 

Unless  Republicans  are  prepared  to  t 
the  knife  to  estate  taxes  and  capital  gs 
they  should  leave  them  alone.  Paltry  < 
produce  just  as  much  outcry  against  "the 
ty  of  the  rich"  as  substantial  cuts,  and 
tiny  gain  is  not  worth  the  cost. 

If  Republicans  were  capable  of  leaders 
they  would  jettison  provisions  that  vio 
equal  protection  instead  of  adding  unec 
treatment  to  the  tax  code.  The  16th  Amc 
ment  to  the  Constitution,  which  permits  an 
come  tax,  does  not  repeal  the  Constitu) 
itself,  which  requires  equal  treatment  fi 
the  law.  It  is  just  as  unconstitutional  to  s 
ject  people  to  different  treatment  according 
income  class  as  it  is  to  subject  them  to 
ferent  treatment  according  to  race  and  gen 
or  family  class  lineage.  As  Justice  John  IV 
shall  Harlan  said  in  1896,  our  Constitut 
"neither  knows  nor  tolerates  classes  am 

citizens  All  citizens  are  equal  before 

law."  Our  income  tax  caste  system  stand 
defiance  of  our  Constitution. 
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Tortellini  from  Bologna.  Barolo  from 
Piemonte.  Magnifica  from  Alitalia. 


Introducing  Magnifica  Class  from  Alitalia.  A  new  class 
f  service  that  encompasses  the  very  best  of  Italy.  The 
nest  foods  from  our  land  and  our  seas.  The  finest  wines 
om  our  vines.  The  warmth  and  care  of  a  people  who 
ave  turned  living  into  an  art  form. 

Every  detail  in  Magnifica  is  first  class,  from  our  luxu- 
ious  electronically  controlled  seats,  to  our  award-winning. 


five-star  meals,  presented  by  attendants  outfitted  exclusively 
by  Armani.  And  when  you  arrive,  a  driver  will  be  waiting 
to  whisk  you  to  your  final  destination  in  Rome  or  Milan. 

Best  of  all,  you  can  fly  Magnifica  to  Italy  for  the  price 
of  a  business  class  ticket.  For  more  information  on  this 
outstanding  new  service,  call  Alitalia  at  1-800-223-5730. 
MAGNIFICA  CLASS. THE  BEST  OF  ITALY.       V.     S  « 


Italia  pai  Kcipates  in  the  frequent  flier  pr  ograms  of  Continental  and  US  Airways.  Newark  flights  operated  in  partnership  with  Continental  .Airline,  and  feature  Business!  11  si  "'  m  h  ice 
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Price  Sales  and  Availability  in  Outlets 
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o  out  into  the  world  every  day,  your  words  and  figures  and  e-mails.  Introduce  them  to  new 
3ft"  Office  97,  and  you  can  send  them  out  with  just  that  much  more  confident  panache.  First  of  all, 
97  makes  it  easier  to  control  the  way  text,  shapes  and  even  formats  look  with  Offic  Art.  You  can 
'our  point  clearly  and  persuasively  with  the  three  new  kinds  of  charts  in  I:  the  exquisite 

hin-a-pie  chart,  the  poignant  conical  chart  and  the  lyrical  bubble  chart.  Or  draw  freestyle  tables  in 
srasing  lines  and  stretching  boxes  as  you  go.  Or  animate  your  Powe    pint  presentation,  using  new 
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Economic  Trends 


BY  GENE  KORETZ 

AMERICA'S  EDGE 
IN  WAGES 

Currency  shifts  make  a  difference 

To  many  observers,  much  of  the  cred- 
it for  America's  competitiveness  in 
overseas  markets  in  the  1990s  belongs 
to  U.  S.  manufacturers,  who  have  led  the 
way  in  restructuring  and  downsizing  to 
optimize  output  per  worker.  According 
to  a  new  Labor  Dept.  study  of  interna- 
tional labor  cost  trends,  however,  pro- 
ductivity gains  are  only  part  of  the  stoiy. 
Far  more  important  have  been  wage  re- 
straint and  the  impact  of  shifting  ex- 
change rates  on  foreign  labor  costs. 

In  the  study,  economists  Christopher 
Sparks  and  Mary  Greiner  report  that 
U.  S.  factory  productivity  rose  4.1%  and 
3.4%  in  1994  and  1995,  respectively.  But 
the  average  annual  gain  from  1990  to 
1995  came  to  a  more  moderate  2.3%,  less 
than  the  advances  achieved  by  Germany, 
France,  Italy,  and  Britain  (chart). 

Helped  by  moderate  wage  growth, 
U.  S.  unit  labor  costs — which  reflect  both 

HOW  THE  U.S.  STACKS 
UP  IN  PRODUCTIVITY 
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productivity  and  compensation — rose  just 
1.4%  a  year  over  the  five-year  period. 
Although  hourly  compensation  rose  a  bit 
faster  in  Germany  and  Japan,  the  in- 
creases were  magnified  by  their  appreci- 
ating currencies,  which  caused  their  unit 
labor  costs  in  dollar  terms  to  explode  by 
5.9%  and  10.9%  a  year,  respectively. 

Indeed,  looking  at  the  past  quarter 
of  a  century,  the  authors  observe  that 
U.  S.  competitiveness  has  been  critical- 
ly affected  by  the  dollar's  gyrations — 
particularly  its  big  rise  and  subsequent 
plunge  in  the  1980s.  On  a  trade-weight- 
ed basis,  they  find  that  U.  S.  unit  labor 
costs  in  manufacturing  rose  sharply  rel- 
ative to  13  major  competitors  from 
1979  to  1985,  fell  precipitously  from 
1985  to  1990,  and  then  edged  down  at  a 


1.5%  annual  rate  through  1995  (the  last 
year  analyzed). 

In  sum,  the  study  points  to  a  strong 
competitive  position  for  American  manu- 
facturers in  the  years  ahead — barring  a 
far  larger  rise  in  the  dollar  than  the  in- 
crease experienced  over  the  past  year. 


THE  INDEX  THAT 
CRIED  WOLF 

Don't  sweat  slow  vendor  deliveries 

One  of  Alan  Greenspan's  favorite  lead- 
ing indicators  of  inflation  is  the  ven- 
dor performance  index,  based  on  the 
National  Association  of  Purchasing  Man- 
agement's monthly  survey.  Since  the  in- 
dex, which  reflects  the  slowness  of  deliv- 
eries by  vendors,  has  recently  been  at  its 
highest  level  in  two  years,  you  might 
think  an  inflation  alert  is  warranted. 

Think  again,  advises  Maury  N.  Hams 
of  Paine  Webber  Inc.,  who  claims  the  re- 
lationship between  delivery  times  and 
inflation  pressures  has  broken  down.  In 
the  past,  he  notes,  slowing  vendor  de- 
liveries were  highly  correlated  with  pur- 
chasing agents'  reports  of  rising  prices. 
But  recently,  prices  paid  by  purchasing 
executives  have  actually  been  falling  even 
as  delivery  times  slowed. 

The  explanation,  says  Harris,  lies  in 
U.  S.  manufacturers'  growing  dependence 
on  imports  of  industrial  materials  and 
supplies,  which  involve  both  longer  de- 
livery times  and  weak  prices.  At  last 
count,  he  notes,  the  reported  monthly 
level  of  real  imports  of  such  products 
was  the  highest  ever  recorded.  And  in 
recent  months,  prices  of  imported  mate- 
rials and  supplies  dropped  a  total  of  8.7%. 


SCANT  GROWTH 
SCENARIO 


Signs  of  a  stagnant  second  quarter? 

Amid  evidence  of  a  slowing  economy, 
one  Wall  Street  economist  is  slashing 
his  estimate  of  second-quarter  growth  to 
the  bone.  Noting  that  retail  sales  have 
fallen  for  three  months  in  a  row  for  the 
first  time  since  1981,  Stephen  Slifer  of 
Lehman  Brothers  Inc.  predicts  growth 
will  slow  to  a  mere  0.7%  annual  rate. 
His  reasons:  Besides  stagnant  consump- 
tion, he  sees  a  significant  drop  in  inven- 
tory investment  and  a  widening  of  the 
trade  deficit.  The  upshot,  says  Slifer,  is 
that  it  is  "inconceivable  that  the  Fed 
would  decide  to  raise  rates  in  July." 


STANDARDIZED 
EXAMS  GET  AN  1 

They  seem  to  enhance  learning 
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standards  and  state  or  nationwide 
to  assess  student  achievement  in 
subjects?  President  Clinton  and  a  n 
ber  of  governors  are  supporting  l 
idea,  but  the  key  issue  is  whether  i 
exams  really  promote  student  le!  ■ 
ing,  as  proponents  claim. 

To  find  out,  economist  John  Bisho  le  se( 
Cornell  University  recently  looke(  j 
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PASSING  GRADE:  Standard  tests  an\ 
curricula  could  help  U.S.  students 


how  students  from  various  count] 
performed  on  international  tests  on 
ence  and  mathematics.  Analyzing 
results  of  the  Third  International  Mi 
ematics  &  Science  Study,  which  tes 
7th  and  8th  graders  from  39  natii 
in  1994  and  1995,  he  found  that 
dents  from  countries  that  had  st 
dardized  mandatory  exams  did  sigifrf 
cantly  better  than  those  from  counti r" 
that  lack  such  tests — performing, 
average,  at  a  grade  level  higher  in  b 
subjects. 

An  analysis  of  the  International 
sessment  of  Educational  Progress 
ministered  to  8th  grade  students  fr 
15  nations  in  1991  yielded  similar 
suits.  Moreover,  students  from  Ca  i 
dian  provinces  mandating  stands  n 
curriculum-based  exams  significan 
outperformed  students  from  provim 
that  lacked  such  tests.  And  surveys 
Canadian  school  administrators  and 
dents  revealed  more  intensive  empha 
on  science  and  math  instruction  in  t 
provinces  requiring  tests.  Studei  fc 
there  also  spent  more  time  reading 
pleasure  and  watching  science  piL 
grams  on  TV  than  their  peers  in 
other  provinces. 

All  of  which,  concludes  Bishop,  si 
gests  that  President  Clinton  and  otl 
advocates  of  statewide  or  national  ci 
riculum-based  tests  are  on  to  somethil  o 
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MES  C.  COOPER  &  KATHLEEN  MADIGAN 


[AT  DEPRESSIVE  BEHAVIOR 
iSKS  A  STRONG  ECONOMY 

't  be  fooled  by  the  second-quarter  lull.  Spending  will  rebound 


I.  S.  ECONOMY 


!  REGISTERS  WERE 
IETTHIS  SPRING 


This  economy  needs  a  dose  of 
lithium.  Not  only  has  its  man- 
ressive  behavior  given  the  markets  a  wild  ride, 
e  second-quarter  low,  following  the  first-quarter 
is  obscuring  a  key  feature  of  the  economy's  true 
lality:  strong  fundamentals,  which  argue  that 
h  will  rebound  in  the  third  quarter, 
ir  surging  at  nearly  a  6%  annual  rate  in  the  first 
r,  fueled  mainly  by  consumer  spending,  growth  in 
"oss  domestic  product  may  struggle  to  top  1%  this 
rr.  That  much  became  clear  when  word  came 
etail  sales  fell  in  May  for  the  third  month  in  a 
:hart).  Of  course,  this  steepest  three-month  slide 
ail  buying  in  six  years  came  right  after  the 
jst  three-month  rise  in  seven  years. 

For  now,  at  least,  the  finan- 
cial markets  are  interpreting 
the  sales  data  as  a  strong  ar- 
gument that  the  Federal  Re- 
retail  sales        serve  will  leave  interest  rates 

  unchanged  at  its  next  policy 

  meeting  on  July  1-2.  The  Fed 

hiked  rates  on  Mar.  25,  citing 
"persisting  strength  in  de- 
mand," but  that  rationale  is 
now  less  plausible,  and  Fed 
Chairman  Alan  Greenspan 
predisposed  not  to  tighten  policy, 
vever,  the  economy  seems  likely  to  show  its  true, 
;er  self  in  coming  months.  Keep  in  mind  that,  so 
is  year,  retail  sales  have  grown  at  a  4%  annual 
ibout  the  same  as  the  pace  in  last  year's  second 
Jso,  inventory  data  show  that  stock  levels  are  still 
ompared  to  sales.  And  outside  the  strike-related 
n  auto  production,  manufacturing  output,  fueled 
inpment  demand,  is  growing  faster  in  the  second 
ir  than  it  did  in  the  first  quarter. 

FACT  IS,  the  basic  supports  under  consumer 
Lng  are,  if  anything,  stronger  in  the  second  quar- 
an  they  were  in  the  first.  The  stock  market  con- 
;  its  record-breaking  performance  of  late.  The 
5  rate  has  dropped  to  a  24-year  low,  and  consumer 
ence  has  bolted  to  a  28-year  high.  According  to  a 
:  Harris  poll,  60%  of  consumers  are  more  opti- 
about  the  economy  than  a  year  ago,  and  more 
holds  have  reduced  their  overall  debt  than  those 
Lave  added  to  it. 
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Moreover,  the  recent  softness  in  retail  sales  has  not 
been  broad.  Key  sectors  posted  strong  gains  in  May,  in- 
cluding furniture  stores,  where  sales  rose  0.6%,  gener- 
al merchandise  shops,  up  0.7%,  and  apparel  stores,  up 
0.8%.  Much  of  the  weakness  in  recent  months  has  come 
in  car  sales,  but  some  of  that  is  strike-related  and 
payback  for  unusually  strong  first-quarter  sales  that 
were  boosted  by  special  factors.  Early  readings  on 
June  retail  activity  suggest  that  buying  is  rebound- 
ing. In  the  first  two  weeks,  the  weekly  survey  of  de- 
partment and  discount  stores  by  ljr  Redbook  Re- 
search shows  receipts  up  a  strong  1.7%  from  May. 

Also,  price-related  weakness 
has  been  a  big  influence  on  the  ENERGY  DRAGS 
retail  data.  Falling  gasoline  DOWN  INFLATION 
prices  have  depressed  sales  at 
gas  stations,  and  burger  wars 
have  cut  restaurant  receipts. 
Consumer  prices  generally  are 
barely  rising  (chart).  The  con- 
sumer price  index  rose  0.1% 
in  May,  and  the  core  cpi  in- 
creased 0.2%,  excluding  energy 
and  food.  Retail  prices  for 
goods  have  fallen  for  three  months  in  a  row.  Overall,  an- 
nual consumer  inflation  dipped  to  a  10-year  low  of  2.2% 
in  May,  while  goods  inflation  stood  at  only  1.1%. 

Wholesale  inflation  is  virtually  nonexistent.  Both  the 
overall  and  core  producer  price  indexes  for  finished 
goods  fell  0.3%  in  May.  In  fact,  the  total  ppi  declined  for 
the  fifth  consecutive  month  for  the  first  time  since 
1952.  And  there  are  no  signs  of  price  pressures  in  the 
earlier  stages  of  processing. 

THE  SECOND-QUARTER  CONSUMER  LULL  is  also  • 

ident  at  the  nation's  factories:  Output  of  consumer 
goods,  especially  nondurables,  has  been  soft  lately. 
However,  the  continued  surge  of  capital  spending  is 
pushing  total  factory  output  higher.  Industrial  produc- 
tion rose  a  surprisingly  solid  0.4%  in  May,  and  factory 
output  alone  was  up  0.5%.  Operating  rates  ticked  up  to 
83.7%  in  May,  from  83.6%  in  April. 

Consumer  goods  output  fell  in  May,  for  the  second 
straight  loss.  Some  of  the  decline  reflects  special  factors. 
The  April  auto  strike  partly  curbed  output  for  that 
month,  and  an  unusually  cool  May  cut  energy  produc- 
tion because  fewer  air  conditioners  were  used.  But 
some  of  the  weakness  is  probably  because  retailers 
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delayed  ordering  new  goods  until  consumers  began 
buying  again.  Since  that  seems  to  be  the  case  in  June, 
merchants  will  be  placing  orders  again  soon,  and  output 
will  rebound. 

PRODUCTION  OF  BUSINESS  EQUIPMENT,  mean 

while,  posted  its  ninth  consecutive  increase,  rising  0.5% 
in  May.  High-tech  goods,  especially  computers,  are 
leading  the  charge.  Total  business  equipment  output  is 
up  9.1%  from  a  year  ago  vs.  a  1.4%  rise  in  consumer 
goods  manufacturing  (chart). 

So  far  this  quarter,  factory  production  is  growing 
at  a  3.8%  annual  rate  over  the  first  quarter.  And  ex- 
cluding the  strike-hampered  auto  sector,  factory  output 
could  easily  rise  6%  for  the  entire  second  quarter.  Out- 
put remains  buoyant  even  amid  consumer  lethargy  be- 
cause businesses  continue  to  build  up  inventories. 

Inventories  held  by  manufacturers,  wholesalers,  and 
retailers  rose  0.3%  in  April,  while  retail  stock  levels 
alone  jumped  0.8%.  Business  sales  also  rose  0.3%,  so  the 
ratio  of  total  inventories  to  sales  remained  at  a  lean 
1.37.  Inventories  are  growing  at  about  the  same  robust 
pace  as  they  were  in  the  first  quarter.  So  when  GDP  is 
figured,  that  means  inventory  accumulation  will  have  lit- 
tle effect  on  second-quarter  growth. 

Housing  also  seems  to  be  playing  a  small  role  in 
this  quarter's  soft  GDP  numbers.  Starts  fell  4.8%  in 
May,  to  an  annual  rate  of  1.397  million.  Construction  on 


ARGENTINA 


CAPITAL  SPENDING 
IS  LIFTING  OUTPUT 


both  single-family  and  multiunits  declined.  Starts  ;1 
down  in  the  second  quarter  compared  with  the  ftJ| 
with  single-family  construction  very  weak.  But  p| 
mits  are  up,  suggesting  that  building  will  pick  up  lal 

That's  also  the  news  from  the  latest  builder  repc 
The  National  Association  of  Home  Builders'  index 
creased  to  57%  in  June,  from  May's  55%.  And  th< 
was  a  firmer  tone  in  this  month's  ratings  of  new  ho 
sales,  sales  prospects,  and  buyer  traffic 

Looking  ahead,  consumers 
will  base  their  home-buying 
decisions  on  their  optimism 
about  job  and  income 
prospects,  while  mortgage 
rates,  though  up  from  last 
year,  still  remain  affordable. 
Housing  gains  in  the  second 
half  mean  that  orders  for 
home-related  goods  will  re- 
bound from  their  current 
weak  state,  leading  to  future 
production  gains  in  appliances  and  furniture. 

That's  just  another  example  of  how  the  consumer  s< 
tor  will  set  the  pace  for  this  expansion.  True,  the  zi 
zag  aspects  of  their  shopping  can  be  maddening  for  ] 
tailers  and  business  planners.  But  until  househc 
fundamentals  weaken,  consumers  will  continue  to  su 
ply  most  of  the  growth  in  this  economy. 
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JOBLESSNESS  IS  UNDERCUTTING  MENEM 


Argentina's  economic  prospects 
continue  to  brighten,  but  one 
big  problem  remains:  high  unem- 
ployment. The  recovery  from  the 
1995  recession  looks  solid,  espe- 
cially now  that  business  invest- 
ment is  picking  up. 
But  while  weak  labor 
markets  hold  down 
costs  and  boost  profits, 
households  feel  left  be- 
hind, and  that  is  caus- 
ing problems  for  the 
government  of  Presi- 
dent Carlos  Menem. 

The  Economy  Min- 
istry reported  that 
first-quarter  real  gross 
domestic  product  rose  a  better- 
than-expected  8.1%  from  a  year 
ago,  lifted  by  a  big  harvest  and 
pickups  in  construction  and  min- 
ing. The  economy  grew  4.3%  in 
1996,  and  the  government  has 


THE  RECOVERY  MOVES 
TO  FIRMER  GROUND 
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boosted  its  1997  GDP  forecast  to 
6%  from  5%,  and  most  private 
economists  agree.  Second-quarter 
growth  is  also  shaping  up  strong- 
ly, with  May  car  production  sug- 
gesting another  solid  gain  in  man- 
ufacturing output. 
Many  analysts  expect 
corporate  profits  to 
grow  25%  this  year. 

However,  better 
economic  growth  and 
projected  labor-mar- 
ket reforms  will  take 
time  to  cut  Argenti- 
na's 17%  jobless  rate. 
But  midterm  elections 
are  due  in  October, 
and  with  Menem's  popularity  at  a 
low  ebb,  job  markets  may  not 
strengthen  fast  enough  to  prevent 
big  losses  by  the  ruling  Peronist 
party  in  both  houses  of  the  legis- 
lature. Presidential  elections  are 


not  due  until  1999,  and  Menem 
will  have  to  change  the  constitu-  I 
tion  to  run  again.  Menem  still  has 
strong  support  in  the  provinces, 
but  he  wants  to  make  tough  re- 
forms of  provincial  finances,  which 
could  cost  him  support. 

Political  uncertainty  and  possi- 
ble U.  S.  rate  hikes  are  the  cur- 
rent market  risks  in  Argentina. 
Higher  U.  S.  rates  would  slow 
capital  inflows.  Foreign  funds 
have  powered  the  recovery  and 
are  crucial  for  Argentina  to  main- 
tain its  Convertibility  Plan,  which 
ties  the  peso  to  the  dollar.  In  re- 
cent weeks,  waning  worries  over 
higher  U.  S.  rates,  along  with  sur- 
prisingly good  economic  reports, 
have  lifted  the  Merval  stock  index 
to  a  five-year  high.  However,  la- 
bor protests  are  intensifying,  rais- 
ing fears  that  Menem  will  have  to 
retreat  from  fiscal  reform. 
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it's  okay.  It  happens  to  everyone.  That's  why  networkMCI 
ferencing®  offers  audio  playback  and  written  transcripts, 
3U  won't  have  to  worry  about  missing  a  single  word. 

We  also  offer  language  translation.  Meeting  Managers.  Even 
Droadcasts  to  alert  participants  that  a  call  is  coming. 

And  you  don't  have  to  be  an  MCI  long  distance  customer 
se  these  services. 

Hello?  Hello?  Are  you  paying  attention?  For  more  infor- 
ion,  visit  www.mci.com.  To  learn  about  our  special  offers, 
1-800-475-3555. 
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Signs  of  a  slowing 
economy  bode 
well  for 
a  real  rally 

There's  just  no  stopping  the  stock 
market,  it  seems.  The  potent 
mix  of  solid  economic  growth 
and  rising  corporate  profits,  cou- 
pled with  remarkably  low  infla- 
tion, is  taking  stocks  to  places  they  have 
never  gone  before.  The  Dow  Jones  in- 
dustrial average,  at  7,719  on  June  18,  is 
up  almost  1,300  points  this  year,  nearly 
20%.  Almost  a  third  of  that  rise  came  in 
the  last  three  weeks.  The  Standard  & 
Poor's  500-stock  index  is  keeping  up  the 
Dow's  torrid  pace,  and  over-the-counter 
stocks  are  reaching  new  highs  as  well. 

But  the  rocket  fuel  that's  propelling 
stocks  hasn't  gotten  bonds  off  the 
ground.  True,  the  bond  market  has  ral- 
lied in  the  last  three  weeks,  slicing  the 
yield  on  the  benchmark  30-year  U.  S. 
Treasury  from  a  little  over  7%  to  6.68%. 
But  that  still  leaves  long-term  bond 
prices  a  little  more  than  1%  lower  than 
they  were  at  the  beginning  of  the  year, 
while  prices  of  10-year  Treasuries  are 
about  where  they  were  in  early  January. 
Overall,  the  bond  market  is  up  a  little 
over  3%,  including  interest  income. 

Nothing  seems  to  stir  bond  investors. 
Not  the  smallest  budget  deficit  in  near- 


ly two  decades,  and  not  the  prospect 
of  a  balanced  budget.  Even  real,  after- 
inflation  yields  of  4%  fail  to  inspire  buy- 
ers. "So  far  this  year,  we've  had  five 
negative  producer  price  index  numbers, 
no  inflation,  spectacular  deficit  numbers, 
and  a  Fed  that  pulled  the  trigger  and 
tightened  and  can't  find  a  reason  to  do  it 
again,"  says  James  A.  Bianco,  Arbor 
Trading  Group's  research  director. 
"We've  had  terrific  news  in  the  bond 
market,  and  we're  higher  in  yields  now 
than  when  we  started  the  year.  If  you're 
going  to  tell  me  bonds  are  a  good  buy 
because  of  all  that,  well,  that  stuff  has 
been  happening  and  it  ain't  working." 

But  listen  up.  Some  savvy  strategists 
think  that  in  the  next  few  months,  the 

THE  CASE  FOR  BONDS 

inflation  is  low  and  is 

expected  to  remain  so 

FEDERAL  BUDGET  DEFICIT 

is  down  and  likely  to 
decrease  further 

supply  OF  BONDS  is  drop- 
ping because  the  govern- 
ment has  less  need  for  debt 
financing 

MONETARY  POLICY  IS 

restrictive,  preventing  the 
economy  from  overheating 


c  a 


bond  market  could  start  its  rise.  Thf! 
stage  has  been  set.  Inflation  remains  ijra 
control,  and  with  the  federal  goverifa. 
ment  borrowing  less,  the  supply 
bonds  is  shrinking.  Now,  there's  a  trij 
ger:  Bond  analysts  see  evidence  of  slovjE 
er  growth  ahead — a  signal  that  inter 
est  rates  could  start  to  drop.  Indee< 
on  June  18,  the  Federal  Reserve 
ported  that  "pockets  of  weakness"  a 
ready  appear  to  be  developing  in  mar 
ufacturing,  retail  sales,  and  coi 
Charles  I.  Clough,  chief  investment 
strategist  for  Merrill  Lynch  &  Co.  point!! 
to  the  sharpest  slowdown  in  consumed 
credit  growth  since  1990  and  thret 
straight  months  of  falling  retail  sales: 
"If  we  get  a  few  more  signs  like  tha ' 
the  bond  market  can  take  off  like  a  bu 
let,"  Clough  says. 

How  far?  Former  Fed  economif 
Mike  Astrachan,  who  runs  a  Tel  Avi\ 
based  economics  consulting  firm,  think  ill 
long-term  yields  may  fall  below  6%  thi : 
year.  "Bonds  might  even  get  to  5 
you  get  two  quarters  of  2% 
growth,"  he  says.  That  would  drive 
the  price  of  a  30-year  bond  about  22% : 
TWO  CAMPS.  Still,  the  notion  of 
bonds  at  6% — let  alone  5% — remains 
tough  sell  to  many  fixed-income  folks: 
While  stock  market  bulls  believe  in  th  ii 
so-called  new  economy — a  golden  era  i 
which  technology  drives  productivity  an< 
permits  strong  growth  and  low  unerr 
ployment  without  triggering  inflation- 
the  bond  crowd  is  more  pessimistic.  Th 
chief  worry:  The  economy  is  too  stron; 
and  unemployment  too  low  for  inflatio 
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ain  at  bay  for  long.  Indeed,  what 
tes  the  bond-market  bears  from 
Is  is  "whether  you  think  the  'gold- 
effects  are  temporary  or  whether 
ink  they  are  long-lasting,"  says 
Trainer,  chief  of  taxable  bond  in- 
:nts  at  Sanford  C.  Bernstein  & 
3  a  bear  on  bonds, 
ther  bear  is  Ian  A.  MacKinnon, 
?ersees  $93  billion  in  bond  funds 
iguard  Group.  "With  the  eeono- 
ming  as  full  as  it  is  and  the  labor 
;s  as  tight  as  they  are,  sooner  or 
lat  will  get  passed  on  to  the  con- 
through  higher  prices,"  he  says, 
nnon  has  replaced  some  longer- 
jonds  with  shorter  ones  in  his 
;o  lessen  the  impact  of  the  rising 
le  anticipates:  He's  fig- 
ong-term  rates  of  7.25% 
earend— higher  than 
i  been  in  two  years, 
fundamental  and  tech- 
actors  point  to  a  rally, 
i's  Clough,  for  example, 
its  that  $800  billion  in 
CDs  and  other  short- 
nstruments  that  have 
ulated  over  the  last 
years  could  easily  shift 
ids  as  investors  seek 
■  returns.  "When  you 
t  5%  in  the  money  mar- 
ou  don't  need  bonds," 
lough.  But  if  even  one- 
)f  that  short-term  mon- 
*ein vested  in  bonds,  he 
he  impact  on  the  mar- 
11  be  astounding. 
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Another  factor  pointing  to  a  bond 
rally  is  the  supply-and-demand  situa- 
tion. The  federal  deficit,  which  ap- 
proached $300  billion  as  recently  as  five 
years  ago,  looks  like  it  will  come  in 
around  $75  billion  for  fiscal  1997.  That's 
roughly  the  amount  of  money  Treasury 
will  have  to  cover  by  issuing  debt.  Last 
year,  for  comparison,  Treasury  had  to  fi- 
nance a  $107  billion  deficit.  It's  true 
that  the  rate  of  corporate  bond  issuance 
is  up  about  6%  over  last  year's  rate. 
However,  that  still  doesn't  compensate 
for  the  cutback  in  Treasury  issues,  says 
Elliott  Piatt,  fixed-income  strategist  for 
Donaldson,  Lufkin  &  Jenrette  Securities 
Corp.  Meanwhile,  borrowing  in  the  mu- 
nicipal bond  market  is  actually  running 

LEFT  AT  THE  STATION 
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ECONOMIC  DATA  SHOWING  LOW 
INFLATION  SENDS  STOCKS  SOARING 
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about  13%  below  the  level  of  1996. 

Then  there's  the  influence  of  over- 
seas investors.  In  the  first  two  months 
of  this  year  alone,  foreign  investors  in- 
creased their  Treasury  holdings  from 
$1.13  trillion  to  $1.18  trillion,  about  4%. 
And  yields  remain  high  enough  in  the 
U.  S.  to  continue  to  attract  these  buyers. 
Ten-year  U.  S.  Treasuries,  at  6.39%, 
whomp  the  2.6%  yields  on  comparable 
bonds  in  Japan  and  beat  out  those  is- 
sued by  Canada,  France,  Germany,  and 
even  Spain. 

NO  SELLERS  LEFT?  Bearish  sentiment  it- 
self is  a  signal  to  some  analysts  that 
it's  time  for  a  bond  rally.  Since  January, 
1994,  investors  have  shoveled  $470  bil- 
lion into  equity  mutual  funds  but  liqui- 
dated $35.6  billion  in  bond 
funds.  "Bonds  are  definitely 
the  unloved  asset,"  says  Van- 
guard's MacKinnon,  one  of  the 
few  bond  fund  managers  ex- 
periencing net  inflows  this 
year.  However,  in  markets, 
extreme  positions  are  often 
wrong.  When  everyone  hates 
a  particular  investment  and 
expects  it  to  go  down,  the 
price  often  goes  the  other 
way.  That's  because  anyone 
who  wants  to  sell  those  as- 
sets has  already  done  so,  leav- 
ing only  potential  buyers. 

Government  bonds  are  per- 
haps the  most  unloved  of  all. 
Investors  who  have  bought 
bonds  in  recent  years  have 
snapped  up  corporate  bonds 
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and  high-yield  and  emerging-market 
debt.  That  has  driven  the  "spreads" — 
the  difference  between  the  interest 
rates  earned  on  Treasuries  and  rates 
on  other  debt — to  such  low  levels  that 
many  bond  analysts  believe  that  in- 
vestors are  not  earning  enough  yield  to 
compensate  for  the  additional  credit  risk 


they  take  on  in  non-government  bonds. 

Some  investors  might  be  delaying  a 
decision  to  buy  bonds  until  the  Fed's 
July  2  meeting  lest  the  central  bank' 
tighten  monetary  policy  yet  again  by 
pushing  up  short-term  rates  a  second 
time  this  year.  However,  Edward  M. 
Kerschner,  chief  investment  strategist 


at  Paine  Webber  &  Co.,  counsels  agaii 
waiting.  In  each  of  the  last  seven  roun 
of  tightening,  he  says,  yields  peak 
and  bond  prices  bottomed  out  befo 
the  last  Fed  tightening.  For  the  bo 
bulls,  the  time  to  buy  is  now. 

By   Jeffrey   M.  Laderman 
Suzanne  Woolley,  in  New  York 
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COMMENTARY 


By  Michael  J.  Mandel 


THE  PRICES  ARE  FALLING!  THE  PRICES  ARE  FALLING! 


D 


Ieflation  is  the  uni- 
corn of  economics: 
something  rarely 
if  ever  glimpsed.  With 
few  exceptions,  price 
increases  have  been 
the  norm  ever  since 
the  Depression. 

But  the  unicorn 
lives.  So  far  in  1997, 
wholesale  prices  for 
finished  goods,  exclud- 
ing food  and  energy, 
are  falling  at  a  0.7% 
annual  rate.  And  the 
declines  are  pervasive. 
In  the  past  year,  the 
wholesale  price  of  cars 
has  fallen  by  1.9%, 
with  similar  drops  in 
goods  from  washing 
machines  to  lipstick. 
Businesses  are  paying 
less  for  computers, 
trucks,  and  supplies 
such  as  industrial 
chemicals.  In  fact, 
wholesale  prices  for 
both  consumer 
durables  and  business 
capital  equipment  are  both  heading 
down.  The  last  time  that  happened 
was  in  1960. 

NO  DANGER.  The  U.  S.  may  be  at  the 

beginning  of  a  period  where  price  de- 
creases for  many  products  become  as 
common  as  price  increases.  That's 
troubling  for  some  economists,  who 
point  out  that  deflation  in  the  past  has 
been  associated  with  tough  times. 

But  this  time  around,  deflation  sig- 
nals positive  trends.  Profits  and  wages 
are  up  even  as  wholesale  prices  fall — 
a  combination  that  can  exist  only  be- 
cause U.  S.  businesses  are  boosting 
productivity.  And  the  trend  has  major- 
benefits:  Deflation  will  boost  people's 
real  incomes  because  consumers'  pur- 
chasing power  will  grow,  making 


WHERE  MONEY  NOW  BUYS  MORE 

PERCENTAGE  CHANGE  IN  PRODUCER  PRICES  MAY  '96-MAY  97 


I           CONSUMER  GOODS 

|           BUSINESS  GOODS 

MAJOR  APPLIANCES 

-2.2% 

HEAVY  TRUCKS 

-4.5% 

PASSENGER  CARS 

-1.9 

GLASS  CONTAINERS 

-2.9 

TIRES 

-1.6 

PHOTOGRAPHIC  EQUIPMENT 

-2.3 

TOYS 

-1.4 

INDUSTRIAL  CHEMICALS 

-1.3 

COSMETICS 

-1.0 

MOTORS  AND  GENERATORS 

-1.0 

DATA:  LABOR  DEPT. 

wage  gains  go  further.  And  over  time, 
interest  rates  will  fall  as  bond  in- 
vestors see  that  inflation  is  no  danger. 

How  long  can  this  deflationary  peri- 
od last?  The  latest  figures  show  non- 
financial  corporate  productivity  rising 
by  a  strong  2.9%  over  the  past  year. 
As  long  as  these  gains  continue,  com- 
panies can  charge  lower  prices  and 
still  make  money.  Indeed,  they  may 
have  no  choice  in  a  world  of  intense 
global  competition. 

Moreover,  outside  of  high  tech, 
there  is  simply  not  enough  growth  in 
the  economy  to  ignite  inflation.  Ac- 
cording to  the  latest  data  from  the 
Federal  Reserve  Board,  industrial 
production  in  1997  is  rising  at  a  4.1% 
annual  rate,  only  slightly  below  1996's 


strong  4.4%  pace.  But 
take  out  computers  and 
semiconductors  and  the 
rate  drops  to  2.2%. 
That's  down  from  a 
3.1%  rise  in  1996  and 
well  below  a  rate  that 
will  spark  inflation. 

The  likelihood  of  de- 
flation will  grow  as 
high  tech  takes  a  larger 
role  in  the  economy. 
Consumers  now  spend 
$95  billion  a  year  on 
televisions,  stereos,  and 
home  computers — more 
than  the  $85  billion 
they  shell  out  for  new 
cars.  Businesses  spend 
more  on  high-tech  gear 
than  on  industrial  ma- 
cliinery.  And  with  com- 
puter prices  dropping 
15%  to  20%  a  year,  the 
momentum  for  falling 
prices  is  enormous. 

The  shift  to  a  defla- 
tionary economy  will 
require  a  big  adjust- 
ment by  investors, 
businesses,  and  consumers.  Deflation 
is  good  for  lenders  and  bad  for  bor- 
rowers, who  cannot  count  on  inflation 
to  ease  their  debt  burden.  This  may 
help  explain  why  personal  bankrupt- 
cies have  been  on  the  rise  despite  low 
unemployment.  Moreover,  businesses 
have  to  learn  how  to  function  in  an 
environment  where  waves  of  deflation 
sweep  across  the  economy,  hitting 
first  one  industry  and  then  another. 

It  took  time  in  the  1970s  for  people 
to  accept  the  idea  of  persistent  infla- 
tion. Now,  we  will  find  it  equally  hard 
to  believe  that  prices  can  fall.  But  de- 
flation may  be  here  to  stay. 

Mandel  is  business  week's 
econom  ics  editor. 
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COMMUNICATIONS 


LL  BE  GOOD 

R  COMPETITION,  HONEST 

AT&T  plans  to  make  the  SBC  deal  palatable  to  regulators 


daily  at&t  won't  even  confirm 
it  whether  it  is  negotiating  a  $50- 
llion  merger  with  SBC  Communi- 
;  Inc.  That  didn't  stop  Chairman 
:o  Robert  E.  Allen  from  kicking 
it  is  being  seen  across  the  indus- 
the  start  of  a  campaign  to  get  the 
edented  merger  past  regulators. 
me  10  speech  to  the  Chief  Exec- 
Club  of  Boston,  Allen  suggested 
hypothetical  union  between  the 
stance  giant  and  some  Baby  Bells 
actually  promote  competition — 
if  such  a  deal  were  to  present  it- 
Partnerships  of  the  kind  I  have 
lesized  need  not  be  unthinkable," 
i.  "Our  industry  has  clone  very 
onstantly  daring  to  think  the 
kable." 

:e  then,  the  lobbying  has 
1  in  earnest,  at&t  sent  let- 
id  copies  of  Allen's  speech  to  /  fjf 
tgton  policymakers,  Jj{  | 

ng  Senator  Ernest 
lings  (D-S.  C).  An 
executive  met 


only  18  months  ago?  AT&T  has  devel- 
oped a  politically  astute  plan  that  could, 
in  fact,  make  a  merger  with  sbc  more 
palatable  to  regulators  and  legislators. 
Sources  close  to  the  company  say  that 
at&t  and  sbc  are  considering  a  bold 
strategy  to  spin  off  sbc's  local  infra- 
stincture  into  a  separate  company.  That 
company  would  supply  local  phone  ser- 
vice and  sell  it  wholesale  to  at&t-sbc — 
or  to  any  other  company  that 
fS  wants  to  offer  local  service — 
on  equal  terms,  sbc  would 
continue  to  sell  local  seiTiee 


Jlair  Levin,  the 
al  Communica- 
Commission 
lan's    chief  of 

0  discuss  a  poten 
erger's  implications, 
s  also  retained  Wash- 
power  hitter  Jack 

,  Al  Gore's  former 
)f  staff,  to  advise  on 
;rger.  And  at&t's  regu- 
ibyists  in  Washington 
imoozing  with  decision 
5,  assuring  them  that  the 
ny's  aim  really  is  a  com- 
e  local-calling  market. 

.  BATTLE.  AT&T  knows  it 

1  uphill  battle,  given  all 
gative  reactions  the  ru- 

deal  generated.  Still, 
.obert  S.  Strauss,  former 
;ratic  National  Commit  - 
airman  and  an  at&t  lob- 
it  Akin,  Gump,  Strauss,    Wlth  AT&T  as  much 

&  Feld:  "I  think  the 
i  by  Allen  was  the  be- 
g  of  turning  the  herd 
lity.' 


A  BOLD  IDEA  TO  SWAY 
THE  REGULATORS? 

•  SBC  would  be  split  into  two  companies,  a  wholesale 
phone-service  company  and  a  retail  company 

•  The  retail  company  is  the  entity  that  would  continue 
to  use  the  SBC  name,  retain  its  customers,  and  merge 


•  The  wholesale  company  would  sell  local-calling 
capacity  to  the  merged  AT&T-SBC  or  any  other 
telephone  company  at  the  same  rates  as  AT&T-SBC 


it  "possible  spin  could  the  ^.l^i^i!?!!1.6.^.?!'.^ 


ny  put  on  a  merger  that, 
■  surface,  seems  totally 
ry  to  the  so-called 
nmunications  reform  of 


•  The  wholesale  company  would,  in  fact,  have  a  finan 
cial  incentive  to  attract  competitors  into  the  local 
market  so  it  could  maximize  profits  and  revenue 


in  its  territory,  but  it  would  not  own 
the  local  infrastructure.  "This  is  their 
best  shot  at  convincing  skeptical  regu- 
lators," says  Jeffrey  Kagan  of  Kagan 
Telecom  Associates. 

The  spin-off  argument  could  work, 
because  at&t  can  claim  that  it  will  make 
local  calling  in  the  seven  states  where 
sbc  operates  more  open  to  competition 
than  other  markets.  Instead  of  block- 
ing potential  sbc  competitors,  the  whole- 
sale company  would  have  a  financial  in- 
centive to  attract  them  to  boost  its 
sales.  ■ 

SAFEGUARD,  at&t  declines  to  comment 
on  the  spin-off  scenario  but  takes  the 
position  that,  in  theory,  such  an  arrange- 
ment would  encourage  competition. 
"Completely  independent  of  any  kind  of 
merger,  that  form  of  structural  safe- 
guard would  not  be  a  bad  way  to  make 
it  more  likely  for  competition  to  develop 
in  the  local  exchange,"  says  Mark 
Rosenblum,  vice-president  for  law  and 
federal  government  affairs. 

The  spin-off  would  not  answer  all 
questions  about  how  an  at&t-sbc  al- 
liance would  affect  competition, 
however.    Even    with  low 
wholesale  rates,  any  local 
competitor  considering  a 
r  foray  into  at&t-sbc  turf 
would  also  have  to  contend 
with  the  merged  enter- 
prise's potent  marketing 
combination.  "Together, 
they  have  an  almost 
insurmountable  brand 
name,"  says  Kagan. 

Another  issue  is  the  huge 
overlap  of  the  cellular-call- 
ing business  that  at&t-sbc 
would  have.  One  possible  so- 
lution, people  close  to  at&t  say, 
is  to  spin  off  one  of  the  wireless 
operations   in   places   such  as 
Chicago,  where  both  companies 
hold  licenses. 

Still,  at&t  will  have  a  tough  time 
convincing  people  who  count 
in  Washington  that  it's  not 
trying  to  put  old  Ma  Bell 
back  together  again.  Like 
Allen,  the  critics  of  this  hy- 
pothetical merger  aren't  wait- 
ing for  the  final  details  to 
stake  out  their  positions. 
Some  critics  point  to  the 
record  of  sbc,  which  has  done 
as  any  other  Baby 
Bell  to  postpone  the  advent 
of  competition  into  the  local 
market. 

An  at&t-sbc  merger 
"won't  be  countenanced 
here,"  says  Colin  Crowell, 
legislative  assistant  to  Rep- 
resentative Edward  J. 
Markey    (D-Mass.).  "They 
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asked  for  competition,  and  we're  go- 
ing to  give  it  to  them." 

Likewise,  Reed  E.  Hundt,  outgoing 
chairman  of  the  Federal  Communica- 
tions Commission,  is  taking  a  public 
stand  against  the  hypothetical  combi- 
nation. On  June  19,  he  was  slated  to 
give  a  speech  blasting  the  merger  as 
clearly  anticompetitive.  "It  doesn't  be- 
hoove the  government  to  hide  its  head 


in  the  sand  in  these  circumstances,"  he 
told  business  week.  "The  normal  wait- 
and-see  approach  is  not  appropriate." 
Hundt  is  angry  that,  instead  of  airing  its 
frustration  about  the  difficulty  of  getting 
into  local  service,  at&t  started  dealing. 
If  companies  have  a  problem  with  mar- 
ket entry,  he  says,  "Go  to  the  FCC.  Go  to 
the  courts.  Go  to  Congress.  Don't  go  to 
the  other  guy's  boardroom." 


Some  analysts  think  at&t  has  no  hi 
of  making  an  sbc  deal  fly.  "This  mer; 
is  going  to  get  wrapped  around  the  g 
ernment's  axle,"  says  Scott  Cleland, 
analyst  at  Legg  Mason  Wood  Wall 
Inc.  That  won't  stop  at&t,  its  imj 
makers,  and  lobbyists  from  trying — iff  ji 
course,  there  really  is  a  deal. 

By  Peter  Elstrom  in  New  York  aj 
Catherine  Yang  in  Washington 
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COMMENTARY 


By  Amy  Barrettt 


REGULATORS  SHOULD  DISCIPLINE  TELECOM  BRATS 


Cable  television  rates  are  up.  The 
Baby  Bells — with  their  strangle- 
hold over  local  phone  business 
intact — may  raise  prices,  too.  And 
long-distance  giant  at&t  seems  to 
have  decided  it's  better  off  merging 
with  a  Baby  Bell  than  trying  to 
crack  the  local-phone  market  on  its 
own.  Is  this  the  brave  new  world  of 
competition  foreseen  by  the  Telecom- 
munications Reform  Act  of  1996? 

Hardly.  A  year  and  a  half  after 
passage,  it's  increasingly  clear  that 
the  Telecommunications  Act  was 
based  on  some  deeply  flawed  as- 
sumptions. The  single  largest  miscal- 
culation: the  bet  that  telecom  giants 
like  the  Bells,  at&t,  and  the  cable 
guys — many  still  entrenched  monopo- 
lies— would  snap  up  the  latest  digital 
technologies  and  invade  each  other's 
markets.  But  so  far,  there's  been 
more  turf  protecting  than  turf  invad- 
ing. "These  guys  don't  believe  in 
competition,"  laments  one  Capitol 
Hill  source.  "We  looked  at  the  wrong 
guys  to  compete." 

Don't  expect  Congress  to  change 
the  situation — nobody  on  the  Hill 
wants  to  relive  the  rancorous  debate 
that  produced  the  1996  bill.  It  will  be 
up  to  the  Justice  Dept.  and  the  Fed- 
eral Communications  Commission  to 
make  the  best  of  the  situation,  for 
example  by  blocking  anticompetitive 
combinations  like  the  possible  at&t- 
sbc  Communications  Inc.  merger.  Al- 
ready, pressure  is  mounting  on  Jus- 
tice to  act:  Senator  Ernest  F. 
Hollings  (D-S.  C.)  is  blocking  the 
nomination  of  Joel  I.  Klein  to  head 
Justice's  antitrust  division  because, 
Hollings  says,  he  rubber-stamped  the 
$26  billion  Bell  Atlantic  Corp.-Nynex 
Corp.  merger.  The  FCC  doesn't  need 
prodding.  Departing  Chairman  Reed 
E.  Hundt  is  publicly  railing  against 


the  very  idea  of  an  at&t-sbc 
combo.  "Virtually  every  anti- 
trust expert  in  the  industry 
has  said  this  is  anti-competi- 
tive," Hundt  said.  "Now  you 
have,  in  an  extraordinary  and 
unprecedented  way,  AT&T 
saying  that  the  govern- 
ment should  approve 
such  a  deal." 

While  there  is  plenty 
of  blame  to  go  around 
for  the  failure  of  com- 
petition to  blossom,  no 
group  has  done  more 
to  block  it  than  the  lo- 
cal  phone  companies. 
The  law  tried  to  give 
new  rivals  quick  access 
to  local  markets  by  letting  new- 
comers buy  service  or  BAWLING 
lease  pieces  of  the  network 
from  local  carriers.  But  the 
local  phone  monopolies 
have  gone  to  court  to  fight 
FCC  limits  on  rates  they 
can  charge  resellers.  Until 
the  issue  is  resolved,  long- 
distance companies  are 
holding  off  most  plans  for  reselling. 
LOCAL  NETWORKS.  Another  tool  the 
Bells  have  is  their  control  over  the 
local  network.  On  June  17,  MCI  Com- 
munications Corp.  said  it  is  delaying 
its  launch  of  local  service  in  Col- 
orado, blaming  the  move  on  U  S 
West's  ordering  system  for  new  cus- 
tomers. "U  S  West's  system  doesn't 
work  and  certainly  cannot  support 
the  volume  of  customer  transactions 
mci  expects  to  generate,"  says  mci 
regional  director  William  H.  Levis. 

Of  course,  hot  new  technologies 
were  supposed  to  render  such  ob- 
structions futile.  But  Congress  and 
the  industry  underestimated  the 
enormous  hurdles  that  stood  in  the 


way.  Cable  guys,  for  instance, 
were  supposed  to  upgrade 
their  networks  to  start  selling 
phone  service.  Local  phone 
companies  would  make  their 
own  systems  sophisticated 
enough  to  deliver  video.  Alas, 
while  technically  possible, 
the  anticipated  network 
upgrades  remain  daunt- 
ingly  expensive.  So  both 
the  local  phone  companies 
and  the  cable  operators 
have  all  but  scrapped 
their  plans  for  immedi- 
ate entry  into  the  oth- 
er's business. 

Wireless,  another 
way  to  get  into  local 
service,  is  also  pricey. 
David  Goodtree,  direc- 
tor of  telecommunica- 
tions strategies  at  For- 
rester Research  Inc., 
figures  the  new  system 
AT&T  is  developing  for 
residential  wireless  ser- 
vice will  cost  up  to 
$1,500  per  household  to 
install,  at&t  says  it  will  test  the 
wireless  option  in  Chicago  next  year 
before  considering  a  major  rollout. 

For  all  the  roadblocks,  many 
smaller  competitors,  such  as  Craig 
0.  McCaw  and  Brooks  Fiber  Prop- 
erties Inc.,  are  still  pushing  ahead. 
But  their  target  customers  are  busi- 
nesses, not  the  consumers  who  still 
are  waiting  for  the  benefits  of  com- 
petition. That's  why  regulators 
should  not  hesitate  to  deal  forcefully 
with  those  who  block  competition. 
They  have  the  tools.  They  must  use 
them. 


j  too 
m, 
raid 
or  oft 


im 
tl 
lour  r 

m 


Would  the  Baby  Bells 
and  other  former 
telecom  monopolies 
rather  fight  than 
switch  their  ways? 
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Barrett  covers  telecom  policy  from 
Washington. 
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il  papers  are  hotter  than 
urch  social  in  August 

i-called  new  media  publishing  on 
he  Internet  may  be  grabbing  the 
leadlines  these  days.  But  when  it 
s  to  making  money,  Richard  M. 
is  is  happy  to  stick  with  good  old- 
med  newsprint — particularly  the 
circulating  in  smaller  metropolitan 
uburban  areas. 

June  10,  he  and  other  investors, 
;d  by  Banc  One  Capital  Partners 
bought  Westward  Communications 
a  group  of  50  small-town  newspa- 
and  ad-laden  shoppers  in  Texas, 
ado,  Arkansas,  and  Louisiana.  "The 
•ban  and  small  newspaper  market 
obably  more  valuable  than  ever 

now,"  says  Will  D.  Jarrett,  one  of 
sunders  of  Westward  and  former 
f  of  the  now  defunct  Dallas  Times 
Id.  While  Jarrett  wouldn't  disclose 
rice — sources  familiar  with  the  deal 
it  topped  $80  million — he  confirmed 
d  his  partner  each  invested  $50,000 
.re  walking  away  with  millions, 
anks  and  Jarrett  are  hardly  the 
ones  discovering  that  newspapers 

sizes  are  hot  properties.  Witness 
it-Ridder  Inc.'s  acquisition  in  April 
ir  mid-  to  large-size  newspapers 
Walt  Disney  Co.  for  $1.65  billion. 

May,  there  was  E.  W.  Scripps  Co.'s 
to  buy  Harte-Hanks  Communica- 
Inc.'s  six  newspapers,  plus  a  radio 
"V  station,  for  up  to  $775  million, 
in  May,  the  Journal  Register  Co.  in 
,on,  N.J.,  raised  $151  million  in  an 
1  public  stock 
ing,  the  first 
newspaper  ipo 

1993. 

Jfway  into  1997, 
ily  papers  have 
jed  hands  in  30 
actions  totaling 
billion — exceed- 
he  highest  full- 
sales  figure  of 
billion  set  in 
Those  numbers 
even  count  the 
of  weeklies  be- 
raded.  "There's 
lishness  in  the 
paper  industry 
now  that  we 
n't  seen  for 
time,"  says 
i  Van  Essen, 
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HOT  MARKET^ 

FOR  NEWSPAPER  PROPERTIES 


1997  Sets  Record  for  Sales  of  Dailies 


'90  '91  '92  '93 
▲  BILLIONS  OF  DOLLARS 


DATA  DIRKS,  VAN  ESSEN  &  ASSOCIATES 


whose  Santa  Fe-based  mergers  and  ac- 
quisitions firm,  Dirks,  Van  Essen  &  As- 
sociates, represented  Westward  in  its  re- 
cent deal. 

Prices  are  reaching  lofty  levels,  too. 
Smaller  newspapers  are  trading  at  mul- 
tiples of  10  times  cash  flow,  up  from  sev- 
en several  years  ago,  says  Richard 
Gilbert,  managing  director  of  investment 
bank  Bulkley  Capital  in  Chicago.  "People 

are  paying  whatever  they  have  to  

Who  knows  whether  it  all  makes  sense?" 
SOLE  SOURCE.  It's  not  irrational  exu- 
berance, however.  Despite  the  drum- 
beat of  bad  news  about  big  newspaper- 
shutdowns  and  falling  circulations  in  re- 
cent years,  the  industry  has  staged  an 
impressive  comeback  from  the  early  '90s 
recession.  Newspaper  analyst  John  Mor- 
ton of  Morton  Research  Inc.  says  oper- 
ating margins  for  publicly  traded  news- 
papers have  been  rising  steadily,  from  a 
low  of  12%  in  1991  to  16%  last  year, 
thanks  to  stronger  advertising  and  low- 
er newsprint  prices. 
And  while  papers 
may  never  return  to 
the  20%-plus  margins 
of  the  '80s,  they  gen- 
erally boast  healthy 
cash  flows  and  grab 
the  lion's  share  of  ad 
spending  in  their 
markets. 

The  buyers  of 
small-town  and  sub- 
urban papers  are  bet- 
ting that  their  prop- 
erties are  better 
positioned  than  big- 
city  publications  to 
stand  up  to  online 
services  and  other 
electronic  media.  In 
many  suburban  areas, 
populations  and  cir- 


NEW  LEAF 

For  the  second 


new  owners 


culations  are  grow- 
ing. Often  the  com- 
munity paper  is 
the  sole  provider  of  time  in  a 

local    news    and  decade,  the 

information.    Their  u/    ,  J 
biggest    challenge:  » 

the  proliferation  of  Democrat  in 

cable  channels.  "The  j 
local  paper's  strength 
is  that  it's  all  local, 
and  we  produce  it  cost-efficiently,"  says 
Robert  M.  Jelenic,  chief  executive  of  the 
136-paper  Journal  Register  Co.,  publish- 
er of  the  New  Haven  Register.  Chains 
have  boosted  efficiency  recently  by 
grouping  papers  in  geographic  regions 
to  squeeze  out  redundant  overhead  costs 
and  to  offer  regional  ad  packages. 

But  with  newspapers  being  traded 
like  just  another  financial  commodity, 
some  wonder  if  quality  and  the  "com- 
munity" feeling  will  suffer.  "The  days 
of  mom-and-pop  ownership  of  a  small- 
town newspaper  that  was  deeply  rooted 
in  the  community  are  over,"  says  Roy 
E.  Bode,  a  former  editor  at  the  Dallas 
Times  Herald. 

Don't  tell  that  to  Nell  L.  French, 
publisher  and  editor  of  her  hometown 
paper,  the  Quitman  (Tex.)  Wood  County 
Democrat,  which  she  joined  eight  years 
ago  after  Westward  bought  it.  For 
French,  Westward  passed  the  journal- 
ism test  when  it  backed  her  toughest 
story  ever — a  1994  piece  that  led  to 
the  indictment  and  conviction  of  the  lo- 
cal sheriff  on  assault  charges.  "We  lit- 
erally put  the  company  on  the  line  for 
this  story,"  she  says.  And  she's  not  wor- 
ried about  the  new  owners — "their  goal 
is  to  make  sure  we  stay  locally  run."  As 
long  as  local  news  pays,  she's  probably 
right. 

By  Wendy  Zellner  in  Dallas,  with 
Richard  A.  Melcher  in  Chicago 
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MANAGEMENT 

PUT  DOWN  THAT 
KEATS,  MAGGOT! 

Tuck's  business  camp  turns 
liberal-arts  majors  into  execs 

■  t's  business  boot  camp  for  poets.  On 

■  June  16,  83  liberal-arts  majors  arrived 
Bin  Hanover,  N.  H.,  for  a  megadose  of 
MBA  basics.  After  a  month,  they  hope  to 
exit  reprogrammed — their  heads  emp- 
tied of  Shakespeare  sonnets  and  turned 
into  cool,  calculating  business  machines. 

Run  by  Dartmouth's  Amos  Tuck 
School  of  Business,  the  course  is  called 
the  Business  Bridge  Program,  and  it's 
the  first  national  effort  of  its  kind.  The 
mission:  Take  lean,  green  college  seniors 
and  recent  graduates  who  have  little 
business  knowledge — but  high  academic 
achievement  in  areas  such  as  literature 
and  biochemistry — and  turn  them  into 
productive  junior  executives.  "I'm  a  be- 
liever in  liberal-arts  education,"  says 
Tuck  Dean  Paul  Danos.  "But  at  the  end 
of  the  day,  the  vast  majority  of  every- 
body is  going  to  work  for  a  business." 
QUICK  FIX.  Companies  have  been  hiring 
liberal-arts  graduates  for  years  and 
training  them  in  the  ways  of  the  bal- 
ance sheet  in-house  or  on  the  job.  The 
Dartmouth  program  is  just  another  way 
to  do  that.  Most  students,  many  of  them 
unable  to  land  jobs,  pay  their  own  way 


tola 


The  reason  for  the  demand 
simple:  Companies  want  to  hi; 
the  kind  of  blight  kids  who  pop! 
late  schools  such  as  Princeton  U:| 
versity  and  Middlebury  Collej 
And  those  bright  kids  want  to 
hired  at  good  pay  by  those  co: 
panies.  Unfortunately,  most  co 
not  calculate  a  percentage  if  th< 
fives  or  livelihoods  depended  on  | c 
LOADED  QUESTION.  That  wi 
Owen  DeHoff's  dilemma.  Withp 
bachelor's  degree  in  urban  studi  s 
from  Brown  University,  DeH(  eatl 
failed  to  land  a  job  after  a  ha  id 
dozen  interviews.  "A  lot  of  the 
terviews  went  fine  for  a  whilejf; 
says  DeHoff,  who  is  paying  h 
own  freight  .  "Then  they  said:  '£  { 
what  kind  of  financial  backgroui  k« 
do  you  have?' " 

V  ~M      Bk  Over  the  next  month,  DeHc  6 

and  his  classmates  will  spend  fr 
hours  a  day  in  class  studying  ac- 
counting, finance,  marketing,  ai  te-tax 
other  mba  fundamentals.  They 
work  right  through  the  weekend' 
pricey  PICNIC:  Some  students  pay  the  $6,000  too.  "It's  gruesome,"  sighs  Ashl<  jitl  tl 
cost  themselves.  McKinsey  picked  up  31  tabs  Maddox,  a  Princeton  art-histofr*-' 

graduate  McKinsey  is 


for  the  $6,000  session.  But  some  big- 
name  companies  are  sending  students. 
Thirty-one  of  the  participants  in  the  first 
class  are  new  hires  at  consulting  giant 
McKinsey  &  Co.  Says  Charles  McGill, 
senior  vice-president  of  Fortune  Brands, 
who  advised  Dartmouth  on  the  pro- 
gram's creation:  "What  I  wonder  is  why 
someone  didn't  think  of  this  sooner." 


lock 


ponsoni  I]  i 

Meanwhile,  Danos  has  grand  schemer 
for  the  future.  Next  year,  he  hopes 
add  more  sections  and  start  a  similfciic; 
program  in  Europe.  Exchanging  a  pain  le  a 
brush  for  a  briefcase  may  sound  unr 
mantic.  Then  again,  you  rarely  see  tlisiiei 
word  "starving''  in  front  of  "executive  stall 
By  Thomas  Bartlett  1  its  an 
Hanover,  N.  1  ay.. 


to 

from  cue,  Halmos  has  agreed  to  sett  lai 
all  his  litigation  with  SafeCard/Ided' irmei 
That  is  likely  a  relief  for  former  dire  mall-b 
tors  of  SafeCard/Ideon,  including  John 
E.  "Jeb"  Bush,  son  of  former  Preside]  ay 
George  Bush,  and  Robert  Dilenschne  re- 
der,  who  heads  an  epomim 
mous  New  York  public-n 
itions  firm.  Halmos  sajjver 
he  remains  a  party  to 
class  action  in  federal  dii 
trict  court  in  Miami,  bi|r 
has  settled  the  suit's  clain  |j 
against  SafeCard/Ideon  an  pi 
its  ex-directors. 

It's  easy  to  see  why  CU 
would  want  to  put  thijlii 
controversy  behind  it. 
May  27,  cue  and  hfs  In 
announced  a  merger  pla 
that  will  create  a  $5.1  biiei 
lion  marketing  powerhoua  It 
Now,  perhaps,  Halmos  caio 
move  on  as  well. 

By  Leah  Nathans  Spi7\h\ 
in  Neiv  York 
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LEGAL  AFFAIRS 

$70  MILLION  TO 
BURY  A  HATCHET 

SafeCard's  Halmos  clears  his 
name-and  wins  a  windfall 

Ah,  revenge  is  sweet.  Since  1993,  Pe- 
ter Halmos,  the  litigious  founder  of 
SafeCard  Services  Inc.,  has  spent 
over  $45  million  fighting  to  clear  his 
name.  His  beef  was  with  the  manage- 
ment and  board  of  SafeCard  that  took 
over  after  he  left  in  1992.  On  June  18, 
SafeCard's  new  owner  settled  with  Hal- 
mos for  a  staggering  $70.5  million. 

In  numerous  suits  against  SafeCard 
and  its  directors,  Halmos  alleged  that 
SafeCard,  since  renamed  Ideon  Group 
Inc.,  stiffed  him  on  salary  and  options 
after  he  left  (BW— Apr.*  28).  He  also 
claimed  that  SafeCard  defamed  him 


when  they  sued  him  in  1993,  alleging 
insider  trading  and  serious  infractions. 

Under  the  settlement,  cue  Interna- 
tional, the  direct  marketing  fum  that  ac- 
quired SafeCard  in  1996,  will  pay  Halmos 
some  $45  million  for  what  it  calls  "com- 
pensable personal  injury." 
The  remaining  $25.5  million 
is  for  what  cue  calls  "non- 
competition and  other  mat- 
ters." Says  cue  Chief  Exec- 
utive Walter  A.  Forbes:  "We 
are  extremely  pleased  to 
have  concluded  this  agree- 
ment with  Peter  Halmos." 
"FIRST  STEP."  Halmos,  nat- 
urally, is  gratified,  too.  "I 
think  it's  a  first  step  in  the 
vindication  process  because 
SafeCard/Ideon  has  admit- 
ted its  smears  of  me  are 
false  by  paying  me  $45  mil- 
lion for  compensable  per- 
sonal injury,"  he  says. 

In  exchange  for  the  $70.5 
million  that  he  is  receiving 
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stiffed  on  his  options 
and  wrongly  accused 
of  insider  trading 


IS 


42  BUSINESS  WEEK  /  JUNE  30,  1997 


COMMENTARY 

By  Howard  Gleckman 


ESTATE-TAX  RELIEF:  GUESS  WHO  GETS  THE  BREAKS? 


sure  way  to  win  sympathy  from 
Congress  is  to  cast  two  icons  of 
i  the  American  economy — small 
inesses  and  family  farms — as  vic- 
3  of  a  rapacious  federal  govern- 
lt.  That's  how  powerful  Washing- 
lobbies  are  pushing  for 
ite-tax  relief:  telling  tragic  sto- 
of  families  forced  to  pay  the 
ath  tax"  by  selling  what  a  parent 
spent  a  lifetime  building.  And  so 
that  congressional  tax  writers 
proposing  to  raise  from  $600,000 
1  million  the  value  of  assets  that 
exempt  from  the  levy.  By  2007, 
in  the  change  would  be  fully 
sed  in,  this  will  amount  to  an  $8- 
on-a-year  break, 
he  trouble  is,  the  big  winners 
n  this  rewrite  of  the  federal  es- 
-tax  law  would  be  wealthy  in- 
x>rs,  not  small-business  owners 
amily  farmers.  And  despite  the 
h  that  the  current  levy  falls 
lest  on  family-owned  enterpris- 
in  reality,  more  than  55%  of  the 
is  paid  on  publicly  traded 
ks,  bonds,  mutual  funds,  and 
l  (chart).  Only  about  10%  of 
assets  of  taxable  estates  are 
le  up  of  family  farms  and  small 
iness. 

rALLMENT  PLAN.  As  it  is,  the  tax 

an  incredibly  tiny  slice  of  the 
ulation.  In  1995,  it  was  paid  by 
roximately  30,000  estates.  Fewer 
i  1,500  of  the  descendants  were 
ners,  and  barely  2,000  were 
11-business  owners.  How  many 
e  forced  to  sell  out  in  order  to 
the  taxman?  Barely  a  handful.  If 
ssed,  the  owners  of  closely  held 
as  and  small  businesses  can  make 
■quest  to  pay  their  estate  tax 
r  a  span  of  14  years.  But  accord- 
to  the  irs,  in  1992 — 
most  recent  year 
which  data  are 
liable — only  716  re- 
sted the  special 
itment. 

'here  is  no  question 
;  estate  taxes  can 
se  real  pain  for  some 
ilies.  That's  why  so 
ly  small-business 
pie  are  outraged  by 
levy.  "It's  an  emo- 
al  issue,"  says  Jamie 
kett,  a  lobbyist  for 
National  Federation 


of  Independent  Business  (nfib).  But 
those  few  who  really  suffer  can  be 
helped  without  giving  away  bil- 
lions of  dollars  to  those  who  don't 
need  it.  Payments  can  be 
stretched  out  to  20  years  or 
more — an  idea  Congress  is 
considering.  It  also 
makes  sense  to 
ratchet  up  the 
$600,000  exemp- 
tion— which  hasn't 
changed  since 
1987— but  only  to 
keep  up  with  fu- 
ture inflation. 

If  Congress, 
despite  the  ramifi- 
cations for  the 
federal  budget,  is 
really  determined 
to  spend  $8  billion 
a  year  to  help  en- 
trepreneurs, there 
are  better  ways 
to  do  it.  Lawmak- 
ers could  cut  in- 
come-tax rates — 
the  simplest  and 
fairest  way  to 
divvy  up  a  windfall  from  a  balanced 
budget.  But  if  Congress  insists  on 
targeting  benefits  to  small  compa- 
nies, it  could  aim  for  the  bottom  line 
by  reducing  the  two  biggest  stones 
around  the  necks  of  small  businesses 
and  the  self-employed:  the  payroll 
tax  and  the  cost  of  health  insurance. 
Says  University  of  Michigan  tax 
economist  Joel  Slemrod:  "If  what 
you're  trying  to  do  is  encourage  in- 
vestment in  small  business,  this  is 
not  the  way  to  get  the  biggest  bang 
for  the  buck." 

The  real  killer  for  startups  and 


A  BIG  GUT  AIMED 
AT  PLEASING 
A  SMALL  GROUP 

Small-business  groups 
successfully  lobbied 
for  a  cut  in  estate 
taxes,  even  though 
levies  on  business 
and  family  farms 
account  for  only  a  small 
part  of  estate-tax  receipts. 

DATA  INTERNAL  REVENUE  SERVICE 


PERCENT  OF  FEDERAL  ESTATE  TAXES  PAID 
ON  VARIOUS  TYPES  OF  ASSETS* 


PERSONAL  _ 
RESIDENCE  | 

7% 

10% 

INSURANCE 
AND  ANNUITIES 


4% 


other  compa- 
nies facing  a 
profit  squeeze 
is  the  payroll  tax 
that  goes  to  So- 
cial Security 
Medicare.  Business 
must  pay  7.65%  for 
most  employees — right 
off  the  top.  And  it's 
even  worse  for  the  self- 
employed,  who  must 
fork  over  a  staggering 
15.3%.  Says  Clint 
Stretch,  a  partner  at 
accountants  Deloitte 
&  Touche:  "Wage 
taxes  are  the  most 
important  issue  for 
small  businesses." 
failures.  Health  in- 
surance is  another 
tremendous  expense 
for  labor-intensive 
businesses. 
Properly  struc- 
tured medical 
savings  ac- 
counts, which  is 
another  item  on 
the  Republican  agenda,  would  in  reali- 
ty do  far  more  for  cash-strapped  small 
businesses  than  estate-tax  relief. 

Businesspeople  may  dream  about 
leaving  their  companies  to  their  chil- 
dren. But  in  truth,  most  don't.  The 
nfib  reports  that  only  30%  of  fami- 
ly-owned businesses  survive  one 
generation.  The  estate  tax  may  be 
one  reason  why,  but  most  small 
businesses  simply  fail.  And  often, 
owners  sell  out  because  they  be- 
come too  old  to  keep  up,  or  their 
children  decide  they  aren't  interest- 
ed in  taking  over  the  business. 

Curtailing  the  estate 
tax  may  sound  appealing 
to  small  businesses. 
However,  by  throwing 
their  lobbying  clout  be- 
hind the  estate-tax  pro- 
posals that  are  now 
moving  their  way 
through  Congress,  small 
business  may  actually  be 
missing  out  on  an  oppor- 
tunity for  some  real  and 
immediate  tax  relief. 


■  MISCELLANEOUS 


'FOR  TAX  YEAR  1995 


Gleckman  follows  tax 
pol icy  from  Washington. 
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We've  spent  over  1,200,000  hours 

MAKING   OUR   PRODUCTS  MORE   reliable,  compatible 
AND  expandable  THAN  EVER. 


FOR   THE   NEXT    1,000'  WE'LL   BE  MAKING 
THEM   MORE   aff ordable  THAN  EVER. 


'In  other  words,  our  special  promotion  is  good  from  4/28/97  to  6/50/97. 


Compaq  Dcskpro  6000  Family 
Prices  reduced  up  to  21%'.  Now  starting  at 
$1,589!  (Monitor  sold  separately.) 


Compaq  Professional  Workstation  5000 
Prices  reduced  up  to  16%!  Now  starting  at  S  3,500' 
Plus,  buv  the  JD  Model  of  the  Professional  Workstation  and 
receive  $500  toward  a  V70,  P70,  or  QVision  210  monitor 
(thru  6/  30/97)"  (Monitor  sold  separately.) 


The  clock  is 


DEFINITELY  TICKING 


Compaq  ProLiant  5000 
Free  SMART- 2  Array  Controller 

with  the  purchase  of  ProLiant 
5000  6/166  and  6/200/512  models 
(thru  7/31/97)" 


on  these 


exceptional  VALUES 


AND   extra  SAVINGS. 


Compaq  Deskpro  2000  Family 
Prices  reduced  up  to  18%!  Now  starting  at 
$1,089!  (Monitor  sold  separately.) 


Compaq  ProLiant  2500 

Buy  a  ProLiant  2500  and  get 
$500  ofTa  4.3GB  or  9.1  GB  hard 
drive  (thru  7/ 31/97)" 


Compaq  Deskpro  4000  Family 
Prices  reduced  up  to  19%!  Now  starting  at 
$1,269!  (Monitor  sold  separately  ) 


Compaq  Netelligent  Networking  Products 

Selected  switches  reduced  up  to  22%* 


Compaq  Monitors 

Lntirc  line  of  aw  ard-w  inning  monitors. 
Pru  es  reduced  up  to  12%* 


Compaq  LTE  5000  Family 
Prices  reduced  up  to  13%*  on 
LTE  5  300,  LTE  5  380,  and  LTE  5400. 


Compaq  Armada  4100  Family 
Prices  reduced  up  to  35%*  on  Armada  4100  family. 
Buy  an  Armada  4100  and  receive  a  Mobile  CI) 
Unit  lor  50%  ofFUhru  6/30/97)" 


Compaq  Armada  1100  Family 
Prices  reduced  up  to  30%'  on  Armada  1100  lannly. 
Plus  Free  PC  Card  Modem  with  the  purchase  of 
any  Armada  1100  model  (thru  6/30/97)" 


To  find  your  local  reseller  call  1-800-85 3-9526,  or  visit  us  at  www.compaq.com 


mtl  price  reductions  shown  refer  to  US  estimated  reseller  pr 
d  date,  while  supplies  last  Workstation  oiler  includes  model  nu 
ly  in  the  U.S.  Compaq  reserves  the  right  to  change,  alter  or  ca 
n-ademark  Office.  Armada,  Deskpro,  LTE,  Netelligent,  Profes 


COMPAQ. 


CCS.  "Ac  tual  reseller  prices  may  vary.  Free  otter  with  purchase  of  qualifying  product  from  a  participating  reseller  froi 
nlx-rs  26^120  (106  and  269H0 -002  OHers  not  valid  on  Compaq  refurbished  products.  All  others  are  subject  to  product ; 
eel  these  programs  at  any  time  w  ithout  notice.  K'X^l  Compaq  Computer  Corporation  All  rights  reserved  Compaq  r 
tonal  Workstation,  and  ProLiant  are  trademarks  ol  Compaq  Computer  Corporalion  Tin  Intel  Inside  I  og<>  and  Pentium 


i4/28/97  to 
/•liability,  and 
■gislcr. 


d  11  S 


mtered 


of  Intel  Corporation  ( )ther  products  mentioned  herein  mav  be  trademarks  or  registered  trademarks  ol  their  respec  tive  companies 


Pentium 

■  processor 


News:  Analysis  &  Commentary 


ENTREPRENEURS 

MEDIA  MOGUL  FOR 
THE  THIRD  WORLD 

Noah  Samara  wants  to  serve 
the  information  have-nots 

Noah  Samara  is  the  name.  Radio  is 
his  game.  Never  heard  of  him?  You 
will.  This  international  man  of  mys- 
tery is  about  to  launch  a  hugely  ambi- 
tious, $850  million  digital  radio  venture 
that's  the  talk  of  the  telecommunica- 
tions industry. 

Samara  is  chief  executive  of  Wash- 
ington-based WorldSpace  Inc.  His  pri- 
vately held  company  has  a  mission:  to 
use  a  novel  satellite-broadcasting  setup 
to  bring  "information  affluence"  to  bur- 
geoning markets  in  Asia,  the  Middle 
East,  Africa,  and  Latin  America.  To  this 
end,  WorldSpace  has  raised  financing  to 
launch  three  satellites  by  1999.  Each 
bird  will  be  able  to  broadcast  to  an  en- 
tire continent.  "The  dream  is  ultimately 
to  create  a  platform ...  so  that  these  re- 
gions can  hear  themselves  speak  and 
sing,"  Samara  says. 

CREATIVE  BACKING.  That  idealistic  vision 
is  Samara's  long-term  goal.  To  get  his 
business  off  the  ground,  however,  he's 
now  focusing  on  middle-class  city 
dwellers  who  can  afford  $100  digital  ra- 
dios and  are  eager  to  receive  Western 
and  regional  news  and  entertainment. 
WorldSpace  hopes  to  make  its  money 
by  selling  time  on  the  satellites  to  vari- 
ous content  providers.  British  Broad- 
casting Corp.,  Voice  of  America,  and 
Bloomberg  News  acknowledge  that  they 
have  had  discussions  with  WorldSpace, 
and  Samara  says  he  has  had  explorato- 
ry talks  with  both  Michael  Jackson  and 


will  IT  FLY?  Quincy  Jones,  as 
Big  names  well  as  other 
like  Hitachi  artists,  about  en- 
and  Alcatel  tertainment  con- 
are  interest-  tent.  Jackson  and 
ed  in  the  Jones  wouldn't 
ii  i  edium  comment. 

Samara,  a  soft- 
spoken  Kthiopian-born  lawyer, 
turns  secretive  when  it  comes 
to  his  backers.  He  will  say  only 
that  they  include  investors  from 
most  of  the  major  geographical 
areas  to  be  served,  as  well  as 
several  wealthy  individuals  in 
the  U.  S.  But  Middle  Eastern  in- 
vestment bankers  say  that  the 
Bin  Mahfouz  family,  which  han- 
dles the  Saudi  royal  family's  finances, 
has  invested  in  WorldSpace.  In  1995, 
Samara  shocked  his  colleagues  when  he 
canceled  a  meeting  with  Morgan  Stanley 
&  Co.  to  catch  a  plane  for  London, 
where  he  met  with  gulf  investors.  He 
returned  with  $10  million  that  enabled 
WorldSpace  to  begin  negotiating  with 
vendors  and  potential  customers. 

In  June,  the  company  announced 
agreements  for  Hitachi,  JVC,  Matsushita 
Electric  Industrial,  and  Sanyo  Techno- 
sound  to  make  the  custom  radios  for 
WorldSpace.  France's  Alcatel  Alsthom 
and  sos-Thomson  are  developing  satel- 
lites and  microprocessors,  respectively. 
"We  have  been  captured  by  the  spirit 
and  vision  of  Mr.  Samara,"  says  SGS- 
Thomson  Vice-President  Sergio  Game. 

Samara's  enterprise  has  attracted 
high-powered  executives  as  well.  Pres- 
ident John  Cusick  formerly  headed 
PrimeStar  Partners,  a  satellite-TV  ven- 
ture. McAdory  Lipscomb,  Workspace's 
senior  vice-president  for  sales,  market- 
ing, and  content,  came  from  Showtime. 
And  Pierre  Madon,  WorldSpace's  se- 
nior vice-president  for  engineering  and 
operations,  is  from  Intelsat.  Founder 
Martine  (nee  Martin)  Rothblatt  is 
a  well-known  Washington  telecom 
impresario. 

Samara,  meanwhile,  remains  a  rela- 
tive unknown.  But  he  has  shown  his 
ability  to  play  with  the  big  boys.  In 
1992,  he  won  L-band  satellite-spectrum 
space  at  an  international  conference  by 
brokering  a  deal  to  get  developing  na- 
tions behind  a  U.  S.  plan  to  award  spec- 
trum for  Iridium  and  Globalstar  satellite 
systems.  If  WorldSpace  launches  its  am- 
bitious system,  Samara  may  no  longer 
be  a  man  of  mystery.  He  could  become 
a  household  name  from  Lagos  to  La 
Paz:  the  Rupert  Murdoch  of  the  South- 
ern hemisphere. 

By  Catherine  Yang  in  Washington, 
with  Marsha,  Johnston  in  Paris 


THE  INTERNET 

A  WORRIED 
WIDE  WEB 

Buggy  browsers  are  adding  t  |ui; 
security  fears 


The  pace  of  Internet  product  de 
opment  is  nothing  if  not  tur 
charged.  The  pressure  to  keep 
can  lead  software  makers  to  bring  n| 
programs  to  market  before  they 
really  ready  for  prime  time.  The  latj 
case:  Netscape  Communications  Cod 
In  early  June,  CaboComm,  a  Dam 
software  company,  discovered  a  pod 
tially  serious  bug  in  Netscape's  CcJ 
municator  program  as  well  as  in  v 
sions  of  its  Navigator  Web  browser.  'I 
flaw  would  let  a  Web  site  operator  vi 
files  of  any  PC  connecting  to  its  s 
with  the  Netscape  software.  Netscsl 
quickly  issued  a  fix  on  June  18.  But 
problem  was  only  the  latest  in  a  stri 
of  flaws  that  have  plagued  Wj 
browsers.  And  the  flaws  may  be  mo 
than  an  embarrassment  to  softwa 
makers:  Some  ex- 
perts believe  they 
could  be  slowing  the 
growth  of  commerce 
on  the  Net. 
WEAK  SALES.  In  a 
recent  survey  con- 
ducted by  Nielsen 
Media  Research  for 
CommerceNet,  an 
industry  consor- 
tium, only  15%  of 
respondents  actually  made  online  pi 
chases.  The  No.  1  reason  they  he 
on  to  their  money:  lack  of  trust  in  <j 
line  security.  And  in  an  April,  19s 
business  WEEK/Harris  Poll,  just  1 
of  those  surveyed  actually  shoppl 
online. 

Software  makers  argue  that  it  is  ne 
to  impossible  to  eliminate  every  glitch! 
a  program  or  to  predict  how  cert£ 
combinations  of  software  might  cause 
program  to  misbehave.  Still,  there  a 
signs  that  they're  taking  steps  to  1 
more  bugs  before  products  hit  the  mi 
ket.  Netscape  pays  $1,000  "Bug  Bou 
ties"  to  hackers  who  find  flaws,  and  P 
crosoft  Corp.  has  held  shipment  of 
new  version  of  its  Internet  Explorer 
work  out  kinks.  Only  now  are  test  v< 
sions  available.  Even  on  the  Web 
seems,  haste  makes  waste. 

By  Paul  M.  Eng  in  New  York,  m 
Rob  Hof  in  San  Francisco 
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Imagine.  A  crisp,  refreshing,  mountain  waterfall.  In  your  kitchen.  That's  the  beauty 
of  the  Brita®  Water  Filtration  Pitcher.  It  turns  tap  water  into  wonderful  water.  The 
remarkable  filter  virtually  eliminates  lead  and  chlorine.  Copper,  water  hardness  and 
sediment  are  dramatically  reduced. There's  nothing  like  the  great  taste  of  Brita  water. 
And  you  never  have  to  leave  your  home  sweet  home.  .  ,  »Dnrrv 

w  BRITA  m 

Tap  into  great  taste.  — 

Brita  offers  a  money-back  guarantee  (details  in  box)  Brita  is  available  at  many  fine  retailers  For  the  one  nearest  you,  call  1 -800-44-BRITA 
Substances  removed  may  not  be  in  all  users'  water  ©1997  The  Brita  Products  Company  Visit  our  website  at  www.brita.com. 
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LUCENT  AND  PHILIPS 
SPLICE  A  WIRE 

LUCENT  TECHNOLOGIES  IS 

getting  out  of  the  retail 
phone  business.  The  commu- 
nications-equipment compa- 
ny, spun  off  from  at&t  last 
year,  is  folding  its  retail  tele- 
phone operations  into  a  joint 
venture  with  Philips  Elec- 
tronics of  the  Netherlands. 
The  venture,  which  is  40%- 
owned  by  Lucent,  will  have 
sales  of  about  $2.5  billion  and 
will  sell  telephones,  answer- 
ing machines,  and  pagers. 
Products  from  the  joint  ven- 
ture eventually  will  take  on 
the  Philips  brand  name. 
Philips  and  at&t  have  joined 
forces  before:  In  1983,  they 
combined  their  network- 
equipment  businesses.  But 
Philips  eventually  pulled  out 


CLOSING  BELL 


CHARGE-UP 

American  Express  is  inching 
up  again  on  takeover  talk.  Its 
shares  rose  7%  between  June 
12  and  June  18  to  close  at 
ITAon  June  18  amid  rumors 
that  Citicorp  might  acquire 
it.  Last  fall,  AmEx'  stock  rose 
on  similar  reports.  Citi  has 
since  confirmed  those  talks 
but  said  they  went  nowhere. 
Still,  AmEx  shares  have  run 
up  some  40%  in  the  past  six 
months,  in  part  on  deal  chat- 
ter. "Strategically,  there's  a 
lot  of  sex  to  the  notion  of  a 
combination,"  says  Credit 
Suisse  First  Boston  analyst 
Samuel  Liss. 
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of  that  market.  After  the 
current  deal,  Lucent  will  con- 
tinue to  sell  networking 
equipment,  business  tele- 
phone systems,  and  wireless 
transmission  gear. 

SHIFTING  SKIES  FOR 
A  SATELLITE  GIANT 

RUPERT  MURDOCH'S  BRITISH 

Sky  Broadcasting  moved  into 
a  lower  orbit  on  June  17  when 
its  two  top  executives 
announced  they  were  step- 
ping down,  ceo  Sam  Chisholm 
is  leaving  BSkyB  at  the  end 
of  the  year  because  of  severe 
asthma,  and  his  deputy,  David 
Chance,  is  scaling  back  and 
becoming  a  consultant  to 
BSkyB.  Chisholm  will  be 
replaced  by  Mark  Booth,  coo 
of  JSkyB,  Rupert  Murdoch's 
satellite  venture  in  Japan. 
Meanwhile,  BSkyB  shares 
tumbled  further  on  reports 
that  Britain's  television  regu- 
lator, the  Independent  Tele- 
vision Commission,  has  decid- 
ed that  BSkyB  should  sell  its 
stake  in  a  consortium  seeking 
to  launch  commercial  digital 
TV  in  Britain  for  antitrust 
reasons.  BSkyB  and  the  itc 
decline  comment. 


GM'S  STRIKE  WOES 
AREN'T  OVER 

GENERAL  MOTORS  AVERTED 
two  potentially  crippling 
strikes  when  it  reached 
agreements  with  the  United 
Auto  Workers  at  two  key 
parts  plants  on  June  17  and 
June  13.  But  the  settlements 
may  not  signal  a  truce  be- 
tween gm  and  the  uaw.  <;m 
"doesn't  want  to  end  up  with 
big  staffing  problems  two  or 
three  years  down  the  road," 
so  they  aren't  likely  to  meet 
UAW  demands  to  add  work- 
ers, says  a  source  close  to 
cm.  Meanwhile,  other  gm 
plants  still  lack  local  con- 
tracts. And  talks  at  another 
parts  plant  and  a  strike  at  a 
truck  plant  were  continuing 
on  June  18. 


HEADLINER:  CHRISTOPHER  GALVIN 


STARGAZING  AGAIN  AT  MOTOROLA 


Here  on  earth,  Motorola  is 
having  a  tough  time  in  the 
cell-phone  business. 
Maybe  that's  what 
keeps  ceo  Christo 
pher  Galvin  gaz- 
ing at  the  skies. 
Anyway,  he 
just  approved  a 
$12.9  billion 
global  satellite 
video-  and  data- 
transmission  sys 
tern.  Called  the 
Celestri  System,  it  will 
include  72  satellites  in  var- 
ious orbits. 

Celestri  is  not  Motorola's 
first  foray  into  the  market 
for  satellite  services.  It 
spearheaded  the  $5  billion 
Iridium  system,  slated  to 
go  into  operation  in  1998, 
and  is  building  66  small 
satellites  for  the  project. 


n 


Hughes,  Loral,  Lock- 
heed, and  others  are  gear- 1 
ing  up  to  build  similar  sys-j 
terns.  Indeed,  Celestri 
seems  a  particular  f 
challenge  to  Tele-' 
desic,  the  $9  bil- 
lion high-speed 
satellite  ven- 
ture whose 
backers  include 
Bill  Gates  and 
Craig  McCaw. 
But  the  payoff 
could  be  enormous.  Myron 
Wagner,  engineering  direc-: 
tor  for  Motorola's  advanced 
systems  division,  sees  the 
market  for  two-way  data- 
and  video-transmission  hit- 
ting $130  billion  by  2005. 
That's  why  Galvin  is  bet- 
ting that  Celestri  will  be 
just  the  lift  Motorola  needs. 

By  Rick  Schine 


WESTINGH0USE: 
TRAVELING  LIGHT 

breaking  up  can  be  hard. 
On  June  18,  Westinghouse 
Electric  announced  that 
Thermo  King,  the  only  prof- 
itable unit  in  its  old  industri- 
al unit,  will  remain  with  par- 
ent cbs  when  Westinghouse 
separates  from  cbs  this  fall. 
That  will  leave  Westinghouse 
with  just  two  money-losing 
power  companies  and  a  hand- 
ful of  smaller  holdings.  West- 
inghouse now  will  likely  fold 
the  power  units  into  joint 
ventures  with  more  prosper- 
ous rivals,  such  as  Siemens  or 
abb  Asea  Brown  Boveri. 


LOVE  BOAT 
LINKUP  

celebrity  cruises  sailed 
into  the  arms  of  Royal 
Caribbean  Cruises  June  17  in 
a  deal  valued  at  $1.3  billion  in 
cash,  stock  and  debt  assump- 
tion. "Strategically,  it's  a  big 


positive,"  says  Scott  Barry,  t{ 
analyst  with  Raymond  Jam< 
&  Associates.  "The  cruisf 
industry  is  increasingly  j 
business  where  size  matters 
Celebrity,  which  will  kee| 
operating  as  a  separate  branik  (|1 
brings  five  ships  and  8,2(  ' 
berths  to  Royal  Caribbean 
fleet,  nearly  doubling  its  sizii 
But  Royal  Caribbean  can1 
steam  past  the  market  leade 
yet:  Carnival,  which  on  Jun 
13  bought  Italian  cruise  opei 
ator  Costa  Crociere  for  $ 
million,  now  has  33  ships. 

ETCETERA... 


■  Wal-Mart  Stores  hire 
Mark  Hansen,  ceo  of  Pe 
Smart,  to  run  Sam's  Clubs 

■  Gateway  2000  and  Seagat 
Technology  warned  their  se< 
ond-quarter  profits  would  fal 

■  House  gop  leaders  aim  t 
postpone  vote  on  MFN  fo 
China. 

■  Down  to  two  wheels:  Le 
Iacocca  wants  to  build  electri 
bicycles  in  Taiwan. 
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World-  (  LEADERS 

Deliver 

/orld-Glass 


k>W  WITH  Siebel,  Compaq  ENABLES  HKillLY  OITIMIZKD, 

ENTERPRISE-CLASS  SALES  INFORMATION  SOLUTIONS  TO  DRAMATICALLY  INCREASE 

PRODUCTIVITY  A.M)  PROFITABILITY." 

Compaq"— the  worldwide  leader  in  industry-standard  enterprise  computing  platforms.  Siebel— the 

COMPAQ 

worldwide  leader  in  global  sales  information  software  solutions.  Together,  Compaq  and  Siebel  size,  test, 
and  optimize  proven  sales  information  solutions  for  their  global  customers.  The  result— dramatic  and  rapid  increases  in 
sales  productivity,  profitability,  and  customer  satisfaction.  Join  the  many  world-class,  industry-leading  organizations, 
such  as  Compaq,  who  have  standardized  on  Siebel  and  provide  your  company  with  a  proven  competitive  advantage. 
To  learn  more,  call  us  at  1-800-720-3115,  ext.  1324  or  visit  Siebel  at  www.siebel.com. 


Sales  Information  Systems 


(01997  Siebel  Systems,  Incorporated.  Siebel  is  a  trademark  of  Siebel  Systems,  Incorporated  and  may  be  registered  in  certain  junsdications,  Compaq  is  a  trademark  of  Compaq  Computer  Corporation. 


When  you  can  count 
on  a  telecom  company 
to  improve  business, 
that's  news. 


With  Sprint  on  your  side,  you'll  get  professionals  who 
not  only  understand  your  small  business,  but  come 
up  with  new  ideas  to  help  it  perform  even  better.  The 
Sprint  Business  Solutions  Center  offers  a  Specialist 
who  knows  you,  and  stays  in  touch  with  your 
business  to  put  enhanced  communications  to  work  for 
you.  They'll  even  stay  ahead  of  your  needs  and  respond  to 
your  challenges  with  custom  solutions.  In  today's  world, 
that's  news     www.sprint.com     1  888  SPRINT  BIZ 


Sprint 


We  help  your  business  do  more  business 


ashington  Outlook 


ID  BY  DOUGLAS  HARBRECHT 


IA  REFORM 

IATS  EASIER  TO  SWALLOW 


'hen  the  Republicans  took  control  of  Congress  in  1994, 
the  Food  &  Drag  Administration  was  the  agency  they 
loved  to  hate.  House  Speaker  Newt  Gingrich  (R-Ga.) 
i  slow  fda  approvals  of  drugs  and  medical  devices  were 
jobs — and  people.  Some  conservative  critics  wanted  to 
1  the  agency,  preferring  to  let  the  market  decide  which 
nes  work.  Even  GOP  moderates,  such  as  former  Senator 
L.  Kassebaum  (R-Kan.),  championed  a  major  shakeup. 
hing  came  of  these  legislative  bombshells, 
more  mellow  gop  Congress  may  be  getting 
;o  its  goal  of  approving  fda  reform  this 
Whatever  measure  emerges  will  eschew 
dical  proposals  of  years  past.  Even  the 
has  changed,  from  "reform"  to  "modem- 
.."  What  Congress  is  doing,  says  Senate 
&  Human  Resources  Chairman  James  M. 
Is  (R-Vt.),  "is  moderate,  incremental  re- 
hat  continues  to  protect  the  public  health." 
June  18,  Jeffords'  panel  took  the  first  major 
passing  a  bill  to  streamline  product  ap- 
s  by  changing  evidence  requirements,  ex- 
g  the  use  of  outside  reviewere,  and  holding 
;ency  to  stricter  timetables.  If  the  House 
res  its  own  plan  this  summer,  an  fda 
ver  could  reach  President  Clinton  by  fall. 
"VITRIOL."  Why  such  progress?  For  one 
moderate  Republicans  have  persuaded 
irats  such  as  Senator  Barbara  A.  Mikuls-  " 
1.)  to  sign  on.  Jeffords  also  is  trying  to  forge  compro- 
with  Senator  Edward  M.  Kennedy  (D-Mass.),  a  skeptic 
■e-radical  fda  reforms.  "This  tiling  has  come  a  long,  long 
says  Gordon  M.  Binder,  ceo  of  biotech  giant  Amgen 
rhere  hasn't  been  the  vitriol  that  there  was  last  year." 
elps  that  the  fda  has  already  made  headway  in  speed- 
provals  and  cooperating  with  industry.  "They've  done 
remarkable  tilings  in  the  last  year  or  so,"  says  John  W. 
do,  vice-chairman  of  Becton,  Dickinson  &  Co.,  a  big 


JEFFORDS:  No  radical 


health-care  company.  "But  they  need  to  do  more."  Indeed,  ex- 
ecs say,  one  important  role  for  the  bill  is  to  put  the  fda's  own 
streamkning  into  law  so  future  commissioners  can't  reverse  it. 

The  reform  drive  is  still  far  from  over.  For  instance,  Senate 
provisions  to  expand  the  use  of  outside  reviewers  have  irked 
agency  officials.  They  also  claim  the  bill  might  jeopardize 
public  health  through  lower  standards  for  judging  health 
claims  on  food  and  for  certifying  medical  devices.  "These  are 
big-ticket  issues  for  us,"  says  a  top  fda  official. 
PLAYING  CHICKEN.  But  there's  strong  incentive 
to  compromise:  Legislation  is  needed  this  year 
to  renew  a  successful  user-fee  program  that 
asks  drugmakers  to  shoulder  some  of  the  cost 
for  product  reviews.  Without  a  bill,  the  fda 
will  have  to  jettison  500  reviewers,  and  drug  re- 
view times,  which  have  been  cut  in  half  since 
the  program  began  in  1992,  could  soar. 

The  Jeffords  bill  would  continue  the  user 
fees,  even  boosting  the  annual  take  to  $110  mil- 
lion from  $88  million.  Angry  fda  officials  gripe 
that  Congress  is  using  the  money  to  force  them 
into  agreeing  to  unpalatable  changes.  "They 
want  to  play  a  game  of  chicken,"  says  one. 

Not  fair,  retort  supporters  in  Congress  and  in- 
dustry. They  say  the  Administration  is  playing 
its  own  game  of  chicken  by  proposing  to  cut  the 
fda's  budget  by  $68  million  and  making  up  the 
~  difference  with  user  fees — anathema  to  industry. 
As  for  the  bill  itself,  backers  contend,  the  flash  points  are  mi- 
nor, and  Congress  is  willing  to  work  out  disagreements.  "If 
we've  made  a  goof  and  they  [the  fda]  make  a  good  case,  we'll 
rethink,"  says  a  Jeffords  staffer. 

Such  flexibility  bodes  well  for  the  success  of  reform  efforts 
this  year — if  Capitol  Hill  can  restore  some  fda  funding.  The 
larger  lesson:  Revolutionary  fervor  can't  match  incremental 
change  when  it  comes  to  doing  business  in  Washington. 

By  John  Carey 


lAPITALWRAPUP 


LEN  TRADE  WARRIORS 

S.  exporters  fear  the  Clinton 
linistration  has  given  up  on  the 
;ult  job  of  cracking  the  Japanese 
<et.  They  have  cause  to  worry: 
top  officials  responsible  for  trade 
Japan  have  quit.  The  Deputy 
.  Trade  Representative  job  has 
i  vacant  for  more  than  a  year.  The 
;tant  trade  rep  for  Japan  recently 
and  his  replacement  has  just  said 
leaving.  The  ustr  special  counsel 
on  June  16.  At  the  Commerce 
t.,  a  permanent  replacement  for 


the  Deputy  Assistant  Secretary  for 
Japan  has  yet  to  be  named. 

JUST  SAY  NO 

►  Another  company  may  soon  join 
General  Motors,  Monsanto,  and 
AlliedSignal  in  ending  "soft  money" 
campaign  donations.  Tenneco  Inc.  is 
expected  to  announce  soon  that  it  will 
no  longer  make  unrestricted  dona- 
tions to  the  political  parties,  which 
are  supposed  to  use  the  money  for 
party-building  but  often  divert  it  to 
candidate  campaigns.  Tenneco  gave 
about  $175,000  in  soft  money  for  '96. 


ANTI-ABORTION  OEMS? 

►  Pennsylvania  Democratic  Party  offi- 
cials hope  to  keep  conservative,  blue- 
collar  Democratic  voters  from  support- 
ing the  reelection  of  first-term  gop 
Governor  Tom  Ridge  next  year. 
They're  trying  to  lure  two  prominent 
union  presidents,  said  to  hold  anti-abor- 
tion views,  to  run  against  Ridge,  who 
favors  abortion  rights.  The  pair:  Gerald 
W.  McEntee,  head  of  the  American 
Federation  of  State,  County  &  Munici- 
pal Employees,  and  United  Steelwork- 
ers  President  George  Becker. 
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BRITAIN 


IS  BRITISH  AIRWAYS 
FLYING  INTO  A  STORM? 

The  carrier  is  in  top 
form,  but  its  deal 
with  American  is 
stalled  and  its  cost- 
cutting  runs  the  risk 
of  a  labor  backlash 


JYi 


When  Robert  Ayling, 
British  Airways 
PLC's  chief  executive, 
decided  that  his 
planes  needed  a  new  look,  he 
didn't  settle  for  half-measures. 
He  dispatched  researchers 
from  Newell  &  Sorrell,  a  hip 
London  design  firm,  to  such 
faraway  places  as  Poland  and 
South  Africa  to  hire  artists 
who  could  work  magic  on  ba's 
tail  fins.  Industry  experts 
think  the  bold  paintings  will 
work  in  ba's 


BOLD  LOOK 

CEO  Ayling 
si (j tied  up 
artist  a  for 
BA's  new  tail 
fin  designs 


favor.  Says 
Chris  Avery, 
an  analyst  at 
Paribas  Cap- 
ital Markets 
in  London: 
"Everyone 

will  know  those  gloriously  col- 
ored tails  are  ba." 

So  the  June  10  unveiling  of 
ba's  new  colors  should  have 
been  a  moment  of  triumph  for 
Ayling.  Since  taking  the  ceo's 
post  in  early  1996,  he  has 
made  Britain's  flag  carrier  into 
one  of  the  world's  leaders  in 
airline  profitability,  earning  $1 
billion  on  sales  of  $13.6  billion 
in  1996.  ba  stock  surged  by 
22%  in  the  first  six  months  of 
1997,  as  investors  applauded  a 
cost-cutting  program  aimed  at 
saving  $1.6  billion  per  year 
by  2000. 

Yet  the  stock  has  hit  a  lull 


ROUGH  ROUTE  Ayling  thinks  he  has  little  choice  but 


e 
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),  and  there  was  hidden  turbu- 
in  the  summer  air  as  Ayling 
id  for  the  cameras.  A  year  after 
announced,  his  most  important 
tpc  gambit,  ba's  proposed  alliance 
J.  S.  giant  American  Airlines  Inc., 
squishing.  Ayling  is  also  at  odds 
nany  of  ba's  58,000  workers  over 
forts  to  lower  costs  through  pay 
s,  job  cuts,  and  outsourcing.  Em- 
s  and  analysts  think  labor  ten- 
>ould  lead  to  a  drop  in  ba's  vaunt- 
vice.  "I  have  never  seen  morale  so 
ays  a  baggage-handling  supervisor 
ldon's  Gatwick  airport, 
dtably,  there  has  been  mut- 
about  Ayling's  spending  close 

0  million  on  a  redesign  while 
fees  get  squeezed.  "It  is  some- 
nsensitive,"  says  George  Ryde, 
>f  civil  aviation  for  the  Trans- 
&  General  Workers'  Union 
).  Ayling  declined  to  be  inter- 

1  for  this  story,  but  a  company 
sman  says  the  cost-saving 
nents  have  "saved  very  many 
And  the  company  insists  the 
gn  proves  its  commitment  to 

growth. 

;R  STRIKE?  Still,  labor  tensions 
aised  the  odds  of  serious  work 
tions.  Talks  on  a  new  package 
the  tgwu,  which  represents 
)f  ba's  12,000  cabin  staff,  have 
i  down  as  workers  protest  new 
the  airline  wants  to  impose.  Now 
lion  is  balloting  members  for  a 
during  the  peak  summer  season. 
5wu  is  also  polling  9,000  baggage 
>rs  and  other  ground  crew  at 
row  airport  and  Gatwick  airport 
walkout  over  ba's  plans  to  sell  off 
tish  catering  operations, 
union  is  aware  that  walking  out 
pose  big  risks,  ba  management  is 
^ed  to  replace  striking  workers, 
probably  could  find  replacements 
easily.  A  year  ago,  when  ba  pilots 
ened  to  strike  over  pay  and  con- 
?,  a  deal  was  struck  at  the  last 


all — a  combo  of  ba,  the  world's  leading 
international  earner,  with  the  No.  2  air- 
line. "From  a  shareholder  point  of  view, 
he  is  doing  the  right  thing,"  says  one 
analyst.  "But  the  risk  is  that  he  will 
cut  too  deep,  and  labor  won't  take  it." 

Since  announcing  the  restructuring 
program  last  fall,  ba  already  has 
reached  agreements  that  should  pro- 
duce almost  $1  billion  a  year  in  gains, 
and  so  far,  the  program  has  been  less 
radical  than  employees  feared.  A  few 
small  units  have  been  sold  or  offered 
for  sale,  but  the  airline  has  mostly  used 
the  threat  of  sell-offs  to  beat  workers 

AYLING'S  GAME  PLAN 


SAVINGS 


Slash  annual  costs  by  $1.6  billion  through  job 
cuts,  pay  freezes,  and  outsourcing 


iny  case,  Ayling, 
tesn't  think  he 
ly  choice  but  to 
ire  his  employ- 
n  his  view,  the 

industry  is  be- 
g  so  cutthroat 
le  only  response 
stant  improve- 

And  in  an  age 
vast  global  al- 
3  seem  the  only 
o  go,  he  is  try- 
o  pull  off  the 
imbitious  one  of 


or 

APR.  4,  '97 
AD0LLARS 

DATA-  BLOOMBERG  FINANCIAL  MARKETS 


SERVICE 


Spend  $10  billion  over  three  years  on 
upgrades,  including  43  new  aircraft  and 
fancier  in-flight  services 


DEALS 


Either  convince  regulators  to  approve  an 
alliance  with  American  Airlines  by  November 
or  find  another  partner 

DATA:  BUSINESS  WEEK 


into  concessions.  Along  with  putting 
catering,  which  employs  1,500  people, 
on  the  block,  ba  sold  its  truck  unit  to 
Ryder  System  Inc.  and  is  peddling  its 
landing-gear  overhaul  unit. 

Such  slash-and-biuTi  strategies  might 
suggest  that  Ayling  wants  to  make  ba  a 
low-cost  airline,  but  he  doesn't.  The  air- 
line's modus  operandi  is  to  charge  high 
tariffs  for  good  service,  especially  in 
business  and  first  class,  where  it  has 
invested  $330  million  over  the  past  two 
years  on  such  attractions  as  seats  that 
recline  into  beds.  Guy  Kekwick,  an  ana- 
lyst at  Goldman  Sachs  International,  es- 
timates that  business-  and  first-class 
fares  account  for  about 
20%  of  ba's  traffic  but 
40%  of  its  revenue. 
Paribas'  Avery  notes 
that  between  Britain 
and  North  America, 
ba's  bread-and-butter 
routes,  business  fares 
are  among  the  fastest- 
rising  in  Europe,  up  9% 
in  1996. 

Ayling's  proposed  deal 
with  American  may  be 
harder  to  pull  off.  His 
goal  is  to  gain  access  to 


BA  HITS  AN  AIR  POCKET 
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American's  vast  U.  S.  and  Latin  American 
networks  and  its  premium  passengers. 
This  would  be  a  far  more  attractive  deal 
than  ba's  earlier  venture  with  U  S  Air- 
ways Inc.,  which  has  now  broken  up.  In 
filings  with  British  regulators,  the  two 
carriers  estimated  that  the  alliance  would 
eliminate  $146  million  annually  in  redun- 
dant expenditures  for  ba  alone  by  the 
end  of  the  century.  On  top  of  the  savings, 
Avery  thinks  ba  must  see  at  least  $325 
million  per  year  in  revenue  gains  to  put 
up  with  the  trials  of  getting  approval. 
FIERCE  LOBBYING.  And  what  a  hassle  it 
has  been.  The  deal,  which  needs  regula- 
tory O.  K.s  from  the  U.  S.,  Britain, 
and  the  European  Commission,  has 
bogged  down,  thanks  to  elections  in 
the  U.S.  and  Britain  and  fierce  lob- 
bying by  rivals  Virgin,  Delta,  and 
United,  which  contend  that  the  al- 
liance would  give  the  two  too  much 
power  over  the  Atlantic.  The  com- 
bined behemoth  would  have  65%  of 
U.  S.-Britain  traffic  and  24%  of  U.  S.- 
Europe traffic.  Most  analysts  still 
think  the  deal  will  go  through,  and  ba 
has  been  cleverly  moving  operations 
from  Heathrow  to  Gatwick,  partly 
because  the  price  for  approval  would 
be  giving  up  some  Heathrow  slots  to 
U.  S.   competitors.   The  company 
boasts  that  it  now  flies  more  routes 
from  Gatwick  than  Heathrow — tak- 
ing some  of  the  pain  out  of  losing 
Heathrow  slots. 

But  the  long  delay  is  increasing 
doubts.  The  intervention  of  Karel  Van 
Miert,  the  newly  aggressive  European 
Commission  Competition  Commission- 
er, is  worrisome  because  Van  Miert,  un- 
like U.  S.  and  British  regulators,  may 
want  the  combo  to  die  completely.  His 
agenda,  according  to  Brussels  sources: 
protect  struggling  airlines  on  the  Con- 
tinent. The  demise  of  the  alliance  would 
leave  ba  back  at  square  one,  while  the 
world's  other  powerhouse  alliance, 
Lufthansa-United,  recently  beefed  up 
by  adding  sas,  Air  Canada,  and  Thai 
Airways  International. 

American  Airlines  ceo  Robert  L. 
Crandall  said  recently  that  ba  and 
American  could  go  ahead  with  a  big 
portion  of  their  plans,  including  code- 
sharing,  without  any  approvals.  But 
Ayling  is  growing  frustrated.  He  is 
threatening  to  abort  the  deal  if  it  is  not 
approved  by  November.  What  will  he  do 
instead?  One  analyst  says  he  may  be 
eyeing  a  linkup  with  Northwest  Air- 
lines Inc.,  which  has  had  a  troubled  al- 
liance with  klm  Royal  Dutch  Airlines. 
But  given  Ayling's  flair  for  drama,  a 
bolder  move  seems  more  likely. 

By  Stanley  Reed  in  London 


eze  his  employees  and  push  the  regulatory  envelope 


BUSINESS  WEEK  /  JUNE  30,  1997  53 


International  Business 


HONG  KONG 

RED-CHIP 
REVELRY 

How  long  can  the  runup  in 
mainland  stocks  last? 

Gary  Greenberg  used  to  be  dismis- 
sive of  red  chips,  the  murky  com- 
panies controlled  by  mainland  Chi- 
nese interests  that  are  listed  on  the 
Hong  Kong  stock  exchange.  While  other 
investors  wildly  bid  up  new  red-chip  of- 
ferings, the  deputy  managing  director 
for  Peregrine  Asset  Management  (Hong 
Kong)  Ltd.  feared  they  were  far  too 
risky — and  prone  to  a  crackdown  by 
Chinese  regulators. 

But  in  mid-May,  Greenberg  says  he 
"underwent  a  conversion."  That's  when 
he  attended  a  Hong  Kong  road  show  to 
promote  the  initial  offering  of  Beijing 
Enterprises  Holdings  Ltd.,  which  owns  a 
hodgepodge  of  businesses  controlled  by 
Beijing's  municipal  government.  Among 
the  luminaries  on  the  dais  was  the  Com- 
munist Party  secretary  for  Beijing.  To 
Greenberg,  the  powerful  official's  pres- 
ence proved  China's  leadership  is  solidly 
behind  the  red  chips  and  will  ensure 
they  have  access  to  juicy 
deals  on  the  mainland. 
Thanks  largely  to  Hong 
Kong  stocks  such  as  Bei- 
jing Enterprises,  which 
has  quadrupled,  to  $6.28, 
since  May  29,  Peregrine's 
Asia  Pacific  Growth 
Fund  is  up  10%  over  the 
past  month. 

Now  the  fear  is  that 
too  many  people  have 
bought  that  seductive 
story.  Since  early  1998, 
red-chip  prices  have 
risen  nearly  fourfold,  far 
outpacing  the  rise  in  the 
Hang  Seng  Index  of  blue 
chips  (chart).  Most  of 
those  gains  have  come  in 
recent  months,  thanks  to 
buying  by  mainland  Chi- 
nese, who  cany  suitcases 
of  cash  over  the  border.  No  matter  that 
few  China-backed  companies  have  track 
records  as  reliable  performers.  They 
still  trade  at  phenomenal  levels — 78 
times  projected  1997  earnings  in  the 
case  of  Beijing  Enterprises.  Even  after 
Beijing  sent  the  market  tumbling  with  a 
crackdown  on  insider  trading,  red  chips 
bounced  back  on  June  16,  jumping  7.3%. 


HONG  KONG  STOCKS 
HAVE  DONE  WELL... 
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With  just  days  re- 
maining before  Hong- 
Kong's  July  1  handover 
to  China,  investors  are 
wondering  how  long  the 
party  can  last.  Regula- 
tors in  Beijing  and 
Hong  Kong  are  deter- 
mined to  curb  trading- 
abuses.  But  they  face  a 
dilemma.  If  they  move 
too  aggressively  now, 
they  risk  triggering  a 
confidence-shattering  sell-off  just  as 
China  takes  over.  And  doing  nothing- 
poses  its  own  dangers.  When  it  comes 
to  red  chips,  "we're  very  worried  about 
the  potential  for  insider  trading  and 
market  manipulation,"  says  Anthony 
Francis  Neoh,  chairman  of  Hong 
Kong's  Securities  &  Futures  Commis- 
sion (SFC).  Beijing  is  worried,  too.  If 


Hong  Kong  loses  its  reputation  as  on 
of  Asia's  cleanest  capital  markets,  i 
could  be  tougher  and  more  costly  t 
use  the  city  to  raise  funds  for  China' 
heavily  indebted  state  enterprises. 
firings.  For  now,  authorities  on  bot 
sides  of  the  border  are  relying  on  tacti 
cal  strikes  to  keep  the  rogue  trader 
off  balance.  Hong  Kong  regulators  hav 
moved  quickly  to  suspend  trading  i 
stocks  that  appear  to  be  manipulated.  Ir 
China,  retribution  has  been  harsher.  Or 
June  12,  Beijing  announced  that  senioi 
executives  at  some  of  the  country' 
largest  banks  and  seciuities  houses  wer 
fired.  The  president  of  Industrial 
Commercial  Bank  of  China's  Shangha 
branch,  for  instance,  was  ousted  aftei 
authorities  found  the  branch  illegally 
lent  more  than  $1  billion  to  three  major 
securities  firms  last  year.  Earlier,  th 
head  of  the  China  Securities  Regulatory 
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IBM  PC  300,  with 
I.  I  \Clierd  Control 
Manager,  helps  you  funis 
more  on  your  business 
and  less  t >n  your  l'(  ,s. 


IBM  PC  Sewer 
704,  with  Vetl  inity, 
gives  you  the  confidence 
to  run  your  business 
critical  applications. 


ThinkPad  380  gives 
you  an  affordable  nay 
it>  take  advantage  of 
//(c  industrys  leading 
technologies. 
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IIS\I  IntelliStations, 
mill  Wake  on  I.  I  \,  let 
you  power  uj>  multiple 

workstations  from  u 
single  location. 


Designed  and  tested  total 
solutions  m  ////  network, 
storage  and  memory, 
fiani  Upturns  by  IBM. 
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"if  technology 
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IBM  Personal  Computing  Solutions 


Its  mil  just  about  bits  and  bytes 
anymore,  it  s  also  about  profits 
and  losses.  So  we've  taken  a  new 
approach  to  networked  personal 
computing. 

Exclusively  through  IBM  Business 
Partners,  we've  assembled  a  port- 
folio ol 'technology,  services  and 
financing  that  optimizes  your 
technology  investment.  We  call 
this  IBM  System  Care. 

The  whole  point  ol  IBM  System  Care  is 
to  help  you  obtain  a  competitive  busi- 
ness advantage  through  technology 
ll  helps  control  costs  l>\  mapping 
out  how  much  voifll  spend, 
can  manage  \oiir  network  more 
easily  with  tools  like  NetFinity, 
Wake  on  L  \\  anil  Ser\erCuide. 

And  IBM  System  (Jan1  Technology 
Exchange'  helps  you  make  sure 
that  what's  on  your  desk  is  the  latest 
version  ol  what  you  need.  You  can 
also  maintain  your  network  with 
support  services,2  training  and 
comprehensive  warranties. 

Visitwww.us.pc.ibm.com/systemcare 
or  call  1  800  lini-7^:,:..  ext.  1221, 
and  see  how  you  can  measure 
your  investment  in  dollar  returns. 
It's  just  better  business. 


Solutions  lor  a  small  planet 


financing  available  from  IBM  Ctedil  Coipoialion  lo  pualilied  commercial,  slue  and  meal 
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Guide.  PC  300.  ThinkPad.  IntelliSlahon  and  Solutions  lot  a  small  planer  are  trademarks  ol 

Pentium  and  Ihe  Intel  Inside  logo  are  m<t:V\r,\  tiademaiks  ol  til-  i  Conn  nan  »  ■■-  ■  vi'i7  m 
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fold  page  so  point 


meets  point  "b" 


Think  you  can  name  the  one  delivery  company 
who  can  bring  the  continents  together  like  nobody  else? 

Today,  getting  an  urgent  package  to  Hoboken,  Belgium,  is  as  simple  as  getting  one  to 
Hoboken,  New  Jersey— even  if  your  package  has  to  arrive  before  the  day  begins.  Because 
with  UPS,  you  get  more  guaranteed  delivery  options' to  more  cities  in  North  America 
and  Europe  than  with  any  other  carrier.  And  an  advanced  global  network  that  clears 
customs  electronically,  and  delivers  real-time  information  about  each  package  you  send. 
So  the  next  time  you  need  to  ship  across  borders,  or  continents,  don't  worry  j  ^  | 
about  that  little  thing  called  the  Atlantic  Ocean.  Just  call  1-80OPICK-UPS   V  r 

or  visit  www.ups.com  for  details.  MOVING  at  the  SPEED  of  BUSINESS. 


ternational  Business 


ission  (csrc),  the  country's  top 
log,  was  replaced.  And  on  June 

chairman  and  chief  accountant  of 
Kong-listed  Guangshen  (Guang- 
henzhen)  Railway  Co.  were  fired 
;  was  learned  that  they  had  used 
llion  raised  through  unauthorized 
ifferings  for  their  own  trading. 

shakeup  drove  down  prices  of 
Kong's  red  chips  by  11%.  But 
four  days,  prices  shot  up  by  18% 
d  spread  that  the  purge  was  over, 
xuberance  shows  how  difficult  it 

for  regulators  to  cool  the  fever, 
g  fuel  the  rise:  billions  in  capital 
g  around  the  Chinese  economy 
tiree  years  of  tight  monetary  poli- 
ong  Kong  Chinese  investors  also 
coming  more  adventurous, 
sstors  are  betting  that  after  the 
ips  list  in  Hong  Kong,  their  par- 
mpanies  in  China  will  sell  assets 
m  at  cut-rate  prices.  Mainland 
ers  and  party  officials  own  stock 
ig  Kong-listed  vehicles,  and  such 
injections  will  make  their  hold- 
lore  valuable.  But  there  are  big 
There's  no  guarantee  businesses 
)  Hong  Kong  holding  companies 
■  profitable.  And  Beijing  leaders, 
j  state  property  is  being  sold  on 
leap,  may  suddenly  halt  such 
>rs. 

TO  SLIP.  The  good  news  is  that 
>ht  agencies  in  both  Hong  Kong 
lina  are  stalling  to  cooperate.  Chi- 
egulators  rounded  up  witnesses 
cuments  from  China  for  the  Hong 
SFc's  largest-ever  trading  fraud 
igainst  Paragon  Holdings  Ltd., 
insiders  allegedly  pocketed  $13 
in  ill-gotten  gains.  Says  the  sfc's 
The  Chinese  "understand  that  if 
arket  suffers,  the  whole  nation 
,"  But  the  sfc  has  280  staff  to 
614  public  companies.  Beijing's 
3  even  more  understaffed.  Given 
or  disclosure  by  Chinese  compa- 
ays  Peter  Churchouse,  Morgan 
y  Asia  Ltd.'s  co-director  of  Far 
esearch,  Hong  Kong  oversight  is 
to  slip. 

hould  investors  dump  Hong  Kong 
after  July  1?  Not  necessarily.  Ex- 
5r  a  handful  of  companies,  such 
ngkong  Telecommunications  and 
ong  &  Shanghai  Banking  Corp., 
ing  Seng  Index  has  been  flat  all 
Ylany  analysts  believe  that  other 
lips  are  overdue  for  a  runup.  But 
estors  who  are  gambling  on  Hong 
i  red  chips,  the  coming  months 
ely  to  remain  a  wild  ride. 
Mark  L.  Clifford  and  David  Lin- 
n  Hong  Kong,  with  Pete  Engardio 
r  York 


BRAZIL 


NOBODY  DOUBTS  THAT  BRAZIL 
IS  ON  THE  RIGHT  PATH' 

President  Cardoso  talks  about  the  economic  challenges  ahead 


B uoyed  by  the  success  of  his  anti- 
inflationary  Real  Plan,  Brazilian 
President  Fernando  Henrique  Car- 
doso recently  won  a  constitutional 
amendment  allowing  him  to  run  for  a 
second  term,  in  1998.  His  opening  of 
Brazil's  $760  billion  economy  has  made 
him  popular  with  both  voters  and  for- 
eign investors,  who  are  expected  to 
pump  as  much  as  $lk  billion  into 
Brazil  this  yea  r.  If  Cardoso 
wins  reelection,  as  expected, 
he  will  serve  through  2002. 
In  his  Brasilia  office,  Car- 
doso discussed  his  vision 
for  Brazil  in  a  June  12  in- 
terview with  BUSINESS 
weeks  Sao  Paulo  bureau 
chief,  Ian  Katz. 


CARDOSO:  "We  have 
stability . . .  economic 
policy  doesn't  zigzag" 


Q:  What  have  you  accom- 
plished since  taking  office 
2lA  years  ago? 
A:  Today,  nobody  doubts 
that  Brazil  is  on  the  right 
path.  We  have  stability. 
More  than  just  a  stable 
currency,  that  means  that 
economic  policy  doesn't 
zigzag.  We  have  goals,  and 
we  go  after  them.  Some- 
times we  win,  sometimes  ~ 
we  lose,  but  the  goals  don't  change. 

The  economy  is  open,  competition  is 
increasing,  and  there  has  been  a  lot  of 
investment,  foreign  and  domestic.  Re- 
structuring is  under  way,  and  in  priva- 
tization, the  sale  of  [mining  conglomer- 
ate] Vale  do  Rio  Doce  was  a  milestone. 
We  are  replacing  bureaucratic  ministries 
with  more  independent  agencies,  and 
we  are  decentralizing  social  services. 

Q:  You  may  be  President  for  5'A  more 
years.  Wliat  do  you  want  to  achieve? 
A:  Sustained  economic  growth.  In  2002, 
we  will  have  a  gross  domestic  product 
of  more  than  $1  trillion,  I'm  sure.  We 
are  creating  axes  of  integration — wa- 
tei-ways,  roads,  the  privatization  of  rail- 
roads and  ports.  We  are  going  to  open 
the  market  so  that  [state-run  oil  giant] 
Petrobras  competes.  Telecommunications 
will  be  nearly  entirely  in  the  private 
sector.  Electric  energy  will  progressive- 
ly be  more  privately  owned. 


Q:  Will,  the  sell-offs  and  restructuring 
cause  job  losses  and  social  problems? 
A:  They  could.  The  service  sector  is 
where  there  will  be  more  jobs — in  edu- 
cation, health,  community  work.  The 
government  has  to  work  forcefully  in 
these  areas.  Brazil  is  closer  to  U.  S.  so- 
ciety than  to  Europe's.  As  in  the  U.  S., 
unemployment  hasn't  gone  up.  Brazil 
has  a  large  area,  diverse  agriculture, 
geographical  mobility— peo- 
ple look  for  new  jobs.  And 
Brazilians  like  new  things. 
That's  why  the  cellular- 
phone  and  computer  mar- 
kets are  growing  very  fast. 

Q:  Analysts  foresee  an  $11 
billlion  trade  gap  this  year. 
Is  it  a  big  problem? 
A:  Analysts  and  the  oppo- 
sition treat  the  trade  deficit 
as  if  it  were  tragic.  It's  the 
only  flag  they  have  to 
wave.  Those  who  are  more 
impartial  see  that  since  the 
inflow  of  capital  is  very 
strong,  there's  no  big  prob- 
lem. We  have  had  to  take 
steps  [such  as  curbs  on  im- 
port financing]  so  as  not  to 
"  lose  control  of  the  trade 
balance.  But  everyone,  including  my- 
self, believes  restructuring  must  be  ac- 
celerated to  reduce  the  deficit. 

Q:  WJien  you  meet  with  President  Clin- 
ton here  in  October,  what  will  you  tell 
him  about  your  vision  for  free  trade  in 
the  hemisphere? 

A:  We  have  two  big,  organized  blocs, 
the  North  American  Free  Trade  Agree- 
ment and  Mercosul  [the  customs  union 
of  Brazil,  Argentina,  Uruguay,  and 
Paraguay].  Mercosul  is  more  advanced 
than  nafta  as  a  system.  I  don't  think 
we  should  lose  that  advantage  and  dis- 
solve everything.  We  should  grow  on 
it.  Hemispheric  integration  is  necessary, 
and  it  will  occur.  The  condition  for  it 
to  happen  is  a  good  relationship  be- 
tween Brazil  and  the  U.  S.  I  think  Brazil 
and  the  U.  S.  must  take  initiatives  to- 
gether, not  only  on  taiiffs  but  also  in  ed- 
ucation, which  is  a  big  concern  for  both 
President  Clinton  and  myself. 
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DIALING  Hi  TofHE 


or  years,  the  phrase  "800  number"  has  been 
synonymous  with  high-quality  customer  service 
and  easy  consumer  access.  In  the  near  future, 
another  number  is  likely  to  join  these  prestigious 
ranks:  1-900. 

Once  little  known  among  business  and  con- 
sumers, the  900  number  industry  is  in  the  midst  of  a 
vigorous  expansion,  growing  by  more  than  10 
percent  a  year  over  the  last  five  years.  The  industry's 
most  rapidly  expanding  segment:  everyday 
business-to-business  and  business-to- 
consumer  applications. 
"The  900  number  is  finally 
reaching  its  potential  as  a 
business  tool,"  notes 
Edward  J.  Keyes  of  the 
International  Center 
for  Communica- 
tions at  San  Diego 
State  University. 
"And  why  not1?-  It's 
more  convenient  than 
mail-in  payments,  and 
ess  expensive  than  credit 
cards." 

In  fact,  because  the  900  number's  "pay- 
per-call"  charges  are  added  to  users'  existing 
telephone  bills,  billing  and  collection  difficulties  are 
negligible  and  convenience  is  maximized  for  busi- 
nesses and  callers  alike. 

Packard  Bell  NEC,  which  chose  AT&T's  900  Ser- 
vices as  its  pay-per-call  solution,  has  found  its  900 
number  (900-555-3388)  to  be  a  cost-effective  way  to 
provide  customers  with  high-quality  training  and 
software  support,  beyond  Packard  Bell's  traditional 
toll  free  number. 

"Our  customers  know  what  they  want,  and  our 
goal  is  to  make  sure  they  get  it  as  efficiently  as  possi- 
ble," explains  John  Sientz,  manager  of  Packard  Bell's 
Premier  Support  program.  In  most  cases,  "they've 
already  tried  reading  the  manual.  They're  looking  for 
someone  to  offer  immediate  help,  and  that's  what 
Premier  Support  is  all  about." 

In  effect,  the  Packard  Bell  program  extends  the 
warranty  protections  that  come  with  all  of  the 
company's  computers  so  that  customers  with  out-of- 
warranty  systems  can  continue  to  receive  technical 
support  for  hardware,  peripherals,  and  software  for  a 
nominal  fee  of  $2  per  minute  and  a  maximum  of 
$35  per  incident. 


While  Packard  Bell  also  offers  a  credit  card  sup- 
port option,  most  customers  choose  the  900  numbej 
In  fact,  satisfaction  with  the  program  is  so  high  that,! 
in  one  informal  survey,  the  company  found  that 
more  than  97  per- 

"The  900  number 
Is  finally  reaching] 

Its  potential  as 
a  business  tool_" ' 


— LdwarA  J.  Keyes, 
International  Center  for  Communications 
at  San  Diee.0  State  University  1 


cent  of  customers 
would  choose  the 
900  service  again. 
Mr.  Sientz  credits 
Packard  Bell's  staff 
for  this  success. 

"Our  people  love  solving  a  tough  problem,"  he  says, 
"and  they  have  the  resources  to  do  it  well." 

Other  companies  are  using  AT&T's  900  Service 
to  improve  customer  service  in  similar  ways.  For 
example,  in  addition  to  its  800  number  and  an 
Internet  help  site,  Nintendo  offers  a  900  number 
(900-288-0707),  for  $1.50  minute,  for  gameplayers 
needing  assistance  with  the  company's  video  games 
In  a  somewhat  different  vein,  the  Turner  Broadcast- 
ing System  (TBS)  employs  a  900  number  for  high- 
profile  call-in  promotional  events. 

But  one  of  the  most  innovative  applications  of 
900  numbers  comes  in  an  industry  long  plagued  by 
high  overhead  costs  and  intense  marketing  chal- 
lenges-charitable fundraising. 

Ronald  McDonald  House  Charities  (RMHC),  the 
Illinois-based  family  support  services  arm  of  the 
nationwide  fast-food  retailer,  recently  signed  on  with 
AT&T's  900  Services  in  order  to  find  another  way  to 
make  things  "fast  and  convenient." 

"We're  always  looking  for  new  ways  to  raise 
money,"  says  Marty  Coyne,  Director  of  Development 
for  RMHC.  "And  we  recently  turned  to  our  long-time 
partner  AT&T  to  see  if  they  could  help."  Help  they 
did.  Each  900  call  (to  900-CALL  RMHC)  results  in  a 
$15.00  contribution  to  the  RMHC. 
A  donor  does  not  need  to  write  a  check,  find  a 
stamp,  or  receive  monthly  reminder  statements — 
it's  simply  a  charge  on  the  local  phone  bill. 

As  examples  like  these  illustrate,  the  promise 
of  900  service  is  great,  and  likely  to  become  even 
greater  as  new  applications  are  added.  Businesses 
soon  may  find  that  900  numbers  are  an  ideal — and 
increasingly  necessary — companion  to  the  800 
numbers  they  have  long  used  to  provide  their 
customers  with  the  best  in  service  and  support. 


Written  by  Kevin  R.  Hopkins,  a  telecommunications  and 
technology  adviser  to  government  and  business. 
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aiting  and  more  reliable  information.  You  get  a 
ore  efficient  customer  service  center  and  a  new 
;venue  stream.  Companies  of  all  sizes  have 


scovered  AT&T  900  Service.  Computer  companies 
;e  it  for  tech  support,  banks  for  check  verification  and 
larities  to  collect  donations.  How  ever  you  use  it,  one 
ling's  for  sure:  when  you  service  customers  on  the 
orld's  most  powerful  network,  you  really  can't  lose. 

vant  to   know  more? 

all  I  800  843-  0934  or  visit  us  at 
ww.att.com/business/900service 

997  AT&T  All  rights  reserved.  "Offer  valid  while  supplies  last. 


Is  Madison  Avenue  taking 
"Get  'em  while  they're 
young"  too  far? 
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t  1:58  p.m.  on  Wednesday,  MayP 
in  Houston's  St.  Luke's  Episcopip 
Hospital,  a  consumer  was  bon 
Her  name  was  Alyssa  J.  Nedel 
and  by  the  time  she  went  ho: 
three  days  later,  some  of  America's  biggd 
marketers  were  pursuing  her  with  sample|fa: 
coupons,  and  assorted  freebies.  Procter  f> 
Gamble  hoped  its  Pampers  brand  would  win  thr 
battle  for  Alyssa's  bottom.  Johnson  &  Johnson  offerer 
up  a  tiny  sample  of  its  baby  soap.  Bristol- Myers  Squib 
Co.  sent  along  some  of  its  Enfamil  baby  formula. 

Like  no  generation  before,  Alyssa's  enters  a  cor' 
sumer  culture,  surrounded  by  logos,  labels,  and  ad1 
almost  from  the  moment  of  birth.  As  an  infant,  Alyss  * 
may  wear  Sesame  Street  diapers  and  miniature  pr^1 
basketball  jerseys.  By  the  time  she's  20  months  okf 
she  will  start  to  recognize  some  of  the  thousands  cf 
brands  flashed  in  front  of  her  each  day.  At  age  'f 
if  she's  anything  like  the  typical  kid,  she  wi r 
see  sume  20.000  TV  commercials  a  year.  Bj 
the  time  she's  12,  she  will  have  her  own  eife J 
try  in  the  massive  data  banks  of  marketer*' 
Multiply  Alyssa  by  30  million — the  nurri' 
ber  of  babies  born  in  this  country  sincr; 
1990 — and  you  have  the  largest  generation  . 
to  flood  the  market  since  their  baby  boom  paw 
ents.  More  impressive  than  their  number** 
though,  is  their  wealth.  The  increase  in  singlef 
parent  and  dual-eamer  households  means  kid}!;  life 
are  making  shopping  decisions  once  left  t| 
mom.  Combining  allowance,  earnings,  and  gifts 
kids  14  and  under  will  directly  spend  an  estimates 
ed  $20  billion  this  year,  and  they  wall  influence  aim 
other  $200  billion.  No  wonder  they  have  become  the  tar  < 
get  of  marketing  campaigns  so  sophisticated  as  to  make  th  tit] 
kid-aimed  pitches  of  yore  look  like,  well,  Mickey  Mouse. 
Forget,  for  now,  the  hullabaloo  over  alcohol  and  tobaccii 
ads  that  attract  kids  well  under  the  age  of  consent.  Yesjt 
,  the  makers  of  such  "sin  products"  are  under  fire  fo 
i  the  cartoon  characters  they  use  to  sell  their  wares,  a 
are  trend-setting  designers  such  as  Calvin  Klein,  whosi 
ads  feature  sexualized  waifs  barely  out  of  puberty.  Bu 
what  goes  on  in  the  name  of  more  legitimate  children's  fan ; 
is  far  more  pervasive — and  in  many  ways  just  as  insidious, 
Marketers  that  had  long  ignored  children  now  systemati 
cally  pursue  them — even  when  the  tykes  are  years  awat; 
from  being  able  to  buy  their  products.  "Ten  years  ago,  it  war! 
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candy,  and  toys.  Today,  it's  also  computers  and  airlines 
itels  and  banks,"  says  Julie  Halpin,  general  manager  of 
li  &  Saatchi  Advertising's  Kid  Connection  division.  "A 
people  are  turning  to  a  whole  segment  of  the  population 
aven't  been  talking  to  before." 
se  that  have  always  targeted 
uch  as  fast-food  restaurants 
tymakers,  have  stepped  up 
)itches,  hoping  to  reach  kids 
•  and  bind  them  more  tightly. 
3,  T-shirts,  hamburger  wrappers, 
)lls — all  are  part  of  the  cross-pro 
al  blitz  aimed  at  convincing  kids  to  spend, 
ether,  the  new  efforts  represent  a  quantitative  and 
itive  change  in  the  marketing  aimed  at  children.  As 
irent  who  has  struggled  to  find  kids'  underwear 
it  a  licensed  cartoon  character  on  it  knows,  virtu- 
>  space  is  free  of  logos.  And  traditional  ads  have 
venues  than  ever,  with  a  gaggle  of  new  maga- 
dozens  of  Web  sites,  and  entire  TV  channels  aimed 
;.  From  1993  to  1996  alone,  advertising  in  kid-spe- 
edia  grew  more  than  50%,  to  $1.5  billion,  according 
repetitive  Media  Reporting. 

cumulative  effect  of  initiating  our  children  into  a 
nerist  ethos  at  an  ever  earlier  age  may  be  pro- 

As  kids  drink  in  the  world  around  them,  many  of 
ultural  encounters — from  books  to  movies  to  TV — have 
e  little  more  than  sales  pitches,  devoid  of  any  moral 
1  a  plea  for  a  purchase.  Even  then-  classrooms  are 
vith  corporate  logos  (page  68).  Instead  of  trans 
y  a  sense  of  who  we  are  and  what  we  hold  im- 
t,  today's  marketing-driven  culture  is  instill- 
them  the  sense  that  little  exists  without 
i  pitch  attached  and  that  self-worth  is 
ling  you  buy  at  a  shopping  mall. 

one  ad  is  so  bad,"  says  Maiy  Pipher,  a 

psychologist  and  author  of  The  Shelter 
zh  Other,  a  current  best-seller  about 
life.  "But  the  combination  of  400  ads  a 
•eates  in  children  a  combination  of 
>ism,  entitlement,  and  dissatisfaction." 
i  BARRAGE.  It  also  can  leave  parents 
j  as  if  Madison  Avenue  were  raising 
id.  Paula  Goedert,  a  tax  attorney  in  Chica- 
h  two  sons,  ages  15  and  6,  has  noticed  big 
is  in  kids'  marketing  over  the  past 
'.  "Brand  awareness  has  be- 
an incredibly  abusive  ex- 
ce — the   relentless  re- 

to  go  to  McDonald's,  to 
)vies  that  are  inappropri- 
■  6-year-olds  that  are  adver- 
>n  kids'  shows,"  Goedert  says, 
.he  end,  the  barrage  may  hurt 
irketers  themselves.  Parents  and  pol- 
lers are  increasingly  unnerved  by  the  notion  of 
ters  gathering  information  about  children's  preferences 
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and  then  hiring  psychologists  to  analyze  it.  In  the  last  year, 
the  federal  government  has  shown  a  new  interest  in  regu- 
lating advertising,  be  it  commercials  over  the  Internet  ,or 
those  for  tobacco  and  alcohol.  Meanwhile,  some  parents,  un- 

  willing  to  expose  their 

children  to  the  un- 
ceasing ad  blitz,  are 
trying  to  shield  them 
from  consumer  culture  altogether.  "We  have  deliberately 
tried  to  keep  Madeline  from  becoming  brand-aware,"  says 
Nancy  Brophy,  an  Arlington  Heights  (111.)  mother  of  three,  in- 
cluding 5-year-old  Madeline.  "If  something's  hot,  like  Beanie 
Babies  or  Power  Rangers,  I'll  avoid  it." 

Marketers,  for  the  most  part,  say  the  concerns  are 
overblown — and  that  critics  don't  give  kids  and  their  parents 
enough  credit.  "I  have  a  high  regard  for  the  intelligence 
of  kids,"  says  Tom  Kalinske,  president  of  Knowledge 


Universe,  a  new  education  company,  and  the  former  CE( 
Sega  of  America  and  Mattel  Inc.  Kalinske  and  others  in  the 
dustry  believe  that  kids  today  are  more  sophisticated 
sumers  than  the  generations  that  preceded  them,  well  abli 
recognize  hype  and  impervious  to  crude  manipulation.  Bu 
least  a  few  worry  about  the  effects  of  what  they  do.  "As  rr 
companies  go  after  kids,  the  more  pressure  on  kids  there 
be,"  says  Tom  Harbeck,  Nickelodeon's  senior  vice-presid 
for  marketing. 

For  better  or  for  worse,  the  marketing  barrage  has 
ated  a  generation  hypersensitive  to  the  power  of  brands, 
teens,  insecure  as  ever  about  fitting  in,  the  barrage 
brand  names  offers  the  irresistible  promise  of  instant  c 
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Tickle  Me— 


Almost  anywhere  these  kids  go,  from  t 
toy  store  to  the  supermarket  to  the  loi 
hamburger  joint,  they'll  find  liknesses  J 
all  the  characters  they  know  fr< 
their  hours  of  daily  TV  viewing.  Li 
iting  the  channel  to  public  TV  does: 
make  a  difference.  Elmo  and  Barney 
as  ubiquitous  as  Batman  and  Bugs  Bum  ! 

The  onslaught  begins  so  early — and  continues 
consistently — that  even  children  who  recognize 
have  trouble  putting  it  aside.  "My  father  alw* 
tells  me  that  I  could  buy  two  pairs  of  jeans  for  wl 
you  pay  for  Calvin  Klein,"  laughs  Leydiana  Reyes, 
eighth-grader  in  Brooklyn,  N.  Y.  "I  know  that.  Bu 
still  want  Calvin  Klein." 

Helping  to  create  that  lust  for  brands  is  a  plethora 
new  ad  vehicles.  Walt  Disney  Co.  is  launching  a  24-hc 
kids'  radio  network.  At  Time  Warner,  Time,  Sports  III  jp 
trated,  and  People  have  all  started  or  are  about  to  st; 
new  editions  for  kids  and  teens.  In  addition,  there  j 
Nickelodeon,  the  Cartoon  Network,  and  a  bevy  of  n 
girls'  magazines. 

Underlying  much  of  the  new  kid  advertising  is  an  i 
plicit  challenge  to  one  of  society's  basic  assumptions:  tl 
there  is  a  fundamental  difference  between  kids  and  grov 
ups  in  judgment  and  taste.  At  one  time,  marketers  pitch 
S  their  children's  wares  mainly  to  parents,  who  would  deci  \{\ 
what  their  kids  ate,  wore,  and  played  with.  To  appeal  to  t 
immature  judgment  of  children  was  to  take  unfair  advanta. 
CARS,  TOO.  But  today  that  reticence  is  gone.  "We're  relyi 
I  on  the  kid  to  pester  the  mom  to  buy  the  product,  rati  * 
than  going  straight  to  the  mom,"  says  Barbara  A.  Marti] '  ' 
a  vice-president  in  Grey  Advertising  Inc.'s  18  &  Under 
|  vision.  Why?  In  part  because  it's  harder  for  advertisers 
eke  out  domestic  sales  growth  and  in  part  because  bu 
parents  no  longer  act  as  filters  between  their  kids  a 
the  outside  world. 

Kids  are  being  tempted  with  more  than  just  toys. 
"  an  era  when  children  are  seen,  heard,  and  catered  to  as 
they  were  smaller  versions  of  grown-ups,  some  nontra' 
tional  kid  marketers  are  figuring  out  that  the  fastest  way 
mom  and  dad  may  well  be  through  junior.  In  the  May  iss 
of  Sports  Illustrated  For  Kids,  which  attracts  mostly  8 
14-year-old  boys,  the  inside  cover  featured  a  brightly  o 
ored  two-page  spread  for  the  Chevy  Venture  minivan 
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3  is  General  Motors'  first  attempt  to  woo  the  group  that 
i  Francis,  the  Venture's  brand  manager,  calls  "back- 
onsumers."  Francis  is  sending  the  minivan  into  malls 
lowing  previews  of  Disney's  Hercules  on  a  vcr  inside. 
;  kidding  ourselves  when  we  think  kids  aren't  aware  of 
3,"  says  Francis,  adding  that  even  she  was  surprised  by 
ften  parents  told  her  their  kids  played  a  tie-breaking 
1  deciding  which  car  to  buy. 

"keters  of  other  big-ticket  items  are  also  pursuing  kids. 
Airlines  Inc.  publishes  an  in-flight  magazine  for  kids, 
United  Airlines  serves  McDonald's  Happy  Meals.  Stein 
i  Farnham  Inc.,  a  Chicago  money-management 
runs  a  mutual  fund  for  child  investors 
ing  largely  of  favorites  such  as  Disney 
like  Inc.  And  IBM  has  teamed  up 
he  National  Basketball  Assn.,  hoping 
-crazed  kids  will  sway  their  par- 
3  choose  its  Aptiva  when  they  shop 
oersonal  computer. 
JORO  KIDS.  Kid  marketers  have 
ecognized  the  power  of  nontradi- 
marketing  such  as  loyalty  programs, 
rear,  PepsiCo  launched  its  enormously 
;sful  Pepsi  Stuff,  which  lets  customers 
bottle  caps  for  merchandise,  including  moun- 
ikes  and  phone  cards.  This  year,  it's  aiming 
rogram  even  more  directly  at  teenagers, 
sing  the  trade-in  value  of  the  20-ounce  bot- 
ley  favor  and  using  endorsers  with  kid  ap- 
,uch  as  basketball's  Lisa  Leslie  and  base- 
Derek  Jeter.  "It's  more  important  for  us  to 
2cessful  with  teens,"  says  Dave  Burwick, 

Age  7 

COLLECTIBLES 

idy  avid  consumers,  these 
are  way  past  merely  want- 
verything  they  see.  Now 
have  cravings,  created  in 
by  the  ads  they  see  and  the 
their  friends  amass.  Shopping 
>ecome  a  competitive  sport; 
Beanie  Babies  to  Barbies,  they 
;  more  of  them. 


iresident  for  marketing.  "If 
are  12  million  people  out  there 
lur  stuff,  let's  have  them  be  12 
i  18-year-olds." 

>acco  companies  have  also 
I  on  the  giveaway  programs. 

Morris  Co.  denies  that  Marl- 
Sear,  largely  made  up  of  cowboy 
aterwear,  is  aimed  at  teens.  To  get  the  gear,  participants 
mail  in  a  form  stating  they  are  over  21.  But  Marlboro  is 
he  brand  of  choice  for  60%  of  teen  smokers,  according  to 
enters  for  Disease  Control.  Camel  has  a  similar  program 

Camel  Cash,  which  features  Joe  Camel  on  its  "dollars." 
te  talk  of  a  legal  settlement  with  tobacco  companies  that 
ban  such  programs,  new  initiatives  that  appeal  to  teens 
ppearing.  U.S.  Tobacco  Co.'s  Skoal  brand  and  Philip 


Morris'  Virginia  Slims  are  both  sponsoring  rock  concert  tours. 

Other  tobacco  and  alcohol  ads  appeal  to  even  younger  kids. 
Close  to  90%  of  10-  to  17-year-olds  recognize  Joe  Camel  as  a 
cigarette  booster,  studies  show.  The  California-based  Center  on 
Alcohol  Advertising  recently  found  that  9-  to  11-year-old  chil- 
dren were  more  apt  to  recognize  the  Budweiser  frogs  and  be 
able  to  recite  the  beer's  slogan  than  they  were  to  remember 
that  Tony  the  Tiger  says,  "They're  grrr-eat."  On  the  fringes, 
there  are  even  brasher  efforts  to  woo  kids  with  questionable 
products.  A  California  candy  company  called  Hotlix  markets  a 
line  of  cocktail-flavored  lollipops,  including  a  margarita  ver- 
sion that  comes  with  salt  and  a  tequila-flavored  pop 
with  an  edible  worm  inside  of  it. 

Ad  campaigns  that  blur  the  line  between 
adulthood  and  childhood  are  especially 
troubling — and  especially  effective — be- 
cause parents  have  largely  lost  their  role 
as  "gatekeeper."  Just  take  a  look  at  the 
grocery-store  aisle,  where  kids  are  con- 
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fronted  with  plenty  of  messages  on  their  level — literally. 
Frito  Lay  Inc.  last  year  rolled  out  a  display  called  Chip  City 
that  allows  kids  to  measure  themselves,  look  at  themselves  in 
a  funhouse  mirror,  and  press  a  button  to  hear  Chester  Chee- 
tah, spokescharacter  for  its  Chee-tos.  Since  kids  want  their 
chips  now,  the  display  includes  plenty  of  one-ounce  pack- 
ages on  sale  for  a  quarter. 

Everywhere,  the  target  is  younger.  Companies  that 
have  already  saturated  the  grade  school  market  are 
turning  toward  the  crib.  Overall  sales  of  licensed 
sports  gear  are  flat,  but  the  National  Football 
League  saw  37%  growth  last  year  in  sales  of  cloth- 
ing for  tots.  Across  all  lines,  sales  of  licensed  pro<" 
ucts  for  infants  grew  32%,  to  $2.5  billion,  in  199( 
That  means  that  even  before  kids  can  recognize 
symbols,  they  are  surrounded  by  the  brands  that 
will  soon  beckon.  "Kids  are  the  most  pure  con- 
sumers you  could  have,"  says  Debra  McMahon,  a 
vice-president  who  follows  media  for  Mercer 


Age  13 

BRAND  NAMES 

By  now,  the  label  has  become  so  important  t] 
more  than  ever,  it's  worn  on  the  outsi 
Teenagers  don't  buy  a  pair  of  jeans  an 
T-shirt;  they  buy  Guess?  or  Gap  or  Tom 
Hilfiger.  And  with  more  cash  to  spare  tl 
the  generations  that  preceded  them,  t 
can  afford  to  do  so  oft 


Management  Consulting.  "They  tend  to  inter]  iff1 
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your  ad  literally.  They  are  infinitely  open." 
That  description  fits  Nicholas  Rouillard, 
year-old  from  Westfield,  Mass.  The  differe 
between  an  ad  and  a  TV  show  is  simple 
says:  "Commercials  are  shorter.  A 
mercial  is  one  minute  long,  but  a  cart|i ' 
can  last  up  to  two  hours.' 

He's  right.  The  line  between 
sponsor  and  the  sponsored  has 
but  disappeared.  Much  of  kids' 
tertainment,  featuring  charact  jft 
whose  licensed  images  are  immedii  p 
ly  stamped  on  toys,  sheets,  clothes 
food  packages,  is  almost  indistingui 

>able  from  the  commercials  that  supp 
it.  Amid  the  media  clutter,  commercials 
to  entertain,  focusing  less  on  the  prod 
and  more  on  creating  an  image.  At  the  saj 
time,  movies  and  TV  shows  are  more  intricately 
to  the  selling  of  toys  than  ever  before.  Hasbro  I 
for  example,  helped  design  the  car  in  Warner  B 
new  Batman  flick.  New,  long-term  licensing  de 
between  studios  and  master  marketers  such  as  Ma1 
and  McDonald's  mean  the  trend  will  continue. 
BUILT-IN  SCRIPTS.  "Toy  companies  used  to  be  a  fi 
of  creativity,"  says  Seth  M.  Siegel,  co-chairman 
Beanstalk  Group,  a  licensing  company  represent 
the  latest  craze,  Tamagotchi  dolls.  "Now,  what  tl 
sell  is  little  more  than  three-dimensional  celluloi  111 
Indeed,  Louis  Marx  Toy  Co.,  the  largest  in  the  co 
try  back  in  the  1950s,  never  signed  a  single  licen 
Last  year,  38%  of  all  dollars  spent  on  toys  went  to 
censed  toys.  Thanks  to  Star  Wars,  the  Juras  ; 
Park  sequel,  Hercules,  and  the  next  Batman  inst; 
ment,  that  number  could  near  50%  this  year. 

The  slew  of  licensed  toys  leaves  less  time 
maginative  play,  and  that,  too,  is  causing  worri 
When  toys  come  with  built-in  scripts,  there's  1< 
room  for  creativity.  "You  learn  flexibility  when  > 
play  imaginatively.  You  leam  self-control  and  how 
delay  impulses,"  says  Dorothy  G.  Singer,  a  ch 
psychologist  at  Yale  University  and  the  co-author 
House  of  Make  Believe.  "If  the  toy  comes  fr<  r 
TV,  a  kid  tends  to  follow  the  story  line." 

Of  course,  making  a  toy  appeal  to  a  kid  isn't 
simple  as  slapping  a  licensed  character  on  it.  F 
uring  out  which  hero  is  the  right  one  brings  in  t 
market  researchers.  "Twenty  years  ago,  you  h 
maybe  a  dozen  companies"  researching  kids,  sa 
Deborah  Roedder  John,  a  University  of  Minnes' 
professor  who  specializes  in  kid  marketing,  addi 
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jack  then  she  knew  practically  everybody  in  the  field. 
,  there  are  many  firms  out  there  I've  never  heard  of." 
sir  goal  is  to  know  more  about  children's  preferences 
even  parents  do.  Researchers  host  online  chats,  where 
are  more  apt  to  talk  openly  about  personal  matters, 
hire  toddlers  to  play  with  new  toys  and  then  watch  from 
i  a  two-way  mirror,  often  joined  by  psychologists.  Nick- 
)n  alone  surveys  4,000  children  every  week  in  its  offices, 
iooIs,  over  the  phone,  and  on  the  Internet, 
inks  in  part  to  recent  academic  studies,  marketers  now 
more  than  ever  about  the  child  psyche.  That  has  helped 
translate  the  urges  and  obsessions  of  different  age 
is  into  bigger  sales.  By  limiting  the  number  of  each 
Beanie  Baby  and  announcing  on  its  Web  site  which 
it  had  discontinued,  Ty  Inc.  in  Oak  Brook,  111.,  for  ex- 
s,  cashed  in  on  the  desire  of  7-year-olds  to  collect.  That 
used  to  be  satisfied  by  sea  shells  or  baseball  cards, 
before  the  latter  became  an  investment  opportunity. 
LASH?  At  the  same  time,  the  new  research  has  allowed 
companies  to  shatter  long-held  assumptions  about  kids' 
rior — such  as  the  belief  that  female  images  work  with 
but  alienate  boys.  Nickelodeon  discovered  that  kids 
changing  and  didn't  hesitate  to  launch  a  series  of  live-ac- 
;hows  with  girls  as  the  protagonists.  One,  The  Secret 
I  of  Alex  Mack  now  has  an  audience  that  is  53%  male, 
ne  of  the  new  kid  marketing  draws  on  more  troubling 
s.  It's  no  secret  that  images  of  sexuality  and  other  for- 
n  pursuits  appeal  to  many  teenagers.  And  marketers, 
ng  to  be  noticed,  are  increasingly  calling  upon  such 
ols.  Think  about  the  current  controversy  over  "heroin 
images  in  fashion  magazines.  Or  last  year's  Calvin  Klein 
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campaign  that  mimicked  cheesy  child  pornography  videos. 
That  may  have  been  the  most  egregious  example  of  sexual- 
izing  children  in  order  to  sell  to  them,  but  it's  not  unique. 

In  fact,  there  are  already  signs  of  a  backlash  against  the 
constant  marketing  assault  facing  kids.  In  Massachusetts,  the 
Boston  Children's  Museum  is  running  an  exhibit  that  teaches 
children  to  understand  commercials  by  allowing  them  to  ex- 
periment with  lighting  and  backdrops  to  change  the  look  of  an 
object.  The  purpose,  says  the  museum's  director  of  cultural 
programs,  Joanne  Rizzi,  is  "to  show  the  manipulative  aspect  of 
commercials."  In  California,  meanwhile,  the  state  government 

is  investigating  An-  

heuser-Busch  Cos. 
Inc.'s  new  giveaway 
program — called  "Buy 

the  Beer,  Get  the  Gear" — in  part  out  of  concern  over  its  ap- 
peal on  college  campuses.  And  in  Washington,  the  Federal 
Trade  Commission  has  proposed  banning  Joe  Camel,  while  Bill 
Clinton  has  used  the  bully  pulpit  of  the  White  House  to  chas- 
tise alcohol  and  tobacco  companies  for  targeting  kids. 

None  of  those  efforts,  however,  is  likely  to  deflect  the 
massive  sales  machine  now  directed  at  children.  As  long  as 
kids  have  money  to  spend,  marketers  will  fight  to  reach 
them.  "Every  10  years,  we  begin  to  ask  these  questions, 
and  no  one  has  come  up  with  a  satisfactory  answer,"  says 
Minnesota's  John.  The  solution  probably  lies  where  it  always 
has:  with  parents.  They  will  simply  have  to  be  more  vigilant 
than  ever,  knowing  that  wherever  their  children  go — from  day 
care  to  the  Internet — there's  now  a  marketer  close  behind. 

By  David  Leonhardt  in  New  York,  with  Kathleen  Kerwin 
in  Detroit  and  bureau  reports 


PSSST!  COME  INTO  MY  WEB . . . 


Vith  its  unique  ability  to  talk  to 
computer-savvy  kids  one  by 
one,  the  Internet  should  be  a 
werful  marketing  tool  for  anyone 
ring  to  reach  the  young  and  the 
).  Instead,  it  has  become  the  focus 
critics  who  charge  online  kid  mar- 
ters  with  abusive  practices.  Those 
ues  were  taken  up  in  recent  Fed- 
il  Trade  Commission  hearings,  but 
iny  marketers  have  already  start- 
overhauling  their  sites — in  effect, 
dermining  the  one-to-one  intimacy  - 
it  makes  the  Net  so  compelling. 
With  some  4  million  kids  under 
e  17  going  online  last  year  alone, 
i  not  surprising  advertisers  were 
jht  there  with  them.  But  exploiting 
?  Web's  interactivity  without  ex- 
iting the  immaturity  of  children 
s  proven  tough.  Marketers  have 
en  slammed  for  offering  freebies  to 
Is  in  exchange  for  personal  infor- 
ition  without  a  parent's  consent, 
d  for  not  clearly  differentiating  ads 
>m  games  or  other  entertainment. 
One  of  the  oldest  kids'  sites,  from 
eb  site  developer  Kidseom  Co.  in 
ilwaukee,  asked  registrants  for  per- 
nal  information  about  themselves 
d  their  families  km  which  it 


culled  statistics  for  advertisers.  Grey 
Advertising  Inc.  set  up  a  kids'  site 
purely  for  market  research,  soliciting 
info  from  children  about  their  sneak- 
ers, cool  words,  and  favorite  music. 

But  in  the  wake  of  a  scathing  re- 
port last  year  by  the  Center  for  Me- 
dia Education  (cme),  a  Washington 
watchdog  group,  many  mainstream 
marketers  had  to  rethink  how  they 
interact  with  kids.  Kidseom  still  asks 


WEB  SITES  FOR  KIDS 

www.dole5aday.com 

Offers  game  with  Bobby  Banana 

and  Barney  Broccoli  plus  recipes. 

www.mcdonalds.com 
Includes  a  customized  online 
newspaper 

www.nabiscokids.com 
Offers  Oreo  shooting  game  and 
j  Chips  Ahoy  screensaver 

www.oscar-mayer.com 
|  Kids  can  learn  to  surf  with  World 
Wide  Weener  Web  tutorial 

www.frito-lay.com 

Kids  can  download  wallpaper  of 

site  spokescharacter  Chester 


questions,  but  before  children  can 
post  messages  or  get  free  merchan- 
dise, they  have  to  register — and 
Kidseom  lets  parents  know  by  E- 
mail.  Every  time  an  ad  appears,  it's 
accompanied  by  a  special  character, 
the  "ad  bug."  To  search  for  pen  pals, 
kids  have  to  get  their  parents  to 
send  in  a  consent  form.  Grey,  mean- 
while, simply  shut  down  its  Web  site. 

A  Presidential  task  force  is  ex- 
pected to  recommend  guidelines  for 
sites  aimed  at  children  next  month, 
and  the  FTC  is  weighing  rules  for 
sites  that  market  to  children  11  and 
under.  Earlier  this  month,  CME  and 
the  Consumer  Federation  of  America 
called  for  guidelines  that  would  pro- 
hibit sending  unsolicited  commercial 
E-mail  and  offering  free  merchandise 
in  exchange  for  personal  information. 
In  addition,  the  watchdog  groups 
want  marketers  to  obtain  parental 
consent  in  writing  or  by  E-mail  be- 
fore kids  get  access  to  sites  where 
personal  information  is  collected. 

That  may  seem  low-tech,  but  until 
the  Web  can  overcome  the  perception 
that  it's  unsafe  for  kids,  it's  going  to 
be  unsafe  for  advertisers  as  well. 

By  Larry  Armstrong  in  Los  Angeles 
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THIS  LESSON 
IS  BROUGHT 
TO  YOU  BY... 

Corporations  are  flooding  schools  with 
teaching  aids-and  propaganda  galore 

■j  t's  a  kid  marketer's  dream:  a  huge  audience  with  great 
I  demographics  and  a  willingness  to  pay  full  attention. 
I  No,  it's  not  Cartoon  Network  or  Beavis  &  Butt-Head.  It's 
I  America's  classrooms,  where  advertisers  have  been  de- 
H  scending  in  droves,  angling  for  the  chance  to  display 
their  logos  before  a  truly  captive  audience. 

These  days,  teachers  find  themselves  deluged  with  lessons- 
in-a-box,  videos,  and  other  teaching  aids  courtesy  of  some  fa- 
miliar brand  names,  including  Nike  Inc.  and  McDonald's 
Corp.  But  not  all  gifts  are  of  equal  value.  While  at&t  provides 
much  needed  computer  equipment,  Campbell  Soup  Co.  cooked 
up  a  science  experiment  intended  to  prove  that  its  Prego 
spaghetti  sauce  is  thicker  than  Unilever  plc's  Ragu.  Al- 
though Campbell  withdrew  the  offering  in  the  face  of  criti- 
cism, squeezed  budgets  mean  many  other  blatantly  commer- 
cial "lessons"  are  making  it  into  the  curriculum. 

Why  the  stampede  into  the  classroom?  With  the  profusion 
of  cable  channels  and  home  computer's,  children  have  more  me- 
dia choices  than  ever.  That  makes  schools,  where  kids  spend  at 
least  five  hours  a  day,  irresistible.  "It's  become  a  kind  of 
arms  race,"  says  University  of  Wisconsin-Milwaukee  education 
professor  Alex  Molnar,  author  of  Giving  Kids  the  Business: 
The  Commercialization  of  America's  Schools.  "If  you're 
Pepsi,  and  Coke  is  in  the  schools,  then  you've  got  to  get  in." 
GRAY  AREA.  Molnar  calls  such  efforts  "strategic  philanthropy." 
Companies  give  away  equipment  and  services  in  return  for 
frequent  opportunities  to  flash  the  corporate  name.  But  de- 
termining who  gets  more  out  of  the  deal,  the  marketer  or  the 
student,  is  no  easy  task.  Last  spring,  for  instance,  Nike 
mailed  out  sneaker-making  kits.  Teachers  were  supposed  to 
assemble  a  shoe,  while  imparting  a  lesson  on  environmental- 
ly responsible  manufacturing  to  their  elementary  and  middle 
school  students.  Nike  denied  using  the  kits  for  marketing  and 
said  many  teachers  found  them  useful. 

The  onslaught  of  marketer's  through  the  schoolhouse  doors 
has  some  educators  and  parents  concerned.  In  New  York 
and  Seattle  this  year,  coalitions  helped  fend  off  attempts  to  al- 
low outright  advertising  on  school  property.  "It's  a  gray 
area,"  says  Anne  L.  Bryant,  executive  director  of  the  National 
School  Board  Assn.  "But  when  advertising  comes  into  the 


Some  of  the  corporate  offerings  an 
of  indisputable  value.  In  others- 
lessons  on  how  to  design  a 
McDonald's  restaurant,  for 
example-educational  content  is 
sometimes  dubious 


ABOVE:  RED  ROOF  INNS  ENLISTED  LOCAL  HIGH  SCHOOL 
BAND  MEMBERS  TO  HELP  CELEBRATE  A  NEW  OPENING 

RIGHT:  AT  COLORADO  SPRINGS'  PALMER  HIGH,  BURGER 
KING  AND  SPRITE  ADVERTISE  ON  THE  SIDES  OF  BUSES 


schools  in  the  context  of  learning,  the  gray  becomes  muife 
darker.  Many  of  these  companies  are  looking  not  only  f 
market  share  but  mind  share." 

Corporations  first  began  to  focus  on  schools  in  the  '80s.  i 
school  budgets  were  squeezed,  companies  provided  mentor 
money,  and  training  programs.  In  1989,  a  barrier  of  sorts  wip 
broken  when  Whittle  Communications  launched  Channel  Or 
a  daily  tv  news  program  for  middle  and  high  school  st 
dents,  supported  by  commercials.  Now  owned  by  Kohlbei-t 
Kravis  Roberts  &  Co.,  Channel  One  is  seen  by  8  millic  sl.Tl 
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kids  every  school  day  and  carries  ads 
for  Reebok  sneakers,  Mountain  Dew,  and 
other  products.  With  unvarnished  adver- 
tising already  in  the  classroom,  many 
schools,  struggling  to  educate  more  kids 
with  less  money  in  the  '90s,  began  to 
welcome  company  participation. 

Many  corporate  gifts  are  of  indis- 
putable value,  providing  technology, 
grants,  and  scholarships  that  can  make  a 
huge  difference  in  students'  lives.  Some, 
such  as  the  prestigious  Westinghouse  Sci- 
ence Talent  Search,  have  been  in  place 
for  decades.  More  recently,  at&t  com- 
mitted $150  million  over  the  next  five 
years  to  provide  training  and  equipment 
for  linking  classrooms  to  the  Internet. 

In  other  cases,  though,  the  education- 
al content  is  distinctly  secondary  to  the 
commercial  content.  At  Pembroke  Lakes 
elementary  school  in  Broward  County, 
Fla.,  10-year-old  Travis  Licata  recently 
learned  how  to  design  a  McDonald's 
restaurant,  how  a  McDonald's  works,  and 
how  to  apply  and  interview  for  a  job  at 
McDonald's,  thanks  to  a  seven-week  com- 
pany-sponsored class  intended  to  teach 
kids  about  the  work  world. 

Assistant  principal  Linda  Chuckman 
admits  that  Pembroke  let  McDonald's  in 
because  the  fast-food  giant  arrived  with  a 
curriculum  in  hand  that  would  cost  the 
school  nothing.  Was  it  worthwhile?  Here's 
Travis'  assessment:  "If  you  want  to  work 
in  a  McDonald's  when  you  grow  up,  you 
already  know  what  to  do."  Also,  he  adds, 
McDonald's  is  better  than  Burger  King. 

Some  lessons  prepared  by  outside 
companies  are  worse  than  merely  mis- 
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d;  some  are  barely  disguised  corporate  propaganda, 
is  environmental  videos  from  oil  companies  or  nutritional 
nation  on  chocolate  from  candy  makers.  "It's  not  that  all 
[formation  is  false,"  says  Charlotte  Baecher,  director  of 
tion  services  at  Consumers  Union,  which  studied  hun- 

of  corporate-sponsored  curriculums  and  found  most  to 
in  misleading  and  inaccurate  information.  "But  many 
opinions  as  fact.  When  we  were  evaluating  those  cur- 
ms  we  had  Consumers  Union's  technical  staff  at  our  dis- 

The  kids  and  teachers  don't." 


Then  there  are  instances  where  schools  just  seem  to  get  a 
lot  less  than  they  give.  In  May,  Columbus  (Ohio)-based  Red 
Roof  Inns  Inc.  combined  a  celebration  for  the  Phoenix  open- 
ing of  its  250th  budget  motel  with  a  promotion  to  help  local 
high  schools  raise  money  for  their  music  programs.  Red  Roof 
enlisted  250  high  school  band  members  to  play  at  the  cere- 
monial ribbon-cutting.  The  school  connection  helped  draw 
overflow  crowds  and  extensive  local  media  coverage.  In  ex- 
change, the  seven  schools  got  a  couple  of  hundred  audio  cas- 
settes of  their  music.  If  they  manage  to  sell  all  of  them, 
they  can  make  about  $2,800  per  school.  Of  course,  there  also 
was  a  hat  and  T-shirt  for  each  participant — boldly  decorated 
with  the  chain's  logo. 

SELLING  SHORT?  Even  the  severest  critics  recognize  that 
schools  simply  can't  afford  a  blanket  ban  on  corporate  in- 
volvement in  the  classroom.  But  they  complain  that  schools  sell 
themselves  and  their  students  short.  "The  thing  that  upsets  me 
sometimes  is  not  only  that  the  schools  are  selling  their  stu- 
dents," says  Lisa  Bond,  president  of  the  Seattle  Council  of  Par- 
ent-Teacher-Student Assns.,  which  recently  helped  shelve  a  pro- 
posal to  allow  advertising  in  the  city's  schools,  "but  that  they 
are  not  even  making  good  money  off  of  it." 

Take  Colorado  Springs,  Colo.,  which  has  welcomed  adver- 
tisers in  its  schools.  At  Palmer  High,  Burger  King  and  Sprite 
advertise  on  the  sides  of  school  buses.  Norwest,  Cub  Foods, 
and  Mountain  Dew  have  posters  in  school  hallways.  Next  fall, 
there  will  be  a  new  scoreboard  on  the  football  field  with  a  Pep- 
si logo  on  it.  For  most  students,  the  ads  seem  to  have  become 
just  part  of  the  environment.  "It  doesn't  offend  me,  but  it's  sort 
of  stupid,"  says  Lauren  Kinnee,  a  junior.  "They're  ugly." 

What  does  Palmer  get  out  of  all  this?  In  the  1996-97 
school  year,  the  school  district  took  in  $145,000,  of  which  it 
paid  30%  to  the  marketing  firm  that  helped  sell  the  ads. 
Each  of  the  53  schools  in  the  district  got  a  percentage  of  what 
was  left,  amounting  to  a  few  thousand  dollars  for  Palmer. 

To  help  marketers  make  the  most  of  the  new  opportunities, 
a  cadre  of  consultants  and  program  designers  has  emerged. 
Scholastic  Corp.  has  sold  its  books  and  magazines  through 
schools  for  decades.  Recently,  it  started  preparing  materials 

for  corporations  as 
well.  The  company 
says  it  uses  teachers 
extensively  to  evalu- 
ate its  products. 
Scholastic  developed 
materials  for  both 
at&t's  widely  respect- 
ed Internet  program 
and  Nike's  sneaker- 
making  project. 

Offering  another 
way  into  the  class- 
room, Cover  Concepts 
in  Braintree,  Mass., 
sells  advertisers  space 
on  textbook  covers, 
which  it  then  hands 
out  in  schools.  It 
charges  $129,400  for 
an  ad  that  appears  on  a  million  covers.  Now  the  company  is 
putting  together  product  samples  for  marketers  that  are 
also  given  away  in  schools. 

"Marketers  have  come  to  realize  that  all  roads  eventually 
lead  to  the  schools,"  says  Ed  Winter,  co-founder  of  Channel 
One,  who  is  now  starting  his  own  marketing  and  program  de- 
velopment firm  in  Knoxville,  Term.  With  budgets  continuing  to 
shrink,  the  question  is  whether  schools  can  afford  to  flunk  the 
programs  that  simply  don't  measure  up. 

By  Pat  Wechsler  in  New  York,  with  bureau  reports 
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Finance 


INVESTIGATIONS 


DOGGED  BY 
DONORGATE 

The  Export-Import  Bank  finds  itself  caught  up  in  the  scandal 


M 


lention  the  U.S.  Export-Import 
Bank,  and  what  comes  to  mind 
lis  $11  billion  a  year  in  govern- 
ment loans  and  guarantees  to 
create  jobs  by  helping  U.  S.  manufac- 
turers sell  planes  and  power  plants 
overseas.  So  when  Mark  W.  Grobmyer, 
one  of  President  Clinton's  Arkansas  golf- 
ing buddies,  began  a  campaign  seeking 
$7.7  million  in  financing  for  a  Block- 
buster Videos  Inc.  franchise  in  Thai- 
land, Ex-Im  officials  were  nonplussed. 

The  request,  made  in  late  1995,  pro- 
voked heated  debate  within  the  bank, 
which  had  never  guaranteed  loans  for 
franchise  fees  abroad.  What  made  the 
proposal  more  unusual  was  its  cast  of 
characters.  In  addition  to  Grobmyer, 
several  Arkansas  companies  and  Thai 
investors  were  involved.  One  of  the 
players  had  made  large  donations  to  the 
Democratic  National  Committee  while 
Ex-Im  was  considering  the  application. 

In  the  end,  the  deal  became  mixed  up 
in  the  fund-raising  scandals  swirling 
around  Clinton.  And  amid  misgivings 
by  Ex-Im  staffers,  who  found  it  too 
risky,  the  proposed  $7.7  million  guaran- 
tee eventually  was  shelved.  But  the 
failed  deal — and  how  Ex-Im  handled 
it — will  come  under  scrutiny  when  the 
Senate  Governmental  Affairs  Committee 


opens  hearings  on  fund-raising  abuses 
on  July  8.  Ex-Im  Vice-President  David 
W.  Carter  says  the  bank  has  acted  ap- 
propriately. "Assertions  that . . .  extra- 
neous factors  might  influence  the  out- 
come of  an  application  are  off  the  mark." 

The  bank  is  already  facing  criticism 
from  Republican-controlled  House  and 
Senate  panels  that  oversee  it.  gop  law- 
makers charge  that  Ex-Im's  financing 
programs  amount  to  corporate  welfare 
and  want  funding  cuts  to  help  balance 
the  budget.  Ex-Im  hasn't  had  a  leader 
since  March,  when  Chairman  Martin  A. 
Kamarck  resigned,  though  Wall  Street 
veteran  and  Democratic  fund-raiser 
James  A.  Harmon  is  expected  to  win 
Senate  confirmation  soon. 
HUANG  TIES.  The  Senate  hearings  will 
go  back  to  early  1995,  when  Grobmyer 
began  exploring  ways  to  help  his  client. 
Little  Rock  investment  bank  Stephens 
Inc.,  take  advantage  of  Clinton's  push  to 
open  doors  for  U.  S.  exporters.  Ex-Im 
documents  indicate  that  Grobmyer  hit 
upon  the  idea  of  asking  the  bank  to  guar- 
antee loans  by  Stephens  to  retail  fran- 
chisees overseas.  Heading  Stephens'  fran- 
chise unit  was  Douglas  K.  Bland,  who 
had  helped  find  export  markets  at  the 
Arkansas  Development  Finance  Author- 
ity. Grobmyer  had  been  editor  of  the  law 


review  at  the  University  of  Arkans 
School  of  Law  in  Fayetteville  when  CI 
ton  joined  the  faculty  in  1973.  Grobmyt  ■ 
wife,  Libby,  is  a  childhood  friend  of  Vi 
President  Al  Gore.  Grobmyer  even  clai 
credit  for  introducing  Clinton  to  Gore  k 

Enter  Pauline  Kanchanalak,  a  Tl 
citizen  who  had  lived  in  Washington 
and  off  for  10  years  and  had  many 
litical  ties  in  her  homeland.  Kanchanal  . 
had  just  opened  a  U.  S.  branch  of  B^ 
Chang  Group,  a  Thai  real  estate  co 
pany.  She  and  Grobmyer  met  througl 
mutual  friend,  John  Huang,  a  form  t 
employee  of  Stephens'  finance  unit  a  ft 
the  Democratic  fund-raiser  at  the  cent 
of  the  campaign- finance  scandal.  In  m 
1995,  Kanchanalak,  Grobmyer,  and  Bla 


Chronology  of  a  Controversial  De 


s-lrr. 
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FEBRUARY,  1995 

Arkansas  business  consultant  Mark  Grobmyer,  a 
golfing  buddy  of  President  Clinton,  contacts 
Export-Import  Bank  Director  Maria  Luisa  M. 
Haley,  another  Arkansan  and  a  Clinton  appointee, 
on  behalf  of  Stephens  Inc.  It  wants  Ex-Im  to 
guarantee  loans  to  overseas  franchise  startups. 

SEPTEMBER,  1995 

Thai  business  consultant  Pauline  Kanchanalak 
and  Grobmyer  ask  Ex-Im  to  guarantee  a  $7.7 
million  loan  so  a  Thai  conglomerate  can  become 
a  Blockbuster  Video  franchisee.  In  subsequent 
months,  some  Ex-Im  senior  staffers  balk  at 


guaranteeing  loans  to  overseas 
franchises,  arguing  they  don't 
create  U.S.  jobs  and  the  risks 
are  too  great. 

JUNE  18,  1996 

Democratic  National  Committee 
fund-raiser  John  Huang 
arranges  for  Kanchanalak  and 
other  Thai  business  leaders  to  attend  a  White 
House  coffee  with  President  Clinton.  Huang  calls 
Haley  on  the  same  day.  Kanchanalak  and  family 
members  donate  $517,500  over  the  next  four 
months  to  the  DNC,  some  of  which  is  returned. 


JUNE  27,  1996 


Haley  tells  bank  officials  of  her  "tremem 
interest"  in  the  Blockbuster  deal.  Later, 
says  she  played  no  role  in  analyzing  the 
and  denies  any  Arkans? 
friends  received  specia 
treatment. 


HALEY 


AUG.  14,  1994 

Ex-lm's  loan  committee 
Blockbuster  application  | 
hold,  awaiting  further  fi 
information. 
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work  on  the  Blockbuster  deal. 
Ex-Im  staffers  were  formally  ap- 
?d,  they  balked.  Sources  say  some 
•gued  that  loans  to  overseas  fran- 
wouldn't  create  U.  S.  jobs, 
omyer  took  his  case  to  Maria 
M.  Haley,  a  former  White  House 
rkansas  state  official  who  joined 
's  board  in  1994.  Haley,  whose 
band  had  been  Grobmyer's  law 
r,  gave  the  trio  a  warm  recep- 
i  December,  1995,  Bland  applied 
Im  for  $6.5  million  in  insurance, 
ng  85%  of  the  $7.7  million  fee 
uster  required  for  using  its  name. 
;his  time,  Bland  had  gone  to  work 
tlanta-based  SunTrust  Credit, 
had  acquired  Stephens'  franchise 


OCT.  18,  1996 

i  Huang  on  leave  after  news 
t  he  allegedly  solicited  donations 
n  sources.  Huang  denies  the 


JUNE,  1997 

r  deal  remains  on  hold.  The  Thai 
obtains  local  financing.  An  Ex- 
nan  says  the  agency  continues  to 
question  of  whether  it  should 
hise  finance  overseas. 

;P0RT-IMP0RT  BANK  DOCUMENTS,  BUSINESS  WEEK 


business  and  the  Block- 
buster loan  deal.  Bland 
did  not  respond  to  re- 
peated telephone  calls 
seeking  comment.  Sun- 
Trust declined  comment. 
Ban  Chang,  in  declining 
financial  health,  was  also 
replaced  as  the  Block- 
buster franchisee  by  an- 
other Thai  company,  Sun 
Tech  Group  Co.  Its  principal  shareholder 
is  Sawasdi  Horrungruang,  a  prominent 
Thai  businessman  whose  family  comes 
from  China's  Guangdong  Province. 
Sawasdi,  who  is  also  vice-chairman  of 
Ban  Chang  and  a  major  shareholder,  de- 
clined comment. 

family  GIFTS.  Sun  Tech,  a  maker  of 
canned  fruit  and  refiner  of  scrap  steel, 
earned  $4  million  in  1995.  But  Ex-Im 
staffers  were  concerned  about  several 
previous  years  of  deficits.  So  Bland,  Kan- 
chanalak,  and  Grobmyer  turned  again  to 
Haley,  who  E-mailed  Ex-Im  senior 
staffers  whose  approval  was  needed  to 
move  the  deal  forward.  "You  should 
know  that  I  have  a  tremendous  inter- 
est in  this  project,"  she  wrote  on  June 
27,  1996,  to  four  Ex-Im  officials.  Haley,  in 
written  responses  to  business  week, 
says:  "It  is  true  that  I  was  interested  in 
the  concept  of  franchise  exports."  She 
adds  that  she  spent  a  small  portion  of 
her  time  dealing  with  Arkansans,  some 
of  whom  were  personal  friends,  and  de- 
nies that  any  won  preferential  treatment. 


BANGKOK  VIDEOS 

Ex-Im  staffers 
were  dubious  from 
the  start  about 
proposed  loans  for 
Thai  Blockbuster 
franchises 


A  few  Ex-Im  staffers  kept  arguing 
the  deal  was  risky.  Then  Huang  arranged 
for  Kanchanalak  to  attend  a  White  House 
coffee  on  June  18.  Over  the  next  three 
weeks,  she  gave  the  dnc  $135,000,  and 
her  husband's  mother  and  sister  kicked  in 
$90,000  more.  Kanchanalak  and  family 
gave  an  additional  $272,500,  which  the 
dnc  directed  to  five  state  party  coffers. 
Those  funds  were  not  reported  to  the 
Federal  Election  Commission,  which  only 
tracks  federal  giving. 
GETTING  ANTSY.  Altogether,  the  family 
contributed  $517,500  to  the  dnc.  But 
the  dnc  returned  $253,800  because  of 
questions  about  the  source  of  the  funds. 
Kanchanalak  did  not  return  calls.  Ex- 
Im's  Haley  says  she  was  unaware  of 
the  campaign  contributions  at  the  time. 
"I  had  no  idea  [Kanchanalak]  was  a 
fund-raiser,"  she  says.  Grobmyer,  in  a 
fax  to  business  week,  says  he  "has  no 
specific  knowledge  of  any  contributions 
made  by  anyone  connected"  to  the  deal. 

Congressional  investigators  now  want 
to  know  if  Huang  had  led  Kanchanalak 
and  her  family  to  believe  their  contri- 
butions could  smooth  the  way  for  the 
Blockbuster  proposal  and  other  busi- 
ness deals.  According  to 
Haley,  Ex-Im's  loan  com- 
mittee last  Aug.  14  put  the 
Blockbuster  proposal  on 
hold  until  it  received  addi- 
tional information  on  Sun 
Tech's  finances.  But  before 
the  committee  met,  Huang 
had  stayed  in  close  touch 
with  Haley,  phoning  her  on 
Aug.  8  and  12,  records 
show.  Kanchanalak  also  called  Haley  on 
Aug.  13  and  14.  Although  the  plan  was 
on  hold,  Ex-Im  documents  show  some 
staffers  were  working  on  the  proposed 
deal  as  late  as  Oct.  8.  That  was  10  days 
before  the  dnc  placed  Huang  on  leave. 
Huang's  lawyer  did  not  return  calls 
seeking  comment,  but  Huang  himself, 
in  the  past,  has  denied  wrongdoing.  Ex- 
Im's  Carter  says:  "I  am  certain  that 
Ms.  Haley  has  acted  appropriately." 

Although  Ex-Im  aid  never  material- 
ized, Sim  Tech  obtained  financing  locally 
and  now  has  10  Blockbuster  outlets.  The 
company  plans  to  open  105  stores  by 
2000.  Blockbuster  declined  comment,  but 
a  source  at  its  Dallas  headquarters  says 
officials  are  unhappy  with  the  Thai  oper- 
ation's below-average  revenues.  With  Ex- 
Im  out  of  the  picture,  Sim  Tech  will  have 
a  tougher  slog  getting  videos  into  Thai 
living  rooms.  And  at  Ex-Im,  officials 
await  congressional  probes  that  could  put 
the  agency's  future  on  the  fine. 

By  Paula  Dwyer  in  Washington,  vnth 
Ron  Corben  in  Bangkok 
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ACCIDENTALLY 
ON  PURPOSE 

Auto  fraud  is  drawing  insurers'  ire  and  ingenuity 


It's  called  "swoop  and  squat"  and  it 
goes  like  this:  You're  driving  down 
the  highway,  usually  in  a  late  model 
car.  Two  cars  pass  you.  The  lead  car 
swoops  in  front  of  the  other  car,  forcing 
it  to  slow  down  or  stop  suddenly.  That 
causes  you  to  rear-end  the  car  in  front 
of  you,  which  typically  is  crammed  with 
passengers.  The  lead  car,  which  caused 
the  accident,  flees.  With  the  second  car 
gone,  you  figure  you  should  take  the 
blame  for  not  paying  attention. 

An  innocuous  fender-bender?  Not  al- 
ways. This  set  of  circumstances  is  often 
a  cleverly  executed  fraud.  Although 
none  of  the  passengers  in  the  struck 
car  suffered  any  injuries  to  speak  of, 
they  soon  file  medical  claims. 
Typically,  80%  of  the  parties 
show  up  at  the  same  group 
of  clinics  within  24  hours  com- 
plaining of  neck  and  back  pain 
and  in  need  of  medical  treat- 
ment. Lawyers  and  doctors 
are  often  in  on  the  scam. 

Auto  fraud  is  almost  as  old 
as  the  Model  T.  But  insurance 
companies  say  that  schemes 
such  as  the  swoop  and  squat 
are  rapidly  growing  not  only 


in  scope  and  scale  but  in  sophistication. 
On  June  4,  Allstate  Insurance  Co.  filed 
suit  against  hundreds  of  defendants  al- 
leged to  be  part  of  a  huge  ring  operat- 
ing in  northern  New  Jersey.  The  lawsuit 
claims  that  the  frauds,  based  on 
arranged  accidents,  resulted  in  more 
than  $75  million  in  false  claims. 
WHO  PAYS?  These  elaborate  scams  cost 
consumers  anywhere  from  $15  billion 
to  $20  billion  annually,  according  to  in- 
dustry estimates.  "It's  not  the  insur- 
ance company's  money  but  the  premi- 
um-paying customer's  money,"  says 
Allstate  Insurance  Co.  Assistant  Vice- 
President  Edward  J.  Moran.  He  and 
other  industry  experts  say  frauds  add 


in  at  i 
Jent  accid 

up  to  $200  a  year  to  the  cost  j  * 
typical  $1,100  average  insurance  " 
icy  for  a  late  model  medium-size  1 
Insurance  companies  have  long  r 
fered  frauds  in  silence  because  pn|: 
cutors  and  police,  already  overburde  f 
with  drug  cases  and  violent  crin 
viewed  them  as  lesser  priorities.  N 
insurers  are  beefing  up  their  irn  t 
tigative  resources  and  have  be  fMl 
employing  tactics  used  by  polio  % 
other  white-collar  crimes,  s  t["^' 
as  videotape  surveillance,  11 
dercover  agents,  and  cn  ^ 
matching  of  policyhold 
and     accident     victi |C' 
through  powerful  compi  ^ 
databases.  "We  were  h 
dling  each  of  these  clai  *r  L 
individually,"  says  Ke^*1 
Hilliard,  who  heads  '  d  a! 
claims  division  of  Carai  ®ari 
Fire  Insurance  Co.,  wh-1(,IK 
last  October  brought  a  civil  case  W  '* 
northern  New  Jersey  against  800  ><  ™° 
fendants  in  an  alleged  $10  million  ipl™ 
operating  in  Passaic  County.  "We  hie  * 
pened  to  run  an  index  of  one  particujp  ' 
name  and  all  of  a  sudden,  we  see  [IP 
same  conspirators']  names  everywheil 
Hilliard  said.  Camden  Fire  alleges  tilb) 
one  woman  was  in  10  accidents  in  se\ 
months,  some  within  days  of  each  otl 
At  State  Farm,  where  the  special 
vestigation  unit  has  tripled  in  size 
the  past  five  years  to  1,052,  Assist*^? 
Vice-President  Frank  Hall  uses  "llm 
analysis"  to  track  accidents  in  whtera 
the  drivers,  vehicles,  or  even  location 
show  up  in  accident  claims  repeatedpr* 
Sometimes  State  Farm  takes  actip 
against  potential  scamsters  before 
enforcement  agencies  get  involved 
one  case,  Hall  hired  two  former  fede  k 
prosecutors  at  a  private  Chicago  life. S 
firm  to  bring  a  civil  suit  alleging  a  p 
tern  of  racketeering  among  a  group  k- 
Windy  City  personal-injury  lawye  ptro 
medical  clinics,  and  street-level  organ  on  ait 
ers  that  the  company  claims  arrang 
swoop-and-squat  accidents. 

The  suit,  which  was  filed  last  Octobrit. 
claims  that  the  lawyers  and  doctors  p: 


the  a 


The  Auto 
Damage 
Scam  Game 

How  fabricated  colli- 
sions allow  cars  full 
of  passengers  to  file 
bogus  medical  claims 

DATA:  BUSINESS  WEEK 


SWOOP  &  SQUAT 

Two  cars  stop 
abruptly,  forcing  an 
unsuspecting  third 
car  into  a  rear-end 
collision.  Driver  of 
third  car,  thinking  it 
was  his  fault  for  not 
paying  attention, 
accepts  liability. 


STAGED  ACCIDENT 

Drivers  of  two  cars 
smash  each  other 
in  a  remote  loca- 
tion, then  drive  to 
the  shoulder  of  a 
road  or  highway 
and  report  the 
"accident"  to  the 
police. 


a  law 


PAPER  ACCIDENT 

Cars  that  had  beenk 
previously  wrecked  e 
are  purchased  from? 
salvage  shops,  then 
subjected  to  more 
bashing.  Claims  are 
filed  as  if  the 
vehicles  had  been 
newly  damaged. 
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id  in  at  least  349  "sudden  stop" 
ent  accidents  dating  back  to  the 
30s  and  lasting  through  mid-1996, 
video  surveillance  outside  one 
I  center,  State  Farm  found  "peo- 
ning  and  going  every  few  min- 
nd  the  same  vehicles  picking  up 
ropping  off  groups  of  people 
lout  the  day,"  according  to  docu- 
filed  for  the  lawsuit.  "No  one  ap- 

0  stay  long  enough  to  be  treated 
ly  for  injuries,  and  people  seem 
on  the  sidewalk  outside  the  clin- 
g  cellular  phones."  The  suit  is 
nding  and  the  defendants  deny 
ongdoing. 

:OVER  STING.  Another  common 
)n  of  the  staged  accident,  which 
;es  with  unwitting  victims,  is  at 
irt  of  a  recent  case  in  Houston, 
rbody  was  in  on  it,"  Houston 
itor  Lester  Blizzard  says  of  the 
;  successfully  tried  in  February, 
d  says  the  rir.g  would  meet  at 
staurants  and  pay  $50  to  $100  to 
to  crash  cars  into  each  other  in  a 
;d  location.  Then,  Blizzard  ex- 
ring  members  would  move  the 
id  vehicles  to  a  more  public  spot 
side  of  a  road,  where  they  could 
3  the  cars  as  if  an  actual  acci- 
id  occurred.  The  police  were  then 
md  an  accident  report  taken,  fol- 
ay  medical  and  legal  claims, 
tie  case  he  prosecuted,  Blizzard 
nany  of  the  supposedly  injured 
showed  similar  or  even  identical 

1  problems  and  circumstances, 
ting  that  medical  personnel  had 

copied  the  case  information  from 
rson  to  the  next.  "We  had  hun- 
>f  people  with  respiration  rates  of 
iths  a  minute,"  he  says.  The  ring- 
a  paralegal,  was  convicted,  along 

lawyer  and  two  doctors.  Many 

>articipants  copped  pleas, 
etimes  the  ploys  are  much  more 
Says  Bob  Murray,  a  Long  Is- 
,sed  agent  with  the  National  In- 
i  Crime  Bureau,  an  industry  in- 
tive  group:  "You  walk  into  a  police 
and  say  you've  been  in  an  acci- 
lt  the  other  person  drove  away." 
ough  the  variety  of  scams  is 
ng,  law  enforcement  agencies  are 
ng  much  more  aggressive.  A  re- 
ldictment  of  chiropractors  and 
s  throughout  Long  Island,  N.  Y., 
e  result  of  a  multi-agency  under- 
sting  dubbed  "Operation  Back- 
Similar  efforts  under  way  in 
rn  New  Jersey  are  expected  to 
lajor  arrests,  industry  investiga- 
y.  No  one  expects  auto  insurance 
to  go  away  anytime  soon.  But 
nd  more  swoopers  and  squatters, 
as  other  auto  scamsters,  are  be- 
;  prosecutorial  prey. 

By  Tim  Swart  in  New  Haven 


SECURITIES  FIRMS 


TOO  CROWDED 
UNDER  THE  UMBRELLA? 

Weill's  daughter,  Jessica,  quits  Travelers  for  more  opportunity 


Going  to  work  for  one's  father  can 
make  for  a  complex  relationship. 
That  was  certainly  the  case  for  Jes- 
sica M.  Bibliowicz,  who  was  firmly  con- 
vinced it  was  a  bad  idea.  "Dad"  is  none 
other  than  Sanford  I.  Weill,  the  chief  ex- 
ecutive of  Travelers  Group  Inc.  and  a 
very  tough  act  to  follow  on  Wall  Street. 
Bibliowicz  spent  most  of  her  16  years  in 
the  securities  industry  away  from  firms 
headed  by  her  father. 
By  1994,  she  was  run- 
ning mutual-fund  sales 
and  marketing  at  Pru- 
dential Securities  Inc. 
That  year,  she  talked 
about  joining  Travelers 
with  James  Dimon, 
then  heir  apparent  to 
run  Smith  Barney  Inc. 
and  all  of  Travelers, 
and  Bibliowicz'  friend 
since  they  were  teens. 
Bibliowicz  told  Dimon 
about  her  misgivings, 
but  he  convinced  her 
that  her  best  opportu- 
nity was  at  Smith  Bar- 
ney, Travelers'  broker- 
age unit.  In  late  1996, 
Bibliowicz  told  business 
week:  "Jamie  is  the 
reason  I  came"  to 
Smith  Barney  in  1994 
as  its  mutual-fund  mar- 
keting chief. 

Certainly,  there  is 
some  irony  in  Biblio- 
wicz's  latest  move. 
Stunning  the  mutual- 
fund  world  on  June  13, 
the  37-year-old  marketing  dynamo  quit 
due  to  competitive  tensions  between 
her  and  Dimon,  say  several  current  and 
former  employees.  She  signed  on  with  a 
successful  but  little-known  New  York 
institutional  money-management  firm, 
John  A.  Levin  &  Co.  She  will  be  presi- 
dent and  chief  operating  officer,  but  the 
post  significantly  lowers  her  profile.  Al- 
though Levin  is  a  longtime  friend  of 
Weill's,  Weill  and  Bibliowicz  say  she 
landed  the  job  on  her  own. 
RIFT?  The  question  now  is  whether  the 
episode  will  produce  a  rift  between  Weill 
and  his  protege,  Dimon,  41.  Some 
sources  believe  Dimon,  chief  executive 
of  Smith  Barney  and  chief  operating  of- 
ficer of  Travelers,  may  have  seriously 


"I  don't  hold  [Smith 
Barney  CEO  Dimon]  at 

fault  This  newjob  is 

a  great  opportunity" 

JESSICA  BIBLIOWICZ 

President  and  Chief  Operating 
Officer,  John  A  Levin  &  Co. 


annoyed  Weill  by  not  retaining  Biblio- 
wicz. After  all,  she  is  an  engaging,  ar- 
ticulate woman  who  is  well-regarded  in 
the  mutual-fund  world.  Weill  is  proud  of 
his  daughter  and  a  doting  granddad  to 
her  two  young  children.  "Jess  is  the  ap- 
ple of  Sandy's  eye,"  says  an  insider. 
Weill  admits  he  is  disappointed.  "I  loved 
her  being  here." 

Sources  say  that  Dimon  put  the  am- 
bitious Bibliowicz  on 
the  slow  track.  "She 
was  frustrated  about 
her  progress,"  says  one 
ex-employee.  She  was 
not  promoted  to  head 
Smith  Barney's  entire 
$78  billion  asset-man- 
agement business  nor 
was  she  on  the  firm's 
executive  committee, 
both  decisions  Dimon 
would  have  made.  Says 
Bibliowicz:  "I  can't  tell 
you  that  I  don't  care. 
I  actually  thought  I 
was  moving  forward 
quickly."  She  gets  cred- 
it for  boosting  Travel- 
ers insurance  agents  to 
sell  more  mutual  funds, 
launching  a  new  fund 
series,  and  beefing  up 
performance.  Smith 
Barney's  more  than  60 
mutual  funds  have 
gone  from  below  aver- 
age in  1993,  to  average 
now,  says  mutual-fund 
researchers  Morn- 
ingstar  Inc.  Today, 
there  are  six  Smith  Barney  mutual 
funds  with  Morningstar's  top  five-star 
rating,  vs.  two  five-star  funds  in  1993. 

Weill  denies  that  Bibliowicz  left  due 
to  tension  with  Dimon  or  that  this  has 
damaged  his  relationship  with  Dimon. 
Says  Weill:  "I  wouldn't  expect  there  to 
be  any  rift  because  of  this."  Dimon  was 
not  available  for  comment,  but  he  has 
said  that  he  is  still  friends  with  Bib- 
liowicz. Says  Bibliowicz:  "I  don't  hold 
him  at  fault." 

She  is  now  looking  forward  to  build- 
ing a  small  firm  into  a  bigger  firm.  "This 
new  job  is  a  great  opportunity  for  me," 
she  says.  She's  better  off  with  her  fa- 
ther— and  Dimon — on  the  sidelines. 
By  Leah  Nathans  Spiro  in  New  York 
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MELLON  MAY  BE 
RIPE  FOR  PICKING 

Unlikely  or  not,  there's  a  new  name 
on  the  short  list  of  takeover  tar- 
gets: Mellon  Bank  (mel),  the  22nd- 
largest  U.  S.  bank  holding  company. 

Suitors,  say  the  takeover  pros,  in- 
clude NationsBank,  Chase  Manhattan, 
First  Union,  Northern  Trust,  and  Bank 
of    New  York. 
LOOKING  MIGHTY     "The  talking  point 
SUCCULENT        in  terms  of  price 
50  is  55  a  share," 

says  one  share- 
holder, but  he 
thinks  Mellon  will 
consider  no  offer 
less  than  60.  Mel- 
lon stock  hit  45% 
on  June  13  and  is 
hovering  at  that 

MELLON  BANK  level- 

stock  price  When  Mellon 

Bank  acquired 
Dreyfus  in  Au- 
gust, 1994,  it  set 
itself  apart  from 
most  other  banks.  It  became  the  No.  1 
bank  manager  of  mutual  funds  and  one 
of  the  biggest  investment-management 
firms,  with  $233  billion  in  managed  as- 
sets. "It's  not  just  a  bank  anymore," 
says  one  New  York  money  manager, 
who  has  been  accumulating  shares.  "It 
has  become  a  major  asset  manager — 
which  is  what  many  other  major  banks 
are  scrambling  to  be,"  he  adds.  So  de- 
spite its  $12  billion  market  capitaliza- 
tion, he  says  Mellon  is  tempting  buyout 
bait.  Mellon  acquired  asset  manager 
Boston  Co.  in  May,  1993. 

PaineWebber  banking  analyst  Ruehi 
Madan,  who  also  says  Mellon  is  an  al- 
luring target,  notes  that  the  asset-man- 
agement business  had  a  good  year  in 
1996.  "Dreyfus  is  gaining  momentum," 
Madan  notes.  It  had  been  a  sluggish 
mutual-fund  operator  for  years  before 
Mellon  bought  it.  She  recalls  that 
Dreyfus  had  55%  of  assets  invested  in 
lower-fee-paying  money-market  funds 
and  30%  in  fixed-income  funds.  Since 
the  acquisition,  Dreyfus  has  improved 
the  investment  mix  in  favor  of  the 
higher-fee-paying  stock  funds.  Drey- 
fus' equity  assets  jumped  to  $15.7  bil- 
lion in  this  year's  first  quarter,  up  from 
$12.9  billion  a  year  ago — a  22%  rise. 
Also  fueling  buyout  speculation:  Mel- 
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Ion  ceo  Frank  Cahouet's  contract  ex- 
pires at  the  end  of  1998,  and  no  succes- 
sor has  been  named.  Moreover,  Mellon's 
retail  and  corporate  banking  sides  conr 
tinue  to  report  slow  growth,  she  notes. 
That  offers  potential  buyers  a  chance 
to  spruce  up  that  part  of  the  bank,  for 
even  better  returns.  Mellon  and  the  pur- 
ported suitors  declined  comment. 

BIOMATRIX  WALTZES 
WITH  THE  BIGGIES 

For  a  company  with  a  market  cap  of 
just  $185  million,  Biomatrix  (biox) 
can  also  claim  a  sort  of  big-cap  appeal: 
It  has  signed  potentially  huge  contracts 
with  some  big  names  in  phamaceuti- 
cals,  including  American  Home  Prod- 
ucts, Rhone-Poulenc  Rorer,  Collagen, 
and  Hoffmann-La  Roche.  What  do  they 
want  little-known  Biomatrix  for? 

Biomatrix  has  two  patented  propri- 
etary products:  Synvisc,  a  device  used 
for  osteoarthritis  of  the  knee,  and  Hy- 
laform,  used  to  correct  skin  wrinkles 
and  scars.  American  Home  Products, 
through  its  Wyeth-Ayerst  Laborato- 
ries division,  has  paid  Biomatrix  $4 
million  for  the  right  to  market  Syn- 
visc in  Austria,  Germany,  Greece,  Por- 
tugal, Spain,  and  certain  countries  in 
Central  Europe  and  the  Mideast.  When 
the  product  is  approved  by  the  Food  & 
Drug  Administration,  ahp  will  pay  a 
further  $12  million  to  market  Synvisc 
in  the  U.  S. 

An  fda  panel  has  recommended  a 
thumbs-up  for  Synvisc.  "So  full  fda 
approval  is  expected  sometime  this 
year,"  says  former  Prudential  Securi- 
ties analyst  Len  Bogner,  who  now  runs 
bgs  Associates,  a  New  York  consulting 
firm.  Even  without  fda  approval, 
Bogner  sees  Biomatrix  generating  an 
operating  profit — 
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exclusive  of  roy- 
alties, licensing, 
or  other  fees — by 
the  fourth  quar- 
ter of  1997.  He 
thinks  that  Syn- 
visc, already  mar- 
keted overseas, 
will  be  sold  in 
the  U.S.  by  the 
fourth  quarter. 

Rhone-Poulenc 
has  a  deal  to 
distribute  Synvisc 
in  Canada,  Hoff- 
mann-La Roche 
has  one  for  Swe- 


den, and  German  drugmaker  Bayer  li 
one  for  Australia,  New  Zealand,  a 
parts  of  Asia.  For  Biomatrix's  H 
laform,  Collagen  has  signed  up 
distribute  the  skin-care  product 
Europe. 

Bogner  expects  Biomatrix  to  ea 
$2.05  a  share  this  year  on  sales  of  $ 
million  and  $2.35  next  year  on  $64  m 
lion — up  ft™  25tf  in  1996  on  $15  m 
Hon.  He  sees  the  stock,  now  at  16%, 
25  by  yearend,  and  at  50  in  18  montl 

GLOBAL  SIZZLE  FOR 
MORTON'S  STEAKS' 

Along  with  gourmet  coffee,  premiu 
liquor,  and  expensive  cigars,  jui< 
steaks  are  back — if  the  crowds  at 
pricey  Morton's  of  Chicago  steak  housi 
around  the  U.  S.  are  any  sign.  So  son 
big  investors  are  snapping  up  shar< 
of  Morton's  Restaurant  Group  (mrg). 

Another  plus:  Morton's  is  headir 
abroad,  with  its  first  overseas  restai 
rant  set  to  open  this  year  in  Sings 
pore.  In  early  June,  Morton  ceo  Alk 
Bernstein  signed  a  lease  for  space 
the  luxurious  Ori- 
ental Hotel  in  READY  FOR  SOME 
Singapore's  ftnan-  BEEFING  UP 
cial  district.  Mor- 

IB  f    — — — — «™ 

ton  s  expects  to 
open  three  more 
overseas  branch- 
es next  year.  In 
time,  the  compa- 
ny plans  to  add 
30  to  35  Morton's 
steak  houses  in 
Europe  and  Asia, 
says  one  insider. 
Bernstein  says 
Morton's  will  be  a 
sellout  overseas, 
because  it  will 
air-ship  prime  aged  steak  from  Chicag 
eveiy  day.  "Consistent  top  quality  i 
our  steaks  and  service  is  the  key 
our  success,"  says  Bernstein. 

Analyst  Lynne  Collier  of  Dallas  in 
vestment  firm  Rauscher  Pierce  Reft 
nes  says  Morton's  continues  to  se 
"strong  same-restaurant  sales,  witl 
current  [growth]  trends  in  the  8%-td 
9%  range."  Over  the  years,  she  adds 
Morton's  has  demonstrated  exceptions 
unit-level  economics  with  average  sale 
per  restaurant  of  $5.4  million  and 
37%  pretax  return  on  investment.  Mor 
ton's  stock,  trading  at  16"^,  is  attractive 
Collier  says — at  just  14  times  her  199' 
earnings  estimate  of  $1.20. 
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THE  IN-YOUR-FACE 
ECONOMIST 

Business  likes  Jerry  Hausman's  blunt  advice 


The  Army  Corps  of  Engineers  in 
Anchorage,  Alaska,  never  had  a 
draftee  like  Jerry  A.  Hausman. 
Fresh  out  of  Brown  University  in 
1968,  summa  cum  laude  in  economic 
history,  Hausman  had  a  rare  ability  to 
apply  math  and  statistics  to  real-world 
problems.  He  wrote  a  computer  pro- 
gram to  calculate  the  necessary  height 
of  breakwaters  for  Native  American 
fishing  villages.  He  sniffed  out  bottle- 
necks in  the  Army's  phone  network.  At 
night,  in  his  spare  time,  he  created  soft- 
ware to  help  oil  companies  plan  bids  on 
oil  leases  on  Alaska's  North  Slope. 

Nearly  30  years  later,  Hausman  is  as 
much  a  problem-solver  as  ever.  He  is 
among  the  leading  microeconomists  of 
his  generation,  an  endowed  professor 
at  Massachusetts  Institute  of  Technolo- 
gy who  in  1985  won  the  John  Bates 
Clark  award  as  the  best  American  econ- 
omist under  age  40.  He  may  also  be 
corporate  America's  favorite  economist — 
one  whose  clients  have  included  Mi- 
crosoft, Kimberly-Clark,  Anheuser- 
Busch,  Eastman  Kodak,  the  m—^m^i 
Baby  Bells,  and  Staples 
(table).  His  consulting  firm, 
Cambridge  Economics  Inc., 
employs  10  people. 

While  Hausman's  critics 
say  that  his  emphasis  on 
consulting  threatens  his  aca 
demic  integrity,  he  re 
sponds     that  he 
takes  only  clients  £ 
he  believes  in:  "I 
have  no  shortage 
of  people  asking 
me   to   work  for 
them."  And  he  can 
afford  to  pass  up 
jobs.  Although  con 


playing  the  market  aggres- 
sively since  he  was  a  12- 
year-old  caddie  growing  up 
in  Weirton,  W.  Va.  His  foun- 
dation gives  away  $100,000 
a  year  in  scholarships  to 
needy  students. 

The  Digital  Age  has  pro- 
duced torrents  of  underex- 
ploited  data,  from  tick-by- 
tick  prices  in  currency 
markets  to  bar-code  scan- 
ning information  from  su- 
permarkets. For  Hausman, 
running  those  torrents 
through  math  and  statistics  ~ 
programs  is  like  putting  a  hydroelec- 
tric dam  on  the  Columbia  River. 

The  data-oriented  approach  of  Haus- 
man and  like-minded  economists  is  gain- 
ing adherents.  In  antitrust,  for  instance, 
the  Justice  Dept.  and  Federal  Trade 
Commission  are  more  willing  now  to 
examine  the  likely  effects  of  a  merger 
down  at  the  level  of  individual  prod- 
ucts in  particular  markets  instead  of 


MIT'S  HAUSMAN:  "Environmental  economics  is  t 
economics  what  military  music  is  to  music" 


CORPORATE  AMERICA  CALLS 

Clients  of  Jerry  Hausman 
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EXXON  Helped  persuade  the  govern- 
ment to  ignore  polls  in  assessing  dam- 
ages in  the  Exxon  Valdez  oil  spill. 
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making  sweeping  pronouncements  ba 
on  simply  adding  up  industry-sec  f 
market  shares.  But  Hausman  says 
trend  hasn't  gone  far  enough.  In  a  pa  i™ 
last  year,  he  questioned  whether  m 
ket-share  analysis  remained  the  "opi 
of  the  doj  [Justice  Dept.]." 
SHORT  FUSE.  That  sharp-tongued  cc 
ment  is  typical  of  Hausman,  still  an 
fant  terrible  at  age  51.  He  outrages 
vironmentalists  by  sayi 
that  "environmental 
nomics  is  to  economics  wftCnpi 
military  music  is  to  musP 
He  calls  for  the  resignatL 
of  Federal  Communicati«f 
Commission  Chairman  R^ 
E.  Hundt,  saying  he  has 
come     a  heavy-hand 
micromanager.  And,  ex; 
perated  with  the  Bureau 
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\  CHICAGO  BULLS,  WGN  Testified  that  consumers 
were  harmed  by  the  NBA's  limitations  on  WGN  broad- 
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price  index,  he  has  publi 


suiting  provides 
more  income  than 
his  mit  job,  he 
says  both  are 
"dwarfed"  by 
his  investment 
income — the  "1 
result       of  • 


■ 
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MICROSOFT  Defended  Windows  95's  one-button 
y  access  to  the  Microsoft  Network,  arguing  that  it  would 
benefit  consumers,  if  not  Microsoft's  competitors. 


KELLOGG  Helped  it  develop  new  cereals  by  analyzing 
supermarket  scanner  data  to  find  product  niches  that 
had  no  close  competition. 


STAPLES  Argued  that  Staples'  merger 
with  Office  Depot  wouldn't  cause  higher 
prices  because  customers  have  other 
sources  for  office  supplies. 


STAPLES 

The  Office  Superstore 
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recommended  that  the  1 
reau   be   shipped  off 
Guam. 

In  academe,  Hausman 
best  known  for  a  1978  paj 
formulating  the  "Hausm 
specification  test," 
now  widely  us 
method  for  scouri 
unintended  bia 
out  of  economet] 
models.  The  test  might 
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veal  that  it's  wrong  to  say  that  more  ed- 
ucation leads  to  higher  income  if  a  third 
factor — say,  spunk — influences  both. 

Outside  the  field,  Hausman  is  better 
known  for  the  societal  issues  he  has 
tackled.  Starting  in  the  1970s,  he  ques- 
tioned laws  requiring  energy-saving  ap- 
pliances by  demonstrating  that  cus- 
tomers didn't  like  to  pay  much  more 
up  front  even  if  they  could  save  lots  of 
money  on  electricity  in  the  long  ran. 
Working  for  Exxon  Corp.  after  the 
Exxon  Valdez  oil  spill,  Hausman  trashed 
the  theory  of  contingent  valuation, 
which  says  that  polls  can  reveal  how 
much  people  value  a  resource,  such  as  a 
clean  bay.  In  both  cases,  he  left  behind 
hurt  feelings.  "When  you  come  into  oth- 
er fields,  this  often  happens,"  Hausman 
says.  "It's  these  guys'  whole  careers. 
They  don't  like  me  to  show  up." 
MEMORABLE  TEACHER.  In  the  1980s,  he 
showed  that  income  tax  cuts  increase 
the  labor  supply — though  he  disavowed 
the  Reaganite  notion  that  tax  cuts 
would  pay  for  themselves  by  increas- 
ing economic  activity.  He  helped  teach 
many  of  the  mit  PhDs  who  developed 
rocket  science  on  Wall  Street,  such  as 
those  at  Long  Term  Capital  Manage- 
ment in  Greenwich,  Conn.  When  tele- 
com heated  up,  he  was  there,  too.  He 
helped  speed  the  demise  of  cellular- 
phone-service  regulation  by  pointing  out 
that  prices  were  higher  in  states  that 
regulated  it.  He  even  explained  why: 
In  their  zeal  to  protect  cellular  resellers 
from  predatory  pricing,  states  were  ban- 
ning cellular  providers  from  legitimate 
price-cutting  moves. 

Lately,  his  most  prominent  consulting 
jobs  have  been  for  defendants  in 
antitrust  cases,  including  the  Staples-Of- 
fice Depot  merger  and  Microsoft's  intro- 
duction of  Windows  95  with  one-button 
access  to  the  Microsoft  Network.  He 
says  trastbusters  often  protect  a  com- 
pany's competitors  instead  of  its  cus- 
tomers. Antitiust  guidelines,  he  says,  un- 
derestimate how  hard  it  is  for  a  company 
to  raise  prices,  even  if  much  of  its  mar- 
ket is  captive.  He  calculated  that  to  prof- 
it from  a  price  hike  in  one  typical  sce- 
nario, a  company  would  have  to  guess 
right  an  unlikely  90%  of  the  time  about 
which  customers  would  swallow  the  in- 
crease and  which  would  bail  out. 

Even  Hausman's  friends  say  that 
he  occasionally  reaches  so  far  that  he 
doesn't  complete  all  of  an  argument's 
intellectual  underpinnings.  "People  jump 
up  and  say,  'You  can't  exactly  say  that. 
It's  not  a  full  proof,' "  says  Harvard 
University  economist  Zvi  Griliches.  But, 
says  Griliches,  that's  almost  inevitable 
when  trying  to  make  a  real  contribution 
in  a  complex  field.  Count  on  Hausman  to 
keep  making  waves. 

By  Peter  Coy  in  New  York 
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CURING  WHAT  AILS 
BRISTOL-MYERS 

CEO  Heimbold's  fresh  touch  has  pepped  up  the  drugmal 


As  a  teenager,  Charles  A.  Heimbold 
Jr.  worked  summers  as  a  barker  at 
the  scruffy  New  Jersey  shore  re- 
sort of  Seaside  Heights.  Shouting 
at  boardwalk  strollers,  he  would  lure 
them  to  bet  pocket  change  on  a  wheel  of 
fortune.  Only  a  lucky  few  went  home 
with  prizes.  "Those  were  very  good 
lessons  in  chance  and  probability,"  re- 
calls Heimbold,  ceo  of  $17  billion-a-year 
Bristol-Myers  Squibb  Co.  "The  house  al- 
ways wins." 

These  days,  Heimbold  is  betting  that 
the  house — once-straggling  Bristol — will 
win  again.  And  he  hasn't  had  to  shout 
much  to  help  it  along.  Bristol  was  in  a 
"slough  of  despond"  when  he  took  the 
top  job  three  years  ago,  says  Heimbold, 
but  now  the  company's  bywords  are 
such  phrases  as  "competitive  superiori- 
ty" and  "sense  of  urgency." 

Maybe  so,  but  Heimbold's  progress  so 
far  has  been  solid,  not  spectacular:  Since 
1994,  he  has  moved  the  health-care  titan 
from  declining  earnings  and  virtually  flat 
sales  to  a  10%  gain  in  net  earnings  on  a 
9%  sales  rise  last  year.  Analyst  Barbara 
A.  Ryan  at  Alex.  Brown  &  Sons  Inc. 
expects  a  nearly  12%  net  earnings  rise 
this  year,  to  $3.2  billion,  on  a  10.4%  gain 
in  sales,  to  $16.6  billion. 
SHAKE-UP.  Wall  Street  likes  what  it 
sees.  Lately,  Bristol's  stock  has  begun  to 
surge,  in  part  because  worries  about 
the  cost  of  breast-implant  litigation  are 
largely  past.  From  about  29  a  share  in 
January,  1994,  it  climbed  to  more  than 
78  in  mid-June.  Says  Nancy  Crouse,  a 
portfolio  manager  at  Delaware  Invest- 
ment Advisers,  which  holds  6  million 
shares:  "We're  satisfied,  and  we  think 
there  is  still  more  to  come." 

Insiders  and  investors  alike  credit 
Heimbold,  a  34-year  Bristol  veteran, 
with  a  surprisingly  strong  shake-up  of 
the  stodgy  giant.  Alan  M.  Sebulsky,  who 
manages  health-care  investments  for 

Lincoln  Capital  Man-   

agement,  which  holds  AIMING  HIGH: 
13    million    shares,  Heimbold  at 
says  Heimbold  has  Park  Avenue 
effected  "a  profound  headquarters 


•  is 
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d  shift"  that  has  made  Bristol- 
Squibb  a  more  aggressive  mar- 
ine! more  hard-headed  about  each 
return.  Problem  is,  Bristol's  corn- 
's are  charged-up,  too.  Merck  & 
ove  its  net  income  up  16%  last 
ohnson  &  Johnson  notched  a  20% 
Jew-drugs  powerhouse  Pfizer  Inc. 
I  earnings  up  24%.  Heimbold  says 
t  to  match  such  rivals  in  the  next 
sars  and,  in  the  longer  term,  "to 
;he  very  top." 

lough  Heimbold  is  vague  about 
ions,  insiders  say  Bristol  is  work- 
ward  annual  earnings  growth  of 
Phat  wouldn't  be  such  a  stretch, 
ear,  the  company  lost  85%  of  the 


sales  of  the  $1.5  billion-a-year  antihy- 
pertensive Capoten,  which  went  off 
patent,  yet  still  managed  to  hike  sales 
overall.  That's  because  sales  of  drugs 
other  than  Capoten  rose  21%.  Including 
Capoten,  drug  sales  rose  a  still  re- 
spectable 11.4%,  to  $8.7  billion.  Armed 
with  such  hot-sellers  as  cholesterol-re- 
ducer Pravachol  and  the  fast-growing 
diabetes  remedy  Glucophage,  the  drug 
unit  could  easily  do  better  this  year. 
With  help  from  the  rejuvenated  Clairol 
and  infant-formula  businesses,  Heimbold 
might  outpace  analysts'  expectations. 

Since  taking  charge,  Heimbold,  who 
at  64  could  be  ceo  for  six  more  years, 
has  emphasized  personal  contact  with 


employees.  Early  on,  he  took  35  top  ex- 
ecutives off  for  a  retreat,  hoping  to 
"bring  them  to  the  realization  that  we 
could  become  the  growth  company  that 
we  had  been."  When  he  announced  his 
initial  goal — doubling  sales  and  earnings 
from  their  1993  level  by  the  year  2000— 
skepticism  was  widespread,  he  recalls. 

He  figured  it  was  time  for  fresh 
ideas — and  managers.  In  early  1994,  he 
recruited  Michael  F.  Mee,  chairman  and 
chief  financial  officer  of  computer  maker 
Wang  Laboratories  Inc.,  to  preside  over 
a  productivity-building  effort  as  Bris- 
tol's cfo.  Soon  after,  he  elevated 
Stephen  I.  Sadove,  whom  he  had  previ- 
ously recruited  from  Kraft  General 
Foods,  to  be  president  of  Bristol-My- 
ers Squibb  Worldwide  Beauty  Care. 
Just  this  year,  to  rev  up  drug  develop- 
ment, he  wooed  Peter  S.  Ringrose,  chief 
of  worldwide  discovery  efforts  at  Pfizer 
Inc.,  after  reading  a  news  story  that 
gave  Ringrose  much  of  the  credit  for 
Pfizer's  research  success 
ADROIT.  Dropping  outsiders  into  top 
slots  required  deftness.  "I  never,  ever, 
said  to  somebody:  'It's  time  for  you  to 
go,' "  says  the  courtly  Heimbold.  "What 
we'll  do  is,  we'll  talk  in  terms  of  'You 
know,  it's  time  for  additional  leader- 
ship.' "  Sadove  says  Heimbold  "did  a 
very  good  job  of  identifying  people  who 
could  be  change  agents"  and  adroitly 
blended  veterans  and  newcomers. 

Heimbold's  light  touch  owes  much  to 
his  schooling  and  law  background.  The 
eldest  of  six  sons,  Heimbold  was  bom  in 
Newark,  N.J.,  and  raised  there  and  in 
suburban  Ocean  County.  His  father  was 
a  small  businessman  and  his  mother  a 
nurse.  "Our  household  wasn't  noted  for 
having  lots  of  assets  or  physical  things 
around,"  says  Heimbold.  "Everybody 
started  working  early."  His  father — a 
"city-wise  North  Jersey  guy  with  a  lot 
of  moxie,"  in  the  words  of  Heimbold's 
brother  Richard — was  by  turns  a  fruit 
distributor,  auctioneer,  and  realtor.  As  a 
teenager,  the  barrel-chested  Heimbold 
did  construction  work  as  well  as  hawk- 
ing for  oceanfront  gambling  stands. 

After  a  Catholic  prep  school,  Heim- 
bold went  to  Villanova  University  on  a 
U.  S.  Navy  rotc  scholarship.  Then  came 
a  cold  war  stint  as  chief  engineering  of- 
ficer on  a  destroyer.  It  was  at  sea,  he 
says,  that  he  learned  leadership.  He  re- 
calls his  ship's  being  hit  by  a  towering 
wave  during  a  storm  en  route  to  Cuba, 
and  how  the  officers,  amid  alarms  and 
flooding,  stayed  cool  as  they  made  for 
Guantanamo  Bay  for  repairs. 

After  the  Navy,  Heimbold  studied  law 
at  the  University  of  Pennsylvania.  He 
practiced  briefly  at  New  York's  Milbank, 
Tweed,  Hadley  &  McCloy  before  join- 
ing Bristol's  law  department  in  1963.  In 
1969,  he  was  tapped  by  Richard  L.  Gelb, 


CHARLES  A.  HEIMBOLD  JR. 


BIRTH 


May  27, 1933,  in  Newark,  N.J. 


EDUCATION 


B.A.,  Villanova  University,  1954 
LL.B.,  University  of  Pennsylvania,  1960 
LL.M.,  New  York  University,  1965 


CAREER 


1954-57:  Lieutenant  and  chief 
engineering  officer,  U.  S.  Navy 

1960-63:  Associate  counsel, 
Milbank,  Tweed,  Hadley  &  McCloy 

1963:  Joined  Bristol-Myers'  legal 
department 

1969:  Transferred  to  a  subsidiary, 
Biochemical  Procedures,  as  assistant 
to  the  chairman 

1970:  Moved  into  corporate  planning 

1984:  Named  president  of  Health  Care 
Group 

1989:  Became  executive  vice-president 
and  a  director  of  Bristol-Myers  Squibb 

1992:  Appointed  President 

1994:  Named  CEO 

1995:  Elected  chairman 


FAMILY 


Married  35  years.  Four  children  ages 
34,31,29,  and  22 


BOOKS  READ  RECENTLY 


The  Discovery  and  Conquest  of 
Mexico  by  conquistador  Bernal  Diaz 
del  Castillo 

The  Nightingale's  Song  by  Robert 
Timberg,  a  group  biography  of 
Vietnam  veterans 
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then  an  executive  vice-president,  to  as- 
sist the  head  of  troubled  Biochemical 
Procedures,  a  testing  subsidiary.  Gelb, 
who  went  on  to  become  Heimbold's  pre- 
decessor as  ceo,  says  he  thought  He- 
imbold  had  the  combination  of  smarts 
and  diplomacy  to  determine  whether  the 
unit  had  to  be  sold  off.  And  indeed,  he 
made  a  big  impression  by  working  out 
tough  personnel  problems  and  eventual- 
ly selling  off  the  unit.  After  that,  he 
rose  through  strategic  planning  and  as- 
sorted management  slots. 

Cultivating  leadership  remains  a  pre- 
occupation. Last  summer,  Heimbold  took 
20  fast-track  middle-managers  to  a  Con- 
necticut conference  center  for  two  days 
without  their  bosses.  "He  takes  the  time 
to  try  to  get  to  know  who  the  people 
are  that  will  eventually  be  running  a 
big  portion  of  the  company,"  says  one 
participant,  Christine  A.  Poon,  presi- 
dent of  Bristol's  Canadian  and  Latin 
American  operations. 

In  part  because  Bristol  is  diversified 
and  geographically  far-flung,  Heimbold 
gives  managers  ample  autonomy.  Con- 
sequently, the  cultures  of  the  half-dozen 
operations  are  strongly  shaped  by  their 

WITH  SALES 
GROWING  FASTER... 


Heimbold  had  little  handed  to  him.  As  a  youthj 
he  did  construction  work — and  was  a  hawker 
for  gambling  stands  at  the  New  Jersey  Shore 


Medco  pharmacy-benefits  manager 
(pbm),  for  which  rival  Merck  quickly 
paid  $6.6  billion.  While  the  unit  is  boost- 
ing distribution  of  Merck's  drugs,  Merck 
is  at  best  years  from  making  the  deal 
pay  off.  Meanwhile,  Bristol  works  far 
less  expensively  with  other  pbms. 

Not  that  Heimbold  has  shunned  ac- 
quisitions. Since  1990,  purchases  have 
ranged  from  Matrix  Essentials  Inc.,  a 
beauty-products  company,  to  upsa 
Group,  the  $350  million-a-year  Euro- 
pean otc  marketer.  With  more  than  $2 
billion  in  cash  on  hand,  he  could  buy 
more.  Indeed,  analysts  say  Bristol 
should  buy  a  smaller  rival — say,  Scher- 
ing-Plough Corp.  Heimbold  responds 
that:  "Our  focus  has  been  and  will  con- 
tinue to  be  on  internal  growth,  while 
making  small  to  medium-size  acquisi- 
tions," but  adds:  "I  look  at  everything." 

Managerial  autonomy  is  crucial  at 


new 
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.AND  EARNINGS 
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.BRISTOL-MYERS'  STOCK 
IS  TAKING  OFF 
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leaders.  Peter  R.  Dolan,  a  40-year-old 
triathlete  who  heads  the  nutritional  and 
medical-device  units,  distributes  sheets 
laying  out  his  leadership  philosophy. 
Among  his  points:  Managers  must  make 
"tough-minded,  sometimes  unpopular  de- 
cisions" and  "won't  be  forgiven  for 
weakness."  And  staffers  in  pharmaceu- 
ticals carry  little  blue  chips,  similar  to 
poker  chips,  to  remind  them  to  focus 
on  "those  things  that  are  really  impor- 
tant," says  Kenneth  E.  Weg,  who  heads 
the  drug  and  over-the-counter  (otc) 
products  businesses. 
SHOPPING.  While  Heimbold  has  little 
choice  but  to  give  managers  freedom, 
he's  no  figurehead.  Having  worked  a 
long  time  in  mergers,  he  relishes  weigh- 
ing new  ventures  and  acquisitions.  As 
president,  he  resisted  pressure  in  1993 
from  pharmaceutical  staffers  to  buy  the 


Bristol  because  it  sells  a  crazy-quilt  of 
products — from  ostomy  devices  to  hair 
dyes,  from  implants  to  cancer  medi- 
cines— worldwide.  Last  July,  Heimbold 
let  managers  of  the  $1.3  billion  otc 
group — marketers  of  Excedrin,  Bufferin, 
and  Keri  Lotion — move  from  New  York 
tu  Paris.  They  pushed  fur  the  move  be- 
cause 65%  of  the  business  is  overseas. 
The  change,  says  consumer  medicines 
head  Stephen  E.  Bear,  "gives  me  a  non- 
Anglo-Saxon  view  of  the  world." 

Heimbold  pays  special  attention  to  the 
pharmaceuticals  unit,  which  chips  in 
57.8%  of  sales  and  68%  of  operating  prof- 
its. With  Bristol  this  year  facing  the  loss 
of  marketing  exclusivity  on  another  block- 
buster— its  $813  million-a-year  cancer 
compound,  Taxol — Heimbold  needs  more 
productive  labs.  He  regularly  helicopters 
from  Manhattan  to  the  Princeton  (N.J.) 


drug  operations  for  updates.  While 
tol  puts  as  few  as  eight  compout 
year  through  development,  Ringrose 
joined  in  January,  aims  for  15  a  ye 
2000  and  30  soon  after  that.  "The 
times  you  kick  the  ball  at  the  goa 
more  times  you're  likely  to  get  it  in 
says.  Ringrose  plans  to  double  his 
covery  staff,  to  2,000,  and  is  broadi 
research  beyond  cardiovascular  pro! 
and  cancer  to  pulmonary  ailments 
niche  categories  such  as  impotence. 
ZEALOT.  Heimbold  nurtures  other 
of  Bristol,  too.  After  years  of  de< 
Clairol  regained  market  share  wit] 
vived  Herbal  Essence  shampoo  and 
lines  such  as  Natural  Instincts  hair 
or.  Last  year,  the  unit's  operating  p: 
soared  80%,  to  $241  million,  on  a  1  : 
gain  in  sales,  to  $1.75  billion.  "Pe 
had  written  [beauty  products]  off," 
Sadove.  Now,  "this  is  a  fun  busines 
Generally,  Heim 
is  quicker  to  press 
fixes  than  to  sell  st 
gling  units.  Two 
ago,  he  put  Dolan 
other  General 
veteran,  in  chargi 
Mead  Johnson,  the 
troubled  infant-fon 
unit.  By  bidding  for 
eral  contracts, 
sharply  boosted  volu 
while  cutting  some 
million  a  year  in 
Now,  he's  attemptir 
similar  turnaroun 
the  medical-devices  units. 

When  it  cornes  to  cost-cutting, 
imbold  is  a  zealot.  Since  the  1989  m 
er  of  Bristol-Myers  and  Squibb 
company  has  nearly  halved  the  nun 
of  plants  it  operates  worldwide,  cloi 
about  30.  More  will  be  shuttered  as 
Mee  tries  to  cut  $1.5  billion  out  of 
nual  costs  by  the  end  of  1998. 

So  as  he  spins  the  wheel  at  Bris 
Heimbold  has  reason  to  bet  on  hig  ' 
growth.  "In  the  short  term,  we  will 
cept  operating  at  the  middle  of  the 
but  everybody  had  better  realize 
we're  on  our  way  to  moving  up  to 
top,"  he  says.  It's  "inevitable,"  he  clai 
that  Bristol  will  lead  the  industry  be! 
long.  Plenty  of  people  will  be  watch 
to  see  if  that's  a  lawyer's  precise  as; 
tion  or  just  a  boardwalk  barker's  pii 
By  Joseph  Weber  in  New 
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1PUTERS 


■  AT  FIRST  YOU 
ALTER,  REBOOT 

an  readies  a  new  assault  on  America's  PC  markets 


has  never  been  easy  to  crack  the 
I S.  personal-computer  market.  Cut- 
lroat  pricing,  long-established 
rands,  and  costly  sales  outlets  have 
newcomers  packing.  Remember 
m,  Groupe  Bull,  Olivetti,  and  Ep- 
Those  giants  came  to  conquer  only 
t  and  ran.  So  it's  no  sur- 
that  last  year's  splashy 
al  of  Japan's  biggest  main- 
I  and  consumer  electronics 
anies  in  the  U.  S.  PC  busi- 
wasn't  one  for  the  record 

3. 

1  not  for  lack  of  spending. 
*  forking  out  $30  million 
int  and  TV  advertising,  Hi- 
Ltd.  captured  just  2%  of 
notebook  sales  last  year — 
it  was  the  best  of  the 
h.  The  Sony  Corp.  name 
;lout  in  retail  didn't  have 
sual  pull  with  customers, 
e  purchases  of  Sony's 

i-END  GAMBLE 

iyama's  challenge 
be  to  sell  powerful 
ops  in  a  market 
\  favors  the 
3r  end 

gray  vaio  computers  accounted  for 
than  1%  of  home-PC  sales  during 
racial  holiday  season.  And  Fujitsu 
which  plunked  down  $25  million 
is,  collected  a  tiny  1.4%  market 
1  in  notebooks. 

PACE.  What  happened?  Blame  it 
verpriced  machines,  little  name 
rnition,  and  the  fast  pace  of  the 

market.  "The  speed  of  change  in 
nodels  is  so  quick,"  says  Tsuneo 
ka,  the  new  president  of  Hitachi 
;ica.  'We  do  not  have  anything  like 
n  Japan." 

ren  Toshiba,  a  U.  S.  success  story  in 
ps,  has  stumbled  badly  in  recent 
hs.  Not  only  did  it  lose  market 


share  in  portable  computers  to  Compaq 
and  IBM,  but  Toshiba's  attempt  to  break 
into  the  home-PC  market  turned  into  a 
ho-hum  with  consumers.  At  first,  Toshi- 
ba looked  hot,  gathering  a  2%  share  of 
home-PC  sales.  But  the  company  was 
caught  with  excess  inventories  when 


for  a  bigger  raid  on  the  U.  S.  market. 
'We  didn't  expect  to  have  a  cakewalk 
into  the  market,  and  we  didn't,"  says 
Fujitsu  PC  Corp.  President  George  W. 
Everhart.  His  boss,  Tadayasu  Sugita, 
Fujitsu  Ltd.  personal  systems  group 
president,  has  a  message  for  U.  S.  PC 
makers:  "We'll  never  think  about  with- 
drawal from  the  (J.  S.  market." 
BIG  AMBITIONS.  And  so  Act  Two  be- 
gins. In.  coming  months,  Japanese  com- 
puter makers  are  going  to  step  up  their 
efforts,  either  by  pushing  beyond  the 
crowded  desktop  PC  market  and  into 
notebooks,  or  by  jazzing  up  their  desk- 
top models  with  all  manner  of  bells  and 
whistles.  Sony,  for  example,  made  its 
laptop  debut  on  June  16  with  two  new 
models  that  draw  on  its  consumer  elec- 
tronics roots — they  double  as  music  CD 
players  and  include  software  to  down- 


the  PC  industry  shifted  to  machines  us- 
ing Intel's  mmx  chips.  In  January,  the 
electronics  giant  had  to  unload  pes  at 
fire-sale  prices,  sabotaging  earlier  gains. 
Today,  Dell  Computer  Corp.  ceo  Michael 
S.  Dell  dismisses  the  newcomers  as  "the 
invisible  invasion.  They're  here,  but  no- 
body can  find  them." 

But  don't  stop  looking  now.  With  40% 
of  worldwide  PC  sales,  the  U.  S.  is  the 
one  place  no  computer  maker  with  glob- 
al ambitions  can  afford  to  skip.  So,  in- 
stead of  folding  their  keyboards  and 
heading  home,  Fujitsu,  Hitachi,  and 
Sony  have  gone  on  the  attack.  On  June 
16,  at  the  annual  PC  Expo  show  in  New 
York,  each  company  trumpeted  its  plans 


load  pictures  from  Sony  digital  cameras. 
The  price:  a  hefty  $3,500  to  $5,000.  Hi- 
tachi also  has  grand  ambitions  with 
plans  to  spend  $30  million  this  year  to 
market  its  new  feature-packed  note- 
books, called  VisionBooks. 

Will  the  outcome  be  different  this 
time?  Given  the  latest  market  trends, 
odds  makers  aren't  favoring  the  Japan- 
ese contingent — at  least  in  the  short 
term.  Unlike  past  years  when  home-PC 
buyers  were  snapping  up  costly,  high- 
end  units,  this  year's  consumers  are 
flocking  to  bargain-basement  $1,000  PCs. 
The  leaders  in  this  category?  Packard 
Bell  NEC  and  Compaq,  the  top  two  U.  S. 
home-PC  companies.  What's  more,  mar- 
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ket  researcher  International  Data  Corp. 
says  a  March  survey  of  30,000  potential 
home-PC  shoppers  found  only  1%  to  2% 
expressing  interest  in  buying  home  PCs 
from  Sony  and  Toshiba.  "I  don't  see  a 
spike  up,"  says  Bill  Ablondi,  IDC's  home- 
PC  market  analyst. 

The  chances  are  even  slimmer  in  the 
laptop  market.  The  Big  Three  in  note- 
books— Toshiba,  Compaq,  and  IBM — are 
proving  hard  to  dislodge.  The  shortages 
of  big-screen  displays  that  helped  Fu- 
jitsu and  Hitachi  grab  a  spot  on  retail 
shelves  last  year  are  a  thing  of  the  past. 
Dealers  say  supplies 
by  the  biggies  are 
plentiful,  cutting  into 
the  backlogs  that 
made  customers  con- 
sider alternatives. 
"Last  year,  you  could 
sell  any  laptop  that 
turned  on,"  says  Ed- 
ward Anderson,  ceo 
of  Dallas-based  deal- 
er CompuCom  Sys- 
tems Inc.  "That  isn't 
the  case  anymore." 

At  the  same  time, 
corporate  laptop  buy- 
ers have  shifted  to 
midpriced  models. 
"The  sweet  spot  in 
the  notebook  market 
is  $2,000  to  $4,000 
machines,"  says 
Steve  Ward,  IBM's 
general  manager  for 
mobile  computing. 
This  year,  65%  of  ibm 
portable  sales  will 
fall  within  that 
range,  up  from  just 
25%  two  years  ago, 
says  Ward. 

That  doesn't  bode  well  for  the  fea- 
ture-rich machines  planned  by  Sony.  De- 
spite a  goal  of  reaching  home-PC  and 
small-business  buyers,  its  new  vaio 
notebooks  use  expensive  "active-matrix" 
displays  and  top-of-the-line  Intel  mi- 
crochips more  suited  to  traveling  ex- 
ecs, who  spend  much  of  their  time  mak- 
ing presentations. 

VIDEO  OPTION.  But  if  Sony  execs  are 
worried,  they  aren't  showing  it.  They 
say  the  new  notebook  PCs  aren't  de- 
signed to  give  Sony  a  rapid  share  of 
the  U.  S.  market,  anyway.  Instead,  Sony 
is  paying  big  to  showcase  the  integra- 
tion of  consumer  devices  such  as  digital 
cameras  with  pes.  To  give  U.S.  con- 
sumers a  taste  of  Sony  convergence, 
its  newest  computers  include  software 
for  accepting  and  editing  video  from  a 
camcorder. 


What's  more,  Sony  may  yet  eke  rev- 
enue out  of  a  high-price,  low- volume  PC 
strategy.  Analysts  say  that  by  pushing 
high-quality  audio  and  imaging,  Sony 
could  force  rivals  to  beef  up  sound  and 
graphics — and  that  could  swell  sales  of 
Sony's  CD  drives  and  Trinitron  displays. 
"Everything  we're  going  to  be  doing  cen- 
ters around  imaging,"  says  Takashi 
Sugiyama,  director  of  PC  products  mar- 
keting for  Sony  Information  Technolo- 
gies of  America.  "The  one  place  we  don't 
want  to  compromise  is  video  [quality]." 

But  if  Sony  is  content  to  lie  low  until 


DATA:  INTERNATIONAL  DATA  CORP  ,  BUSINESS  WEEK 

PCs  become  true  consumer  "appliances," 
computer  makers  Hitachi  and  Fujitsu 
must  scramble  to  build  a  U.S.  presence 
to  better  sell  desktop  PCs  and  computer 
servers.  That's  why  last  year  was  a 
harsh  lesson  in  competing  against  the 
laptop  leaders.  Despite  space  on  retail- 
ers' shelves,  both  underestimated  the 
depth  of  customer  loyalty  to  the  three 
majors.  The  result:  Toshiba,  Compaq, 
and  ibm  ended  the  year  by  increasing 
their  U.S.  shares  to  a  combined  46% 
vs.  43%  in  1995. 

This  time,  Hitachi  and  Fujitsu  have  a 
new  game  plan:  appeal  to  buyers  outside 
the  loyal  coiporate  mis  department.  Fu- 
jitsu, for  example,  will  offer  twice  as 
many  notebook  models  this  year  and 
add  about  30  sales  reps  to  call  on  re- 
sellers. A  key  calling  card  will  be  the 
new  LifeBook  600  Series  of  ultraslim 


notebooks  that  come  in  4-pound  j 
ages  at  $3,500  to  $4,500.  Hitachi  h  L 
to  boost  its  market  share  by  aiminj  L 
dealers  who  specialize  in  selling  I 
corporations  at  the  department  h 
rather  than  the  mis  group.  "That  I 
give  us  a  nice  share  of  the  marl  I 
says  Hitachi  PC  ceo  David  Hancocl  9 
toughing  IT  OUT.  So  far,  the  only  Ja  I 
ese  computer  maker  to  hit  the  big  I 
in  the  U.  S.  PC  business  is  Toshiba, 
company  has  held  the  biggest  shai 
the  U.  S.  laptop  market  since  1994. 
after  a  shaky  consumer-PC  debut 
■■■■^^■^^■b  year,  it's  rolling  o 
new  line  of  busi 
desktops.  This  t 
there  are  signs 
Toshiba's  comme: 
drive  will  not  si 
the  same  fate  as 
home  PCs.  Thank 
Toshiba's  laptop 
cess    in  corpoi 
markets,  dealers 
already  lining  u{ 
carry  the  desk 
machines.  "They 
ry  a  brand  m 
that's  class  one,"  s 
Eric  T.  Walton,  v 
president  of  prod 
management  at  I 
tex  Information  m 
vices,  which  has  i 
begun  carrying 
new  Toshiba  Equi 
line. 

Will  the  new  t 
reverse  what  a 
lysts  say  are  n 
unprofitable  bi 
nesses?  Not  anyti 
soon.  Hitachi  ho 
to  break  even  wi 
four  years.  With  computer  servers 
desktop  pes  on  the  drawing  boards, 
tachi  PC  ceo  Hancock  says:  "W 
building  a  foundation  to  expand 
business."  So  are  Fujitsu  and  So 
which  intend  to  tough  out  short-te 
woes.  Sony,  for  example,  sees  its 
dio/visual  pes  setting  the  stage  for  w 
many  U.  S.  consumers  want  to  e 
home  videos  and  store  digital  photos 
their  pes.  "We  weren't  after  mar 
share  but  mind  share  . . .  and  will  c< 
tinue  to  be,"  says  Tim  Errington, 
nior  vice-president  at  Sony  Electro 
of  America  Inc. 

If  that's  the  case,  stay  tuned  for 
Three.  That's  when  the  real  comp 
tion  could  kick  in. 

By  Gary  McWilliams  in  Hons 
with  Emily  Thornton  in  Kawasaki 
Paid  M.  Eng  in  New  York 


Cloudy  Days  for  Japanese  PC  Makers 


COMPANY'S  1996  PERFORMANCE 


1997  CHALLENGES 


HITACHI  After  spending  $30  million  on 
PC  marketing,  it  got  just  2% 
of  the  U.S.  notebook  market. 


FUJITSU   Its  laptops  found  a  place 
among  PC  retailers 
short  of  big  name- 
brands.  Only  1.4% 
share. 

TOSHIBA  Its  lead  in  U.S.  portables 
AMERICA  has  dwindled.  A  new  effort 
in  home  PCs  has  captured 
only  2%  of  the  market. 


SONY      Snazzy — and  pricey — 
consumer  PCs  wooed  a 
small  but  loyal  share  of 
buyers:  less  than  1%. 


Increased  competition 
in  corporate  notebook 
PCs.  Turn  market 
share  into  profits. 


Persuading 
dealers  to 
pitch  its  laptops 
to  small-  and  medium-sized 
businesses. 


Regain  momentum  in  portables.  Rev 
up  home-PC  sales  as  it  embarks  on 
a  new  drive  to  sell  corporate 
desktop  PCs. 


Selling  premium- 
priced  PCs  and 
notebooks  amid 
the  shift  to  $1,000 
PCs  and  $2,000  laptops. 
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HERE'S  WHERE  IT  ENDS  UP.  Imagine  if  a  computer 
peripheral  could  work  the  way  your  mind  does.  Just  one  device  capable 
of  sending,  receiving  and  processing  vast  amounts  of  information 
from  many  different  places-all  at  once.  That's  the  idea  behind 
PeripheralPower™  by  Xionics.  Our  revolutionary  parallel  microprocessor 
the  Xip  Chip  enables  multifunction  peripherals  to  print,  copy,  scan  and 
fax  simultaneously,  without  compromising  speed  or  quality. 
So  you  can  communicate  more  quickly,  efficiently,  effectively. 
Which,  come  to  think  of  it,  is  the  best  way  to  make  sure  your 
great  ideas  end  up  as  powerful  as  they  began. 


POWER 


An  intranet      is  excellent  at  putting  information  at  the  fingertips  of  the  people  who  need  it. 
An  intranet      will  take  monthly  sales  figures  and  publish  them— to  the  department  or  to  the  entire 
global  organization. 

An  intranet      can  walk  every  new  employee  through  the  company  benefits  package  and  sign  them  up 

for  a  dentist,  an  HMO  and  a  401(k). 
An  intranet      will  let  you  work  hand  in  hand  with  outside  vendors  and  still  keep  your  secrets  safe. 
An  intranet      can  deliver  a  video  seminar  or  briefing  or  training  program  to  any  desktop  on  demand. 
An  intranet      will  let  everyone  in  the  department  take  a  crack  at  the  business  plan  simultaneously. 

It  will  keep  them  on  track  and  working  together  until  they  get  it  right. 


In  other  words,  an  intranet  will  do  pretty  much  whatever  you  want  in  the  way  of  information 
wrangling.  And  it  will  do  it  quickly  and  efficiently,  providing  you  have  the  right  stuff. 
Windows  NT"  Server  and  Microsoft'  BackOffice"  is  that  stuff.  Windows  NT  gives  you  what  you 
need  to  build  an  intranet  right  now,  today.  And,  if  and  when  you  need  the  more  sophisticated 
stuff,  Microsoft  BackOffice  server  applications  offer  a  complete  range  of  solutions  that  plug 
right  into  your  Windows  NT  system.  So  it's  sophisticated  but  still  simple. 

So  visit  our  Web  site,  read  the  case  studies  and  see  what  other  companies  have  done.  Microsoft  BackOffice 
server  applications  and  Windows  NT  Server  can  make  this  intranet  thing  a  lot  easier  than  you  might  think. 


wvfw.microsoft.com/backoffice/  Where  do  you  want  to  go  today? ' 


Microsoft 


@  1 997  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  Where  do  you  want  to  go  today?  and  Windows  NT  are  registered  trademarks  and  BackOffice  and  the  BackOffice  logo  are  trademarks  of  Microsoft  Corporation. 
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STRATEGIES 


HOME  DEPOT:  BEYOND 
DO-IT-YOURSELFERS 

Can  its  new  CEO  crack  the  contractor  market? 


When  longtime  Home  Depot  Presi- 
dent and  Chief  Operating  Officer 
Arthur  M.  Blank  was  named  CEO 
on  May  28,  the  tightly  wound  execu- 
tive took  pains  to  downplay  his  promo- 
tion. "If  you  like  the  package  of  the  last 
19  years,  you  can  count  on  more  of  the 
same,"  Blank  promised,  noting  that  co- 
founder  Bernard  Marcus  would  remain 
an  active  chairman. 

Business  as  usual  would  thrill 
just  ahout  everyone.  Atlanta- 
based  Home  Depot  Inc.  now 
dominates  the  nation's  $140  bil- 
lion do-it-yourself  retail  busi-  , 
ness  with  a  14%  market  share. 
It  has  mushroomed  into  a  543- 
store  monolith  that  earned 
$938  million  on  $19.5  billion  in 
1996  sales. 

SATURATION.  Yet  while  Home 
Depol      oundation  is  solid,  WSm 
Blank,  54,  has  quite  a  task 
ahead  of  him.  For  starters, 
keeping  up  the  stellar  earn-  iyf 
ings  growth,  which  has  aver- 


aged 28%  annually  since  1990.  Some  on 
Wall  Street  worry  that  Home  Depot's 
core  markets  could  soon  be  saturated, 
while  new  growth  strategies  remain 
largely  unproven.  Famous  for  its  con- 
genial culture,  Home  Depot  also  faces 
three  gender  discrimination  lawsuits 
(page  89).  And  some  fret  that  the  suc- 
cessful balance  between  the  freewheel- 


STOCKING  UP:  Blank  lias  his  eye  o\ 
the  $220  billion  spent  by  the  pros 


toil 


ing  Marcus,  68,  and  the  stricter,  n 
memo-driven  Blank  may  be  chan 
"I'm  very  concerned  about  [Home 
pot's]  stage  in  life,"  says  analyst  A 
H.  Rubinson  of  PaineWebber  Inc. 

If  what  Home  Depot  needs  to 
growth  humming  is  zeal,  then  it  has 
spades  with  the  hard-driving  Blank. 
Jeffrey  Feinberg,  managing  directo: 
New  York-based  Soros  Fund  Man; 
ment,  which  owns  over  3  million  shal 
"He's  a  kick-ass  guy  with  somethin 
prove.  He's  on  a  mission."  This  y 
Feinberg  thinks  that  Home  Depot 
earn  $1.2  billion  on  $24.3  billion  in  sal 

Blank  is  not  afraid  of  ambitious  goj 
Dismissing  fears  that  saturation  is  nil 
the  ceo  plans  to  more  than  double  HcJ 
Depot's  stores,  to  1,100,  by  2000.  Tl 
should  keep  sales  and  earnings  growM1 
at  a  23%  annual  clip,  he  predicts.  Am; 
Chief  Administrative  Officer  Ronald! 


III 

ri 

tie 
n 


iody 
lane 


Brill:  "People  have  been  warning 
about  our  growth  since  the  1980s,  but 
continue  to  grow  the  market." 
SPECIAL  SERVICE.  Still,  Blank  is  lookl 
for  new  ways  to  keep  Home  Dep( 
engines  from  sputtering,  starting  wit!  -\, 
move  into  the  professional  contrae 
market.  It's  a  giant  opportunity:  Wr 
the  do-it-yourself  home  improver™  if 
market  is  worth  $140  billion,  prof 
sionals  spend  $220  billion.  That's  w 
Blank  spearheaded  an  estimated  $1! 
million  deal  in  March  to  buy  MainP 
nance  Warehouse/America  Corp.,  a  c 
alog  company  that  targets  repair 
remodeling  pros.  And  to  get  more  c< 
tractors  to  visit  Home  Depot,  he  is  oi  p\ 
fitting  stores  with  a  separate  checkc 
area  and  special  products.  But  Hoi 
Depot  isn't  the  first  in  the  door.  Riv" 
Lowe's  Cos.  gets  about  20%  of  its 
billion  in  sales  from  professionals 
operates  25  "contractor  yards."  Sa 
Lowe's  CEO  Robert  L.  Tillman 
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lonkey 
nyour 
ack  #12: 
ow  to  make 
our  intranet 
o  right, 
rhen  so  much 
an  go  wrong. 


body  knows  Windows  NT 
ranets  like  DIGITAL. 

•T^     That's  because  DIGITAL  has 
^J.Jn]    had  more  experience  building 
Windows  NT  intranets  tban  any- 
Htfol0     one  else.  In  fact,  we've  ahead  \ 
einented  one  of  the  largest  Windows  NT 
mets  in  the  world,  our  own,  with  hundreds 
rvers,  serving  thousands 
;ers,  receiving  millions  of 
each  day.  And  thanks  to  — 
DIGITAL/Microsoft®  AJ- 
*e,  we  have  more  trained 
certified  Windows  NT 
erts  than  any  other 
rosoft  partner,  even 
e  than  Microsoft  itself, 
erts  who  can  provide 
with  benchmark- 
ling  hardware,  devel- 
strategies  for  system 
litecture  and  make  sure 
r  intranet  integrates 
mlessly  and  securely 
i  your  current  systems, 
'you  are  about  to  set  up 
indows  NT  intranet, 
tact  the  people  who 
w  wrong  from  right.  Call  1-800-D1G1TAI. 
isit  us  at  www.windows.digital.com 


[I  Equipment  Corporation.  1997  DIGITAL  Ihe  DIGITAL  logo,  ServerWORKS  and 
ire  trademarks,  and  Whatever  It  Takes  is  a  service  mark  ol  the  Digital  Equipment 
ition  Microsoft  and  Windows  NT  are  registered  trademarks  ot  Microsoft  in  the 
d  other  countries  Intel .  Pentium,  and  the  Intel  Inside  Pentium  Pro  processor  logo 
stered  trademarks  of  the  Intel  Corporation, 


men  u.  Prions"' Line 

Full  line  of  Pent  urn1  I'm 
processor  systems 

I  nterprise  quality  servers 
optimized  for  II  indows  A  / 

Single,  ilual  and  4-way 
SMI'  solutions 

Integrated,  high  performance 
I/O  and  networking 

DIGITAL  ServeiWORKS™ 
Manageability  and  Ease 

ol  I  se  Tools 
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WHATEVER  IT  TAKES 


ID 


The  Corporation 


wrote  the  book  on  new  homebuilders." 

Some  contractors  don't  think  Home 
Depot  will  give  them  the  attention  they 
need.  Says  V.  Michael  Rossetti,  presi- 
dent of  Atlanta-based  Ravin  Homes:  "It 
will  be  tough  for  them  to  service  me  the 
way  I  need  to  be  serviced,  and  I  would- 
n't want  to  deal  with  the  crowded 
stores."  Analysts  fret  that  this  market  is 
more  vulnerable  to  interest  rates  and 
fluctuating  lumber  prices, 
but  Home  Depot  says  its 
do-it-yourself  business  can 
offset  cyclical  worries. 

With  an  eye  on  affluent 
customers,  Blank  is  tinker-  yin  to  Blank's 
ing  with  Home  Depot's 
somewhat  disappointing 
Expo  concept.  In  1991,  the 
retailer  opened  its  first 
Expo  store,  targeted  at 
shoppers  doing  major  home 
renovations.  To  redo  the 
bathroom,  for  example,  it 
featured  everything  from  the  tub  to  the 
towels.  Smaller  and  glitzier  than  regular 
stores,  Expo  was  to  offer  a  more  inti- 
mate experience.  But  merchandise- 
clogged  aisles  and  crowded  stores 
turned  off  upscale  customers. 

Now  Blank  is  overseeing  a  makeover. 


CULTURE  SHIFT 

Chairman  Marcus 
has  the  creative 


operational  yang. 
But  as  Marcus 
steps  back,  some 
fear  Blank  could 
stymie  innovat  ion 


New  stores  will  start  at  about  80,000 
square  feet,  down  from  125,000,  and 
items  must  be  ordered  in  advance  with 
the  help  of  design  experts.  Although 
sales  are  up  at  the  Miami  Expo — the 
first  to  get  rid  of  cash-and-cany — there's 
more  to  do.  "They  don't  have  all  the  an- 
swers yet,"  says  Prudential  Securities 
Inc.'s  Wayne  Hood.  Home  Depot  says 
Expo  is  still  "experimental." 

Blank   is   also  taking 
Home     Depot's  orange 
apron  overseas  via  a  joint 
venture  with  Chilean  store 
chain  S.  A.  C.  I.  Fallabella. 
The  first  store  outside  of 
North  America  will  open  in 
Santiago  in  1998.  And  if 
the  new  ideas  don't  work, 
Brill  and  Blank  say  they'll 
just  move  on.  "We  don't 
believe  in  our  own  B.  S.," 
says  Brill.  "If  something  is 
not  working,  we  get  out." 
Still,  some  former  employees  think 
Blank  may  move  a  bit  too  quickly.  Inside 
the  company,  Marcus  is  seen  as  the  ideas 
man  with  the  creative  yin  to  Blank's  op- 
erational yang.  But  as  Marcus  steps 
back,  some  fear  Blank's  focus  on  the 
numbers — and  his  quick  temper — could 


;jejt  [of 


teste 


hen  Kai 
for  a  jo 
of  the1 


stifle  innovation.  Take  Crossroad 
trial  store  concept  for  farm  dwellers 
was  axed  in  less  than  a  year  becaui 
confused  Home  Depot  customers, 
says.  Some  former  execs  believe  it 
killed  off  too  soon.  "Arthur  had  st] 
feelings  against  any  changes  to 
norm,"  says  one  former  executive.  5 
another:  "With  [Marcus],  it's  easy  to 
voke  meaningful  discourse.  But  Bl 
hasn't  learned  that  you  can  attract  n» 
flies  with  honey  than  vinegar." 
"UNMADE  BED."*  Blank  admits  he's  "n 
reserved,  stmctured,  and  more  prec  u 
than  Marcus,  "a  bit  of  an  unmade  b 
But  he  stresses  that  they  work  mi\vv 
team.  "In  terms  of  our  decision  proc 
es,"  he  says,  "we're  the  same."  The  c  :  ■ 
pany  says  all  decisions  on  Crossrc  >; 
were  jointly  made. 

For  now,  outsiders,  at  least,  are 
ting  Blank  some  slack — thanks  in 
to  a  stock  that  has  soared  more 
700%  in  the  1990s.  This  year  alone, 
up  37%,  to  about  68%.  Even  rivals 
awed.  "I  would  rather  see  someone 
in  that  job,"  says  Lowe's  Tillman, 
cause  he's  so  good."  Now  Blank  nfc4« 
show  that  he's  as  good  a  renovator  - 
he  is  a  builder. 

By  Nicole  Harris  in  Atla 


De 
fcer  prioi 


- 


« - . 


MAY 


ADITIONAL 


Hey,  YOU'RE  not  dead  yet.  Take  control  of  your  driving  environment.  Find  the  relationship  between  r 
and  car... oar  and  driver.  This  is  the  supercharged  Bonneville®  by  Pontiac.  With  luxury  that  doesn't  imf 
your  sense  of  road  and  a  very  robust,  award-winning  engine  under  its  hood,  this  bold  sedan  15  bur- 
every  preconception  of  what  a  luxury  car  has  always  been. 


A  WOMAN'S  PLACE  IS  AT  THE  CASH  REGISTER? 


i  ■hen  Kathleen  M.  York  applied 

■  for  a  job  in  the  lumber  section 

■  of  the  Victorville  (Calif.) 
ne  Depot  Inc.  in  1988,  she 
ected  a  warm  welcome.  York,  44, 
spent  four  years  in  inventory 
orders  at  her  husband's  lumber 
iness.  Instead, she  says,  other 
kers  told  her  "girls  don't  work 
ber."  York  took  a  cashier's  job 
says  she  spent  six  years  trying 
love  to  lumber,  where  she  could 
the  merchandising  experience 
dec!  to  advance.  While  she  even- 
ly became  assistant  manager, 

k  says,  she  was  earning  $37,000 
m  she  left  in  1994,  compared 
i  $50,000  for  men  at  her  level, 
[ome  Depot  says  York  exaggerat- 
ler  prior  experience,  and  disputes 
salary  allegations.  But  now  York 
plaintiff  in  one  of  three  sex  dis- 
lination  suits  filed  against  Home 
ot  Inc.  since  1994.  The  suits  al- 
that  women  are  funneled  into 
lier  slots,  which  does  not  give 
n  the  experience  needed  to  move 
and  results  in  unequal  pay.  They 
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YORK:  Suing  for  alleged  sex  discriminat  ion 


also  allege  patterns  of  sexual  harass- 
ment. The  company  denies  the 
charges  and  vows  not  to  settle. 

York's  suit,  with  class-action  status 
covering  20,000  former  and  current 
female  workers  and  250,000  appli- 
cants in  Home  Depot's  West  Coast 
unit,  goes  to  trial  on  Sept.  22.  It  will 
be  argued  by  Saperstein,  Goldstein, 
Demchak  &  Bailer,  recent  winners  of 
a  $81.5  million  settlement  from  Pub- 


lix  Super  Markets  Inc.  in  a 
similar  suit.  The  Equal  Em- 
ployment Opportunity  Com- 
mission may  join  a  second  suit 
filed  in  three  other  regions;  a 
third  targets  the  Northeast. 

A  loss  could  force  Home 
Depot  to  pay  millions  and 
change  its  hiring  practices. 
But  Marian  Exall,  senior  coun- 
sel for  employee  relations, 
says  cashiers  do  get  promoted. 
She  says  that  female  cashiers 
predominate  because  that's 
where  most  women  who  apply 
to  Home  Depot  have  experi- 
"  ence.  She  adds  that  the 
greater  numbers  of  qualified  male  ap- 
plicants— 2'ather  than  bias — leads  to 
more  men  in  higher  ranks.  Still,  the 
suits  have  jarred  the  company.  "This 
lawsuit  is  without  merit,"  Chairman 
Bernard  Marcus  shouted  at  the  an- 
nual meeting.  "Because  of  us,  you 
see  women  in  an  industry  where 
there  were  no  women."  The  question 
is  whether  there  are  enough. 

By  Nicole  Harris  in  Atlanta 
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THE  RUSSIA  SUMMIT 
10-12  September  1997 
Grand  Hotel  Europe 
St.  Petersburg,  Russia 


JL    \_  \  V_r  V_r  1  \  \     The  Russian  economy  has  undergone  a 
remarkable  transformation.  Foreign  investors  are  plunging  in.  The  stock 
market  is  booming.  European,  Asian,  and  U.S.  firms  doing  business  in  Russia 
are  seeing  their  sales  soar. 

But  what  does  the  future  hold  for  this  rapidly  changing  market? 
Business  Week  will  bring  together  a  notable  group  of  international  business 
leaders,  government  officials,  and  long-time  Russia  watchers  to  explore  this 
question  in  the  beautiful,  historic  city  of  St.  Petersburg. 

Join  us  at  The  Russia  Summit  for  fresh  insights,  ideas,  and  information  that 


are  sure  to  benefit  your  Russian  ventures. 
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REGISTRATION  INFORMATION  ON  THE  RUSSIA  SUMMIT,  10-12  SEPTEMBER  1997,  ST.  PETERSBURG,  RUSSIA 
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Attendance  is  limited  to  Chairmen,  CEOs,  Presidents,  and  Managing 
Directors  of  leading  European  and  worldwide  companies. 
To  register,  please  contact: 

Julie  Terranova,  Business  Week  Executive  Programs 

1221  Avenue  of  the  Americas,  New  York,  NY  10020-1095  U.S.A. 

Phone:  +1(212)  512-2184;  Fax:  +1(212)  512-6281 

E-mail:  jterranova  @businessweek.com. 
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Developments  to  Watch 


EDITED  BY  CATHERINE  ARNST 


EYEING  GLAUCOMA  IN  VIRTUAL  REALITY 

WHEN  JOHN  R.  KASHA  WAS  DIAGNOSED  WITH  GLAUCOMA 

in  1990,  the  electrical  engineer  figured  there  had  to 
be  a  better  way  to  test  for  the  eye  disease.  The  ma- 
chines now  used,  called  visual-field  perimeters,  are 
large,  stationary,  and  uncomfortable.  Patients  are  re- 
quired to  place  their  heads  inside  a  bowl  and  stare 
at  a  yellow  light.  The  most  popular  models  cost 
about  $25,000 — one  reason  why  a  visual-field  test  can 
cost  up  to  $200. 
Kasha  has  invented  an  alternative.  The  patient  wears  virtual- 
reality  glasses  to  check  the  visual  field,  which  is  connected  to  an 
off-the-shelf  laptop  computer  running  Kasha's  patented  software. 
The  system,  which  costs  about  one-fourth  the  price  of  a  standard  visual-field  perimeter, 
can  be  used  anywhere  and  in  clinical  trials  proved  as  accurate  as  the  larger  machines. 
The  Kasha  Visual  Field  System  received  Food  &  Di-ug  Administration  approval  in  May 
and  will  be  sold  starting  this  summer  by  Kasha's  new  company,  Kasha  Software  Inc.  in 
Falls  Church,  Va.  □ 


THAT  SAWBUCK 
MAY  BE  WEARING 
A  WIRE 

BEFORE  TAPE  RECORDERS 
there  were  wire  recorders — 
machines  that  captured  sound 
on  specially  coated  wire.  Wire 
recorders  have  been  obsolete 

tnr  (|cc;i(|i'S,  lull  till'  cnlici'pt 

may  be  set  for  a  comeback. 
De  La  Rue  plc,  an  interna- 
tional banknote  printer  in 
London,  plans  to  store  secret 
codes  on  hair-thin  "wires" 
embedded  in  paper  currency. 


Not  only  would  the  tech- 
nology make  potential  coun- 
terfeiters think  twice  about 
trying  to  make  phony  money, 
says  De  La  Rue,  but  it  would 
also  help  catch  crooks  brazen 
enough  to  try.  That's  because 
the  codes  on  its  metal-coated 
polyester  threads  could  be 
read  automatically  by  ma- 
chines like  those  used  to  read 
credit-card  magnetic  stripes. 
Today,  there's  no  automated 
way  for  local  banks  and  stores 
to  authenticate  banknotes,  so 
bogus  bills  are  sometimes 
even    dispensed    by  bank 


tellers.  But  the  new  technolo- 
gy could  be  built  into  any  ma- 
chine that  handles  cash,  from 
atms  to  vending  machines. 

De  La  Rue's  new  system, 
called  Kryptal,  would  provide 
several  levels  of  deterrence 
with  multiple  coatings  and 
codes — for  example,  optical 
signatures  would  be  created 
with  luminescent  materials. 
Only  a  country's  central  bank 
would  know  all  the  secrets. 
De  La  Rue  prints  banknotes 
for  more  than  100  countries. 
It  expects  Kryptal  to  appear 
in  three  years.  Heidi  Dawley 


TINIER  PHONES 
STUDDED  WITH 
CHIPS  0FSAPPHIR 


WRISTWATCH  communica 
could  finally  become  a  re 
thanks  to  new  techno 
from  startup  Peregrine  S 
conductor  Corp.  The 
Diego-based  company 
perfected  a  process  to  I' 
ultrathin  silicon  chips  <  «i-^ltr' 
base  of  pure  sapphire. 

Unlike  semicondu^ 
bases,  which  allow  some 
tricity    to    pass  thrcAtive 
(hence  the  name — they  s|  W1!' 
conduct),  the  sapphire  h 
is  nonconductive.  That  mi  to 


Ex-L: 


that  radio  frequency  and 
ic  circuits  that  previol 
had  to  be  built  in  sepai 
chips  because  they  interft  f 
with  each  other  can  now 
crammed  side-by-side 
single  chip.  Peregrine  har 
censed  the  technology  t 
Japanese  chipmaker,  and 
company  predicts  that 
next  year,  such  chips  cc! 
lead  to  cheaper  satellites 
mobile  phones.  By  2001 
technology   should  em 
the  making  of  tiny  ports  fine 
communicators,  such 
Dick  Tracy-style  wristwsi. 
phones.  Watch  out,  Pru 
face!  Andy  Reinhatt 


Lasha 


'few  m 


mi: 

and  in  their  gut  and  ex-l. 
cretions  for  up  to  30 
hours  after  exposure,  fir. 
\    "We  postulate  that  . 
■pylori  is  acquired 
from  human  excre- 
ment by  the  house- 
fly, which  then,  whijp:' 
crawling  on  human 
food,  contaminates 
it,"  says  Grubel.  Ths 
research  does  not 
prove  that  infected 
flies  can  actually  passjfin 
on  the  bacteria,  but  Grubel 
recommends  that  people 
take  fly-control  measures 
and  refrain  from  leaving 
food  in  the  open. 


DO  H0USEFLIES  GIVE  YOU  ULCERS? 


HERE  S  ANOTHER  REASON  TO 
keep  the  flyswatter  handy 
this  summer.  Researchers  at 
St.  Elizabeth's  Medical  Cen- 
ter in  Boston  have  found 
that  the  common  housefly 
may  be  a  carrier  for  the 
bacteria  responsible  for 
some  types  of  ulcers. 

Researchers  first  discov- 
ered in  the  1980s  that 
Helicobacter  pylori  is  con- 
nected to  ulcers.  The  bacte- 
ria has  the  unusual  ability 
to  live  in  the  acidic  environ- 
ment of  most  people's  stom- 
achs. Although  usually 


harmless,  in  an  unlucky  few 
the  bacteria  turns  toxic  for 
unknown  reasons.  Scientists 
have  determined  that  H.  py- 
lori is  the  cause  of  most 
duodenal  ulcers,  an  estimat- 
ed 70%  to  80%  of  gastric  ul- 
cers, and  may  even  be  asso- 
ciated with  certain  types  of 
stomach  cancer.  However,  no 
one  is  sure  how  the  organ- 
ism enters  the  stomach. 

In  the  June  issue  of  the 
Journal  of  Clinical  Microbi- 
ology, a  team  led  by  Dr.  Pe- 
ter Grubel  reports  that  it 
exposed  groups  of  houseflies 


to  the  bacteria  and  then 
tested  them  every  six  hours. 
The  researchers  found  that 
the  bacteria  survived  on  the 
flies'  skin  for  up  to  12  hours 
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IE  EXPERIMENT  THAT  COULD 
.OBBER  EX-LAX 

rts  using  a  new  toxicology  test  say  it  may  cause  cancer,  but  is  the  method  valid? 


feadve  Pills 
-^A  more 

e*la*  methane 


•Lax  has  been  a  fixture  in  many 
1  American's  medicine  cabinet  for 
jcades.  But  on  June  3,  the 
■ntury-old  laxative  became  the 
of  an  act  campaign  that  claimed 
ive  ingredient  causes  cancer, 
ed  by  Scheiing-Plough  Corp.,  the 
of  rival  laxative  Correctol,  the 
owed  an  Apr.  30  Food  &  Drug 
stration  committee  meeting  at 
Ex-Lax'  active  ingredient — 
>hthalein — was 
[  a  cancer  risk 
ans.  How  did 
trusted  con- 
product  be- 
jspect? 

plight  of  Ex- 
hardly  unique. 
1970s  and  '80s, 
ew  months  an- 
lemical — a  pes- 
food  dye,  oi- 
ler— was  being 
1  as  cancerous, 
ike  the  one  in 
:,  were  on  the 
before  the 
nent  began  re- 
extensive  tox- 
testing.  Sac- 
grape  flavoring, 
:-ates  are  just  a 
imples. 

IMAGE?  In  all, 
ernment's  can- 
ting program, 
2,5  years  ago  to 
imal  tests  on 
dus  chemicals, 

imined  500  substances.  The  stan- 
sts  involve  giving  rats  and  mice 
rge  quantities  of  a  chemical — of- 
3r  70  times  more  than  the  equiv- 
laximum  dose  humans  would  re- 
fer two  years.  Controversy  over 
relate  data  from  these  overtaxed 
'  man  has  raged  ever  since, 
phenolphthalein  case  has  inten- 
se disagreement.  Evidence  of 
phthalein's  carcinogenicity  was 
dn  using  the  standard  two-year 


rodent  tests,  so  researchers  tried  an 
experimental  test  using  mice  that  have 
been  genetically  altered  to  be  veiy  sus- 
ceptible to  tumors.  Novartis,  which 
markets  Ex-Lax,  has  questioned  the 
validity  of  the  new  test  and  says  it  be- 
lieves its  products  are  safe.  But  John 
R.  Bucher,  deputy  director  of  the  En- 
vironmental Toxicology  Program  at  the 
National  Institute  for  Environmental 
Health  Sciences  in  Research  Triangle 


They  then  began  conventional  two-year 
rodent  studies.  When  a  draft  of  the  re- 
sults was  first  released  in  December, 
1995,  the  fda  and  representatives  from 
the  toxicology  program  and  industry 
decided  that  more  testing  of  phenol- 
phthalein was  needed. 

Schering-Plough  deemed  the  prelimi- 
nary data  alarming  enough.  The  compa- 
ny began  substituting  another  active  in- 
gredient— bisacodyl — for  phenolphthalein 


Corrector 


MILESTONES  IN  GOVERNMENT  CANCER  TESTING 

EARLY  '70s  Government  officials  launch  a  program  to  run 
!  I   tests  on  hundreds  of  substances  suspected  of  causing  cancer. 

|i|   1976  After  a  long  controversy  over  studies,  the  FDA  revokes 
authority  for  use  of  red  dye  No.  2,  a  widely  used  food  coloring. 

1977  The  FDA  moves  to  ban  the  artificial  sweetener 
saccharin,  but  Congress  imposes  a  moratorium  because  of 
questions  about  the  results  of  tests  on  mice.  The  moratorium 
is  due  to  expire  this  year. 

1996  An  FDA  committee  reviews  the  results  of  mouse 
studies  on  phenolphthalein,  an  ingredient  in  Ex-Lax,  and 
votes  7  to  5  that  a  risk  to  humans  is  not  apparent. 

1997  New  studies  using  a  genetically  altered  mouse  prompt 
the  committee  to  conclude  that  the  laxative  ingredient  poses 
"a  relevant  carcinogenic  risk  for  humans." 


OLD  FAITHFUL? 

Novartis  says  Ex-Lax 
is  safe  despite  ad 
attacks  by  Schering, 
Correctors  maker 


Park,  N.  C,  defends  the  find- 
ings: "A  number  of  different 
tests  pointed  to  the  same 
thing,"  he  says. 

In  the  1980s,  cell  culture 
tests  done  at  the  National  Can- 
cer Institute  on  phenolphthalein 
raised  the  red  flag,  says  the 
cancer  institute's  Harold  Seifried.  The 
tests  found  that,  when  broken  down 
by  the  body,  the  chemical  damages  cells 
and  their  dna.  Phenolphthalein  was 
placed  on  a  list  of  suspicious  sub- 
stances. This  list  was  then  sent  to  the 
National  Toxicology  Program,  part  of 
the  National  Institute  for  Environ- 
mental Health  Sciences. 

Faced  with  a  huge  backlog  of  more 
alarming  chemicals,  the  toxicologists 
didn't  get  to  phenolphthalein  until  1991. 


in  its  Correctol  and  Feen-a-mint  laxa- 
tives. The  change  also  reduced  the  lax- 
atives' effectiveness,  however,  and 
Schering's  laxative  sales  dropped  27% 
this  year,  to  $33  million. 

In  April,  1996,  the  fda's  carcino- 
genicity assessment  committee  agreed 
that  there  was  clear  evidence  of  tumors 
in  rats  and  mice  from  phenolphthalein 
but  voted  7  to  5,  with  one  abstention, 
that  the  data  so  far  did  not  indicate  a 
risk  to  humans.  The  fda  decided  to  wait 
for  new  mice  data  before  reaching  a  fi- 
nal conclusion. 

The  National  Toxicology  Program 
presented  its  final  report  on  Apr.  30  of 
this  year.  The  clincher  was  a  test  on  so- 
called  p-53-deficient  mice.  The  p-53  gene 
is  a  tumor-suppressor  gene  that  helps 
keep  cancers  from  foiTning.  Most  mice — 
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and  humans — carry  two  copies  of  this 
gene,  but  p-53-deficient  mice  carry  just 
one,  making  them  more  susceptible  to 
tumors.  Thus,  a  lab  needs  fewer  mice 
and  only  six  months,  instead  of  two 
years,  to  get  results.  That  can  also  cut 
costs  by  up  to  70%.  But  the  special- 
ized mice  have  been  around  for  only 
three  years,  so  the  test  is  not  fully 
validated. 

"PUBLIC  SCARE."  The  results  of  the  p-53 
test  on  phenolphthalein  seemed  convinc- 
ing to  the  FDA,  though.  The  committee 
members  voted  15  to  1,  with  one  ab- 
stention, that  the  laxative  ingredient 
posed  a  "relevant  carcinogenic  risk  for 
humans."  The  test  also  helped  convince 
them  that  phenolphthalein  had  a  so-called 
genotoxic  mechanism — it  damaged  dna. 

Novartis  officials  do  not — as  yet — 
plan  to  drop  the  chemical.  The  dosages 
given  the  mice  "would  be  similar  to  a 
human  taking  60  pills  of  phenolphthalein 
a  day  for  an  entire  lifetime  of  70  to  75 


The  FDA  could  ban 
Ex-Lax'  key  ingredient, 

suggest  a  recall,  or 
require  label  warnings 


years,"  argues  Marc  B.  Gelbert,  vice- 
president  for  scientific  affairs.  "This  has 
created  more  of  a  public  scare  than  it 
has  an  issue  of  human  health." 

So  what  is  the  final  verdict?  The  can- 
cer institute's  Seifried,  who  stresses  that 
he  is  not  a  regulator,  says  phenolph- 
thalein is  "fairly  low  down  on  the  scale 
of  potency."  Its  risk  depends  on  who  is 
taking  it  and  how  often  they  take  it. 
The  fda  ended  a  30-day  review  and 
comment  period  on  June  13  but  has  yet 
to  take  action.  Since  the  drug  is  not 
medically  important — there  are  alterna- 
tives, and  constipation  is  not  usually 
life-threatening — the  agency  could  take 
a  harder  line.  It  could  ban  phenolph- 
thalein, suggest  a  voluntary  recall,  or 
require  label  warnings. 

The  laxative  brouhaha  is  still  unfold- 
ing. Schering-Plough  has  pulled  its  at- 
tack ads,  under  pressure  from  the  fda. 
And  Bucher  says  that  bisacodyl,  the  in- 
gredient in  Schering's  laxatives,  is 
"structurally  very  similar  to  phenolph- 
thalein." It  is  also  under  review  and 
will  undergo  similar  testing.  Meanwhile, 
the  debate  over  how  relevant  rodent 
tests  are  to  humans  is  re-igniting.  Ex- 
Lax,  a  trusted  household  name,  could 
be  the  first  to  get  burned. 

By  Naomi  Freundlich  in  New  York, 
with  Joseph  Weber  in  Philadelphia 
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THE  DISMANTLING 
OF  AN  EMPIRE? 

John  Malone  is  paring  some  of  TCI's  choicest  assets 


i 


STEPPING  BACK 


For  a  long  time, 
John  C.  Malone 
was  the  king  of 
cable,  presiding 
over  the  country's 
largest  cable  operator, 
Tele-Communications 
Inc.,  and  its  growing 
interests  in  cable  net- 
works, international 
holdings,  telephony, 
and  satellites. 

But  many  in  the  ca- 
ble industry  have  long 
regarded  Malone  as 
more  of  a  dealmaker 
than  an  operator  fas- 
cinated by  the  intrica- 
cies of  running  local 
cable  franchises.  In 
1993,  when  Malone 
struck  3  deiil  to  st?ll 

tci  to  Bell  Atlantic  By  selling  cable  systems, 

Corp.  for  $35  a  share   TCj  Chairman  Malone  is 
he  was  at  the  top  of 

his  game.  But  that  admitting  that  they  would 
deal  fell  apart,  and  be  better  run  bv  others 

TCI  s  stock,  at  a  recent 
16%,  has  never  recovered.  Since  returning 
last  October  from  a  yearlong  break  from 
running  the  company,  Malone  has  made 
several  attempts  to  reinvigorate  TCI  with 
half-hearted  strategic  overhauls. 
unwieldy.  Now,  Malone  seems  to  have 
fixed  on  a  plan  of  action:  He's  effective- 
ly dismantling  the  cable  giant,  spinning 
off  programming,  satellite,  and  other 
businesses  and  selling  or  handing  off 
about  a  third  of  the  company's  cable 
subscribers.  In  essence,  Malone  is  re- 
shaping tci  to  look  a  lot  more  like  a 
manager  of  a  diversified  media  stock 
portfolio  than  an  old-fashioned  operator 
of  cable  systems  (table).  "We  are  not 
dismantling  this  company,"  says  a  tci 
spokeswoman.  "We  are  getting  smaller 
to  be  closer  to  our  customers  and  give 
better  value  to  our  shareholders." 

The  company  has  decided  that  its 
4,400  cable  systems,  with  14  million  sub- 
scribers, are  too  unwieldy  to  be  run 
well.  "No  one  is  smart  enough — cer- 


tainly, I  know  t 
I'm  not — to  man 
14  million  subscril 
and  do  it  right,1 
TCI  President  Led 
Hindery  Jr.  said  ij 
recent  interview,  j 
two  months  now,  I! 
dery  and  Malone  h 
been  busily  negotl 
ing  to  slice  off  hi 
groupings  of  tci  s 
scribers,  so  far 
handing  them  ovei 
other  cable  operatj 
in  exchange  for  an 
uity   stake  in  t! 
company. 

On   June  6, 
struck  such  a  dj 
with  Adelphia  Cc 
munications  Corp.  f 
systems  in  Ohio,  Pej 
sylvania,  and  upstj 
New  York.  On  Jun< 
tci  exchanged  820 
subscribers  in  sub 
ban  New  York  C 
for  a  33%  nonvoting  stake  in  Cable 
sion  Systems  Corp.  "They're  talking 
everybody"  about  making  a  deal,  si 
an  executive  with  another  cable  compaj 
By  unwinding  the  country's  larg 
cable  empire,  tci  is  essentially  declar 
a  management  defeat.  After  years 
buying  every  system  it  could,  tci  1 
touch  with  its  customers  and  was  n| 
ning  its  systems  poorly.  The  decision 
shed  assets  is  a  stunning  acknowlei 
ment  that  some  of  tci's  most  valua 
cable  systems  will  be  better  run  by  o 
ers.  "It's  a  hell  of  an  admission  tl 
they  can't  run  then-  assets,"  notes  a  n 
dia  industry  investment  banker.  By  c< 
trast,  the  No.  2  cable  company,  Til 
Warner  Inc.,  seems  quite  comfortal 
managing  its  12.3  million  subscribe 
tci  has  "gone  back  to  its  roots,"  nol 
Brian  Deevy,  president  of  cable  brol* 
Daniels  &  Associates,  when  tci  decac 
ago  commonly  "let  someone  else  r 
their  systems  for  them." 
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The  Medicine  Label... 
Your  Road  Map  to 
Good  Health 


This  is  a  medicine  label. 

It  tells  you  everything 
you  need  to  know  about 
taking  medicine;  when, 
how  much  and  how 
often.  It  even  tells  you 
when  you  shouldn't  be 
taking  this  medicine. 


Just  as  you  wouldn't  drive  across  the  country  without  consulting  a  road  map,  you  should 
never  take  medicine  without  first  reading  the  label — your  road  map  to  good  health. 

A  message  from  the  Council  on  Family  Health 

For  the  Council's  free  brochure  on  reading  the  medicine  label,  send  a  self-addressed,  stamped  envelope  to: 
Council  on  Family  Health,  225  Park  Avenue  South,  Suite  1700,  New  York,  NY  10003 


lad  to  do  something  drastic.  By 
t  year,  its  $14  billion  debt  load 

an  uncomfortable  debt-to-cash 
tio  of  about  6  to  1.  And  while 

cost-cutting  has  improved  cash 
:i  still  lost  83,000  subscribers  in 
:  quarter  due  to  price  hikes  and 

competition. 

and  the  shedding  of  cable  assets, 
has  more  deals  and  asset  shuffling 
sleeve,  tci's  programming  arm. 
Media  Inc.,  which  holds  stakes  in 
annels  such  as  Discovery  Channel, 
Media,  qvc,  and  hsn,  will  likely 
l  off  to  shareholders  in  coming 
if  the  Internal  Revenue  Service 
s  the  deal,  tci's  satellite  holdings 
un  off  to  shareholders  in  Decem- 
eparately  traded  tci  Satellite  En- 
lent  Inc.  The  company  got  a  boost 
agreed  to  exchange  its  assets  on 
for  37%  of  Primestar  Partners, 
jllite  TV  outfit  owned  jointly  by 
cable  companies. 
THE  SCENES.  Malone  bundled 
iternet,  telephony,  and  interna- 
;sets  to  form  a  separately  traded 
ailed  tci  Ventures  Group.  It  will 
new  home  of  tci's  41%  stake  in 
ome  Network  Internet  service, 
as  its  85%  stake  in  Tele-Com- 
tions  International  Inc.,  which 
1  of  tci's  international  ventures, 
dition  to  deals  that  directly  affect 
one  has  been  working  behind  the 
of  other  companies'  affairs,  try- 
lelp  position  them  to  be  able  to 
tioice  tci  asset. 

at  the  trouble  he  has  gone  to  in 
Rupert  Murdoch  in  recent  weeks, 
structured  the  June  11  deal  to 
Robertson's  International  Family 
inment  Inc.  to  Murdoch's  News 
ay  sources  close  to  the  deal.  Mur- 
inted  ife  for  its  Family  Channel, 
e  intends  to  use  as  a  kids'  channel 
ete  with  the  Disney  Channel  and 
deon.  tci  owned  about  20%  of 
nvoting  shares  and  will  log  a  $320 
profit  in  the  deal,  says  Mont- 
Securities  Inc.'s  John  Tinker, 
nore  significantly,  Malone  want- 
:loch  to  win  ife  because  he  plans 
:e  another  deal  in  which  Mur- 
ill  pay  $1  billion  to  buy  out  tci's 
ike  in  the  Fox  Sports  cable  net- 
Jalone  did  Murdoch  another  fa- 
en  he  persuaded  Time  Warner 
■  Murdoch  to  fold  the  satellite  as- 
his  failed  American  satellite  ven- 
;o  Primestar,  according  to  an  in- 
executive  familiar  with  the  deal, 
ne's  Cablevision  deal  also  serves 
^endas.  Analysts  were  perplexed 
>cause  tci's  systems  were  valued 
veen  $1,000  and  $1,300  a  sub- 
well  below  the  $2,000-per-sub- 
going  rate.  As  a  side  deal  to 
Revision  transaction,  says  a  pro- 


gramming executive  at  a  rival  cable 
company,  Cablevision  Chan-man  Charles 
F.  Dolan  is  expected  to  agree  soon  to 
Malone's  request  that  several  of  Cable- 
vison's  regional  sports  networks  affiliate 
with  Fox  Sports. 

Those  sports  networks,  in  such  mar- 
kets as  New  York,  Chicago,  and  San 
Francisco,  would  give  Fox  Sports  a 
huge  boost  in  both  programming  and 
advertising  sales.  That  makes  Fox 
Sports  much  more  valuable,  enabling 
Murdoch  to  justify  paying  the  $1  bil- 
lion Malone  wants  for  tci's  half.  "The 
deal  was  a  brilliant  move  for  Malone," 
says  Mario  J.  Gabelli  of  Gabelli  Funds, 
an  investor  in  both  companies.  "It 


But  the  deal  most  important  to  Mal- 
one personally  is  perhaps  the  most  dif- 
ficult to  pull  off:  He  has  been  trying  to 
raise  the  capital  to  buy  the  21%  tci 
voting  stake  held  by  the  heirs  of  re- 
cently deceased  tci  founder  Bob  Mag- 
ness.  But,  sources  say,  even  Malone 
couldn't  immediately  raise  the  $500  mil- 
lion he  needed. 

Ever  the  creative  dealmaker,  Malone 
worked  out  a  complicated,  intricately 
structured  solution  to  his  problem.  On 
June  17,  tci  announced  it  would  issue 
30.5  million  new  Class  A  shares  to  the 
Magness  estate,  which  will  immediately 
sell  them  to  settle  estate  taxes.  In  ex- 
change, the  Magness  family's  30.5  million 


TCI  Unplugged 


After  years  of  poor  financial  and  stock-market  performance,  tci  is  quietly 
being  disassembled.  But  Chairman  John  Malone  is 
amassing  a  portfolio  of  other  assets. 


ASSET 

MARKET  VALUE 
BILLIONS 

FATE 

CABLE  TV  SYSTEMS 

4,400  local  franchises,  some  jointly  owned 
with  other  companies 

$28 

Selling  off  a  third 
or  handing  to 
partners  to  run 

LIBERTY  MEDIA 

Owns  half  of  a  regional  sports-channel 
network  with  Fox;  stakes  in  many  cable 
networks,  such  as  Discovery  Channel; 
holds  nonvoting  9%  stake  in  Time  Warner 

$3 

Spinoff  in  the 
works;  selling 
sports  venture 
to  News  Corp. 

SATELLITE  TV 

TCI  Satellite  Entertainment,  which  will  soon 
own  37%  of  Primestar 

$1.7 

Spun  off  to  tci 
shareholders  last 
December 

INTERNET  SERVICES 

Owns  41%  of  Internet  service 
©Home  Network 

$0.4** 

Being  spun  off 
into  tci  Ventures 
tracking  stock 

TELEPHONY 

30%  of  wireless-phone  venture  with  Sprint; 
31%  of  local  telephone  provider  Teleport 

$2.4* 

Being  spun  off 
into  tci  Ventures 
tracking  stock 

FOREIGN 

Stakes  in  cable  channels,  cable  programming 
and  satellite  services  in  many  countries 

$1.5** 

tci  International, 
which  already 
trades  separately, 
will  be  folded 
into  tci  Ventures 

'Salomon  Brothers  Inc.  estimate,  **Furman,  Selz  uc  estimate 

DATA:  COMPANY  REPORTS,  BUSINESS  WEEK  ESTIMATES 


helped  his  debt  problem,  and  it  opened 
up  the  door  for  deals  with  Dolan." 

Who  stands  to  win  by  all  the  maneu- 
vering? tci's  shareholders,  if  the  stock 
price  for  a  slimmed-down  tci  continues 
its  recent  revival  from  its  three-year 
coma.  But  no  one  benefits  more  than 
Malone  does  personally,  since  he  and 
his  family  own  about  18%  of  tci's  su- 
pervoting  stock.  Each  time  tci  spins  off 
one  of  its  units,  Malone's  tci  stake  is 
transferred  to  an  equal  percentage  of 
shares  in  the  new  entity. 


supervoting  Class  B  shares  that  Mal- 
one covets  will  be  held,  safely,  for  him  in 
tci's  treasury.  Malone  then  has  two 
years  to  either  buy  those  shares  from 
tci,  or  even  just  swap  them  for  less-de- 
sirable Class  A  shares  he  already  owns. 
A  tricky  solution,  to  be  sure.  But  if 
Malone  has  proven  anything  in  his  years 
at  the  helm  of  TCI,  it's  that  nothing  is 
too  complicated  if  it  gets  him  closer  to 
what  he  wants. 

By  Ronald  Grover  in  Los  Angeles 
and  Elizabeth  Lesly  in  New  York 
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Personal  Business 


EDITED  BY  EDWARD  C.  BAIG 


TRACKING  AMERICA'S 
WINGED  REAUTIES 


We're  driving  into 
Arizona's  California 
Gulch  down  a  steep 
rock-strewn  dirt  road  cut  into 
the  side  of  the  mountain, 
hunting  for 
the  rare  five- 
striped  spar- 
row. Suddenly,  a  low-slung 
contraption  right  out  of  Mad 
Max  turns  a  corner  and  ca- 
reens toward  us — no  top,  dri- 
ven fast  by  a  wild-eyed 
mountain  man.  (Was  that  re- 
ally a  shotgun  sticking  out  the 
back?)  We  swerve  on  the  nar- 
row road,  barely  miss- 
ing him  and 


OUTDOORS 


with  600mm  lenses.  If  you're 
looking  for  an  outdoor  sport 
that  combines  heavy  trek- 
king, quick  eye  and  ear 
work,  analytical  thinking,  and 
nifty  high-tech 
gear,  hireling 
is  it. 

Then  again,  if  you're  look- 
ing for  something  soothing, 
surprisingly  beautiful,  and 
great  for  kids  or  couples, 
birding  is  still  for  you.  On  any 
bird  walk,  you'll 
find  every- 


LEiCA'S 
TELEVID  SCOPE 
OFFERS  PRECISE  FOCUS 


folks  who  tick  off  each  new 
species  and  quickly  move 
on.  They  make  lists  and 
strive  to  pump  up 
their  totals,  shooting 
for  at  least  2,000  of 
the  world's  more  than 
7,000  bird  species  and  thereby 
joining  hireling's  big  leagues. 
Then  there  are  "gazers,"  who 
are  simply  drawn  to  the  in- 
credible wonder  and  beauty 
of  a  majestic  wood  duck 
or  the  elegant  fierceness 
of  an  osprey  swooping 
down  to  grab  a  fish 
out  of  a  bay.  I'm 
more  of  a  gazer, 
though  I  really  like 
the  hunt.  My  wife, 
Leslie  Beebe,  a  cousin 
of  William  Beebe,  the 
naturalist,  is  the  bet- 
ter birder  in  the  fami- 


IT'S  A  THRILL  TO 
OSPREYS  SWOOP  DOV 
TO  GRAB  FISH  OUT  OF  A  t 


nave 
espei 


dog  from  a  distance.  Bi 
the  spotting  scope,  it  is  1 ! 
elegant:  sitting  erect  in 
tree,  deep  red  belly, 
green  head  and  chest,  wi 
wide  white  band  and  a 
square-tipped  tail. 

Birding,  like  scuba  divx 
requires  special  equipmei 
reveal  a  world  normally 
den  from  view.  That's  wl  it  tl 
the  binoculars  come  in.  jute  a 
Dunne,  director  of  the  i 
May  Bird  Observatory,  j 
gests  models  that  are  ft 
light  (less  than  30  ounc 
quick  to  focus,  and  able  tc  ft 


briefly  wonder  why  birding  is 
considered  such  a  nerdy 
sport.  Our  guide,  a  former 
shrink  from  Boston,  tells  us 
that  this  was  gold-mining  ter- 
ritory, and  lots  of  panners  still 
live  in  the  mountains.  Oh  yes, 
we  got  the  bird.  Up  a  ridge, 
near  a  gold  mine.  Before  we 
can  look  into  the  scope,  it  flies 
directly  in  front  of  us,  drops 
into  a  bush,  and  is  gone. 
Dusky,  black  spot  on  the 
chest,  stripes  on  the  head. 
Boring  bird,  but  we  got  him! 

This  is  extreme  birding  at 
its  best.  Your  blood  is  cours- 
ing. The  hunt  is  on.  John 
James  Audubon  shot  and 
killed  virtually  every  one  of 
the  birds  he  so  magnificently 
painted.  We  don't  do  that  any- 
more, but  modern-day  birders 
still  "nail"  them.  We  "glass" 
them  in  the  "binos"  (binocu- 
lars), "scope"  them  with  long- 
range  scopes,  or  "shoot"  them 


Birding 
Hot  Spots 


SOUTHEAST 
ARIZONA  Head  for 
Portal,  near  the 
Chiricahua  Mountains. 
You  can  watch  for 
Gambel's  quails  in  town, 
greater  roadrunners 
in  the  desert,  then  hike 
higher  into  the  cool 
mountains.  Listen  for  the 
barking  trogons  and  look 
for  painted  redstarts. 

THE  INDIGO 
BUNTING  LIKES 
BRUSHY 
PASTURES 


CAPE  MAY, 
NEW  JERSEY  The  Cape 
May  Bird  Observatory 
(609  884-2736)  runs 
some  of  the  best  fall  and 
spring  migration-birding 
weekends,  especially  for 
beginners.  Workshops, 
lectures,  and  guided 
walks  are  offered.  Check 
out  raptors  in  the  fall — 
hawks,  peregrine 
falcons,  and  owls — and 
yellow  warblers,  scarlet 
tanagers,  and  blue 
grosbeaks  in  the  spring. 


TEXAS  In  spri  0 
Island  is  filled  pnl 
thousands  of  i 
tanagers,  and  111 
warblers.  In  wijte- 
Aransas  Nation: 
Refuge  is  the  b|' 
to  see  the  only  \ 
breeding  populc 
whooping  crane 
well  as  wetlandl 
and  white-taileif 
Remote  Big  Ben 
National  Park  o| 
elusive  Montezul 
and  zone-tailed! 


tiling  from  managers  to  musi- 
cians. The  detail  and  analysis 
that  goes  into  identifying 
birds  appears  to  appeal  to 
numbers-oriented  people.  And 
birding's  ability  to  de-stress 
even  the  most  tightly  wound 
is  a  huge  draw. 

In  general,  bird  watchers 
fall  into  two  distinct  person- 
ality types.  "Tickers"  are  the 


ly.  She  has  been  known  to  ex- 
hibit ticker  tendencies.  Still, 
the  snowy  owl  we  spotted  on 
Long  Island  this  winter  really 
melted  her  heart. 

The  one  that  got  to  me  re- 
cently was  the  elegant  tro- 
gon  we  saw  in  Ramsey 
Canyon,  in  Southeast  Ari- 
zona. First,  we  heard  it.  It 
actually  sounds  like  a  barking 


cus  close  (down  to  15  feetjed 
less),  with  a  wide  field  of 
sion  and  good  depth  of  fi< 
All  binoculars  come  with  t 
numbers:  magnification  i 
aperture.  (A  7x35,  for  ex£;a' 
pie,  means  seven  power  vBjpi 
a  35-millimeter  lens  diamet 
Seven  power  (7x)  is  great 
backyard  birding  or  birdi 
in  dense  forests.  Binocul 
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least  10  power  (lOx) 
ded  to  see  water  birds 
:ipiters  farther  away, 
nember:  As  you  move 
>ower  and  magnifica- 
i  detail,  you  lose  field- 
of-view,  brightness, 
and  clarity. 

Fortunately, 
binoculars 


expen- 
id  there  are 
choices.  The 
&  Lomb  8x36, 
11  8x42,  and  Swift 
[  cost  around  $300  and 
d  for  novices.  If  you're 
or  the  next  level,  the 
;iss  10x40B  series  are 
[y  the  most  popular 
irs  around.  I  carry  an 
)ptolyth  10x50,  and 
ms  the  Zeiss  10x40B. 
ders  are  now  getting 
e  Zeiss  7x42  (about 
,  and  the  truly  well- 


There  are  other  discount  out- 
fits. My  favorite  is  Eagle  Op- 
tics (800  289-1132),  which 
sells  the  gear  you  need  at  a 
10%  to  20%  discount  and  pro- 
vides a  catalogue  that  is  a 
wonderful  learning  tool. 

You  should  also  consider  a 
spotting  scope,  which  is  much 
more  powerful.  A  scope  is  es- 
sential to  seeing  ducks  across 
a  pond  or  red-tailed  hawks 
nesting  on  a  ledge  next  door 
to  Woody  Allen's  Fifth  Av- 
enue apartment  building  in 
Manhattan.  I  have  the  popu- 
lar $850  Kowa  tsn  4. 
There's  a  one-year  wait- 
ing list  for  the  top-of- 
the-line  Leica  Tele- 
vid  ($1,200). 


is  a  good  field  guide.  Don't 
leave  home  without  Roger 
Tory  Peterson's  field  guides 
to  Eastern  birds  or  Western 
birds  (Houghton  Mifflin,  $16.95 
each).  The  "Geo,"  or  National 
Geographic  Society  Field 
Guide,  is  a  bit  more  advanced. 
URBAN  OASIS.  Most  people 
get  hooked  on  birding  by 
looking  out  on  their  backyard. 
Mine  happens  to  be  Central 
Park,  one  of  the  best  birding 
spots  in  the  country  during 
spring  migration.  Scores  of 
bird  lovers  run  around  with 
binoculars,  pointing  to  "mags" 
(magnolia),  prairie,  chestnut- 
sided,  hooded,  and  dozens  of 
other-  warblers.  The  trees  are 
often  full  of  yellow,  green, 


LOOK  CLOSER 


People  who 
think  birders  are  weird  don't  see 
what  birders  see.  Birding  is 
like  scuba  diving:  Special 
gear  reveals 
a  hidden  world 


tart  with 
n  National 
ough  Estes 
,000  feet, 
tailed 
14,000 
'  golden 
he  ther- 
:ent. 


EVERGLADES, 
FLORIDA  This  great 
swamp  is  a  birding 
paradise.  Head  down  to 
Flamingo  outpost.  Watch 
for  white  ibis,  yellow- 
crowned  night  heron, 
roseate  spoonbills,  wood 
storks,  and  the  rare  wild 
flamingo.  Catch 
the  anhinga  on 
the  Anhinga  Trail. 

WOOD  DUCKS 
PREFER 
WOODED 
SWAMPS 


CANADA  For  tough 
trekkers,  heading  up  to 
Churchill,  Manitoba,  is  a 
must.  At  the  edge  of  the 
tundra,  there  are  dozens 
of  "high-quality"  species, 
from  Ross's  gulls  and 
king  eiders  to  Arctic  terns 
and  Northern  shrikes. 
Also  check  out  Point 
Pelee  in  Ontario,  one  of 
the  best  migration  spots 
on  North  America.  In 
May,  see  yellow-headed 
blackbirds  and  Kentucky 
and  prothonotary  warblers. 


ALASKA  A  cruise 
up  the  Alaskan  fjords 
can  provide  great 
birding  opportunities. 
Look  for  tufted  puffins 
and  rhinoceros  auklets. 
The  Chilkat  River  Valley 
is  the  place  to  see 
bald  eagles. 
Go  to  Denali  National 
Park  for  gyrfalcons 
and  boreal  owls. 
Nome  has  Arctic 
and  Pacific  loons. 

DATA:  BUSINESS  WEEK 


sport  $1,600  Leicas.  If 
ar  glasses,  get  binocu- 
h  soft  rubber  eye  cups 
i  be  rolled  down. 
Cape  May  Bird  Ob- 
ry  can  provide  advice 
cs.  The  cmbo  ($30  for 
ly  membership)  also 
noculars  to  members 
scount  and  offers  ter- 
)rkshops  on  their  use. 


Be  sure  you  get  the  right 
eyepiece  to  go  with  which- 
ever scope  you  buy.  A  fixed 
30x  wide  piece  gives  you  a 
very  wide  field  of  view,  but 
many  people  prefer  a  20x-to- 
60 x  zoom.  You'll  also  need  a 
good  tripod.  The  solid  $85 
Bogens  from  Italy  have  a 
stellar  reputation. 

The  last  thing  you'll  need 


and  blue  flashing  color.  Her- 
mit and  wood  thrushes  sing 
low,  near  the  ground.  From 
up  top  come  the  sweet  tones 
of  the  Baltimore  oriole.  (But 
watch  out  for  warbler  neck — 
the  stiff  neck  you  get  from 
looking  straight  up.) 

Of  course,  you  can  get  an 
intimate  peek  at  such  birds 
by  checking  out  one  of  the 


many  fine  birding  videos.  My 
favorites  are  the  National 
Audubon  Society's  five-part 
VideoGuide  to  Birds  of  North 
America  ($29.95  each)  and  the 
Up  Close  Series  ($24.95  each), 
especially  "Hawks  &  Owls." 
Richard  Kern's  Birds  of  the 
Everglades  is  very  good.  You 
also  need  Birding  by  Ear:  A 
Guide  to  Birdsong  Identifica- 
tion (cassette,  $29.95).  Most 
of  these  can  be  found  in  the 
Birder's  Catalog,  which  you 
get  when  you  join  the  Ameri- 
can Birders  Assn.  (800  634- 
7736  or  ameiicanbu-ding.org) 
for  $36  for  individuals  and  $43 
for  families. 

The  Internet  is  also  a  rich 
source  for  bird  lovers.  Rook- 
ie birders  should  check  out 
www.birder.com  or  www. 
audubon.org.  Both  sites  can 
help  you  plug  into 
local  clubs.  The  Virtu- 
al Birder  (www.virtual 
birder.com/vbirder)  is  a 
birding  'zine  that  offers 
photo  tours  of  Cape  May, 
BALTIMORE  Chincoteague 
ORIOLES  CAN  (Va->>  Hawk 
BE  FOUND  IN  Mountain  (Pa.), 
shade  trees    and  other  hot 

IN  PARKS  Sp0ts  The 

Great  Outdoors  &  Recreation 
Pages  (www.gorp.com)  offer 
news  on  birding  tours,  clubs, 
and  guides. 

Nature  photography  isn't 
my  thing,  but  it's  the  fastest- 
growing  segment  of  birding. 
For  gear-lovers,  special  cam- 
eras and  long  lenses  (we're 
talking  600mm  or  800mm) 
are  de  rigueur.  But  expect 
to  dig  deep:  Fancy  rigs  can 
exceed  $5,000.  WildBird 
magazine  has  terrific  photos 
by  the  best  bird  photogra- 
phers in  the  country,  who 
tell  you  how  they  got  them. 
WildBird  also  has  stuff  on 
binoculars,  scopes,  Web  sites, 
and,  best  of  all,  where  to  go 
and  when. 

Don't  forget  that  little 
kids  just  love  birding.  Seven- 
or  eight-year-old  little  boys 
appear  to  be  particularly 
drawn  to  falcons,  hawks,  ea- 
gles, and  owls.  In  short,  big 
birds  of  prey.  Put  a  pair  of 
fledgling  binoculars  in  your 
children's  hands  and  watch 
them  go.    Bruce  Nussbaum 
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Personal  Business 


SO  YOU'RE  READY 

TO  GET  INTO  SMALL  CAPS? 


If  you're  anything  like 
me,  you  set  an  invest- 
ment plan  and  vow  to 
ignore  the  market. 

Then,  some  time  later,  you 
discover  you  must've  had 
your  fingers  crossed.  That's 
exactly  what  happened  a  cou- 
ple of  weeks 
back  when  I 
noticed  the  recent  awaken- 
ing of  small-company  stocks. 
They're  the  "small-cap" 
crowd  of  companies  with 
market  values  of  $250  mil- 
lion to  $1  billion,  and  they've 
trailed  big-company  stocks 
since  1993.  Lately,  though, 
the  small  have  been  gaining 
on  the  big,  making  me  won- 
der how  to  exploit  their 
resurgence. 

My  first  call  was  to  Pru- 
dential Securities'  small-stock 
specialist,  Claudia  E.  Mott. 
And  nearly  the  first  word 
from  her  was  "diversify,"  be- 
cause small  stocks  are  the 
least  stable  group.  If  (like 
me)  you  don't  have  the  time 
to  manage  a  dozen  or  more 
small  stocks  directly,  that 
spells  mutual  fund.  Trouble 
is,  the  fund  analysts  at  Morn- 
ingstar  count  539  small-stock 
choices,  and  picking  one  can 
be  daunting. 

Unless,  that  is,  you  have  a 
computer.  So,  after  consulting 
with  Mott  and  others,  I  asked 
Morningstar  to  help  build  a 
simple  computer  program. 
The  aim:  to  pinpoint  a  few 
good  prospects.  To  make  the 
cut,  we  first  demanded  expe- 
rience, so  every  fund  had  to 
be  under  the  same  manage- 
ment for  at  least  five  years. 
Among  other  criteria,  we  also 
ruled  out  funds  with  high  ex- 
penses and  fees,  and  we  pre- 
ferred smaller,  easier- to-man- 
age  funds.  (Investors  who  are 
savvy  users  of  personal  com- 
puters can  do  similar  perfor- 
mance screening  on  their 
own,  using  Morningstar's  or 


SMART  MONEY 


sive  aftertax  average  annual 
total  return  of  15.66%  for  the 
five  years  ended  on  May  31, 
1997 — as  good  as  the  pretax 
return  of  most  small-cap 
funds.  Oberweis  holds  lots  of 
volatile  positions,  150  or  so, 
and  doesn't  blanch  at  such 
jumpy  stocks  as  teen  retailer 
Gadzooks. 

Although  Morningstar  lists 
the  next  finisher,  Managers 
Special  Equity,  in  the  growth 
category,  its  investing  style 
is  actually  closer  to  a  blend 
fund.  The  fund's  trick  is  to 
split  its  $372  million  among 
three  independent  stock  pick- 
ers: growth  investor  Gary 
Pilgrim,  value  devotee  An- 


0 


&!l  /I 


Ascent  software,  $45,  trial, 
800  735-0700.) 

After  Morningstar  poured 
its  data  through  our  criteria 
screen,  we  had  a  tidy  list  of 
35  funds,  divided  about  evenly 
among   funds   following  a 
growth-stock  strategy 
(investing  primarily  in  stocks 
that  are  expanding  rapidly),  a 
value-investing 
strategy  (in- 
vesting in  solid  companies  that 
are  nonetheless  underval- 
ued or  out  of  fa- 
vor), and  "blend" 
funds  that  mix 
the   two  ap- 
proaches. 
From  there, 
we  ranked  the 
funds  by  after-     ^yUp"1  - 
tax    performance       \  § »  * 
and  checked  to  see  **t, 
which  are  readily  avail- 
able.  In  the  end,  we  iso- 
lated four  small-company 
funds,  one  in  each  catego-  5,*^"^ 
ry,  plus  a  passively  man- 
aged index  fund.  «g 
STYLE    COUNTS.    I  T  SS 

wouldn't  just  go  >f*ff^  " 

ahead  and  pick 
any  of  the  four, 

though.    First,     '  « 
ask   yourself  how   you  - 
would  feel  putting  $5,000  £ 
in  a  growth  fund  and  see- 
ing it   sink  swiftly  to 
$3,750.    That    kind  of 
wicked  downturn  is  com- 
mon in  small  growth-stock 
investing,  and  it  has  been 
precisely   the   case   for    phone  five-year 

many  high-profile  growth   TOTAL  RETURN* 

funds  in  the  past  year,     LONGLEAF  PARTNERS 
whereas  value  funds  move     SMALL  CAP 

more  moderately.  So  timid     800  445"9469  VALUE  16  72 

investors  should  stick  to    MANAGERS  SPECIAL 
value  funds,  which  hold  up  EQUITY 

better  in  down  markets.      800  835-3879  BLEND  15.36 

Among  growth  funds,     OBERWEIS  EMERGING 
Oberweis         Emerging  GROWTH 

Growth  stood  out  because     800  323-6166       GROWTH  15.66 
it's  still  small  (less  than     VANGUARD  INDEX 
$180  million  in  assets)  and    SMALL-CAP  STOCK 

has  done  a  good  job  of    800  662-7447  INDEX  14.43 

limiting  taxable  distribu-     'Data  as  of  5/31/97  data  morningstar 

tions.  It  had  an  impres- 


drew  Knuth,  and  Tim 
Ebright,  who  looks  for 
growth  stocks  that  have 
into  trouble  but  may 
turn  around.  The  results 
impressive:  Managers  Sp  ' 
Equity  is  up  an  annual 
erage  of  15.36%  after  t 
over  five  years. 
LAND  GRAB.  High  above 
other  finishers  in  the 
category  is  Longleaf  Pail 
Small   Cap,   with  a 
adjusted  five-year  annual 
erage  total  return  of  16.' 
This  fund  tends  to  take  h 
er  positions  in  only  abou 
companies,  and  lat 
Longleaf  has  been  plat 
chunks  of  its  $444  millio: 
a  variety  of  real  estat 
vestments,  such 
San  Francisco 
erty  manager 
developer  Cate 
Development.  If 
is  tight  or  you  sirrjiitssfl 
don't  want  to  put 
the  $10,000  minim 


1*8" 


CI 


PIE  I 


1  '■ 


Y  Kes 


IP 


Four  Superior 
Small-Company  Funds 


initial  investm 
that  Longl 
demands, 
ner-up  Rc 
Premier 
221-4268)- 
of  only  7%  of 
mutual  funds 
earned  three  up-arrowt 
business  week's  1997 
tual  Fund  ScorebocfW 
(BW — Feb.  3) — is  wo:|in 
looking  into.  It  requii  |^ 
an  initial  investment 
only  $2,000. 

For  investors  who  p:  "C: 
fer  passive  manageme  L 
there's  Vanguard  Ind 
Small-Cap  Stock,  whi 
tracks  the  Russell  2( 
list    of  small-compal 
stocks.  As  with  other 
dex  funds,  it's  cheap  K 
expenses  and  taxable  d  er 
tributions,  and  figures  p« 
be  a  steady,  if  unspectac  P 
lar,  performer  that  h  \ 
beaten  54%  of  all  sma  E 
cap  funds  since  May,  19J  S 
In  the  end,  finding  fo  ( 
small-cap  funds  to  foci  j 
on  didn't  interrupt  my  e  j 
isting  plan.  But  if  I  con  y 
upon  some  fresh  funds 
put  to  work,  I've  got 
much  clearer  sense  now 
what  to  do.  Robeii  Barb 


II 


siness  Week  Index 


AUCTION  INDEX 


iange  from  last  week:  0.6% 
lange  from  last  year:  2.6% 


PRODUCTION  INDEX 

June  7=122.0 
  1992=100   


June  Oct.  Feb.  June 

1996  1996  1997  1997 

!  index  is  a  4-week  moving  average 

iroduction  index  was  up  solidly  during  the  week  ended  June  7.  Before 
ation  of  the  four-week  moving  average,  the  index  also  increased  strongly, 
to  123.3,  from  122.1.  In  the  latest  week,  the  seasonally  adjusted 
t  levels  of  autos,  trucks,  and  lumber  were  up  strongly,  while  steel  and 
-oil  refining  fell  sharply.  Electric  power  production  was  also  down, 
ting  relatively  cool  weather  for  early  June. 

luction  index  copyright  1997  by  The  McGraw-Hill  Companies 


DING  INDICATORS 


LATEST      WEEK  YEARLY 
WEEK        AGO      %  CHG 

K  PRICES  (6/13)  S&P  500  893.27    858.01  34.2 


ORATE  BOND  YIELD,  Aaa  (6/13) 

7.44% 

7.51% 

-4.4 

STRIAL  MATERIALS  PRICES  (6/13) 

106.5 

106.6 

-0.1 

NESS  FAILURES  (6/6) 

NA 

NA 

NA 

ESTATE  LOANS  (6/4)  billions 

NA 

NA 

NA 

■Y  SUPPLY,  M2  (6/2)  billions 

$3,910.6  $; 

,910.4r 

4.8 

AL  CLAIMS.  UNEMPLOYMENT  (6/7)  thous. 

339 

338r 

-5.8 

:eS:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index;  1990=100),  Dun 
Jstreet  (failures  of  large  companies),  Federal  Reserve,  Labor  Dept 


EREST  RATES 


LATEST       WEEK  YEAR 
WEEK         AGO  AGO 

RAL  FUNDS  (6/17)  5.46%       5.54%  5.27% 


rIERCIAL  PAPER  (6/18)  3-month 

5.64 

5.67 

5.50 

IFICATES  OF  DEPOSIT  (6/18)  3  month 

5.65 

5.67 

5.46 

J  MORTGAGE  (6/13)  30-year 

7.90 

8.01 

8.57 

STABLE  MORTGAGE  (6/13)  one  year 

5.98 

5.97 

6  1', 

E  (6/13) 

8.50 

8.50 

8.25 

es:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


oiCCL  (b/14)  tnous.  oT  net  tons 

LATEST 
WEEK 

2,092 

WEEK 
AGO 

£  ,Ut54ff 

YEARLY 

%  CHG 

1  Q 

huiuo  (d/14)  units 

1  c.  0,U  lo 

i  ->  1    7  " 1  A  ,  U 
lot,/  d^Xn 

-1  j.  1 

mubAd  (o/i4j  units 

1  J£,D  lo 

7  R 

ELECTRIC  POWER  (6/14)  millions  of  kilowatt-hrs. 

61,893 

59,520# 

-6.7 

CRUDE-OIL  REFINING  (6/14)  thous.  of  bbl./day 

15,080 

15,171# 

5.8 

COAL  (6/7)  thous.  of  net  tons 

20,6281* 

19,809 

-0.7 

LUMBER  (6/7)  millions  of  ft. 

496. 7# 

414.0 

5.9 

RAIL  FREIGHT  (6/7)  billions  of  ton-miles 

26. 5# 

24.6 

0.0 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept..  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (6/18)  $/troy  oz. 

LATEST 
WEEK 

341.600 

WEEK 
AGO 

34  3  800 

YEARLY 
%CHG 

-11.6 

STEEL  SCRAP  (6/17)  #1  heavy,  $/ton 

138.50 

134.50 

3.0 

COPPER  (6/13)  e/ib. 

121.7 

118.4 

8.2 

ALUMINUM  (6/13)  e/ib. 

77.0 

76.3 

9.5 

COTTON  (6/14)  strict  low  middling  1-1/16  in.,  e/lb.  70.82 

69.88 

-13.3 

OIL  (6/17)  $/bbi. 

18.87 

18.67 

-11.2 

CRB  FOODSTUFFS  (6/17)  1967=100 

242.89 

240  16 

-12.2 

CRB  RAW  INDUSTRIALS  (6/17)  1967=100 

338.52 

338.01 

1.9 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metali 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (6/18) 

LATEST 
WEEK 

113.43 

WEEK  YEAR 
AGO  AGO 

111.38  107.97 

GERMAN  MARK  (6/18) 

1.73 

1.71 

1.52 

BRITISH  POUND  (6/18) 

1.64 

1.64 

1.54 

FRENCH  FRANC  (6/18) 

5.85 

5.80 

5.16 

ITALIAN  LIRA     l  -i 

1697.5 

1690.0  1535.2 

CANADIAN  DOLLAR  (6/18) 

1.39 

1.39 

1.37 

MEXICAN  PESO  (6/18)' 

7.909 

7  970 

7.522 

TRADE-WEIGHTED  DOLLAR  INDEX  (6/18) 

[03  4 

102  6 

97.9 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U  S.  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J. P.  Morgan. 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
nent.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r-revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


UMER  CONFIDENCE 

'ay,  June  24,  10  a.m. edt  ►The  Con- 
:e  Board's  index  of  consumer  confi- 
probably  slipped  to  a  reading  of 
!  in  June,  according  to  the  median 
ist  of  economists  surveyed  by  mms 
ational,  one  of  The  McGraw-Hill  Com- 
5.  In  May,  the  confidence  index  took 
expectedly  large  jump,  rising  to 
.,  from  118.5  in  April.  Households 
iore  optimistic  about  both  the  current 
mic  situation  and  conditions  six 
is  down  the  road.  And  job  jitters  are 
I  away.  Consumer  spending  has  been 
•iving  force  behind  economic  growth 
he  past  year.  High  confidence  levels 
st  that,  after  the  spring  pause  in 


shopping,  households  will  be  increasing 
their  spending  in  the  second  half. 

DURABLE  GOODS  ORDERS 

Wednesday,  June  25,  8:30  a.m. edt  ►  New 
orders  for  durable  goods  likely  increased  by 
0.5%  in  May.  Orders  dropped  2.2%  in 
March  and  then  bounced  back  by  1.3%  in 
April.  Aircraft  demand  from  overseas  likely 
led  the  May  gain.  The  backlog  of  unfilled 
orders  probably  edged  up  slightly  in  May, 
after  falling  for  two  consecutive  months. 

EXISTING  HOME  SALES 

Wednesday,  June  25,  10  a.m. edt  ►  The 
mms  survey  expects  that  sales  of  existing 
homes  stood  at  an  annual  rate  of  4.05  mil- 


lion in  May,  little  changed  from  April's  4.06 
million.  Resales  have  remained  quite  healthy 
despite  the  first-half  rise  in  mortgage  rates. 
One  reason  is  that  income  expectations  are 
driving  home-buying  decisions,  and  con- 
sumers feel  very  confident  that  their  earn- 
ings will  rise  over  the  next  year. 

UNEMPLOYMENT  CLAIMS 

Thursday,  June  26,  8:30  a.m. edt  ►  New 
claims  for  state  unemployment  benefits  like- 
ly totaled  330,000  in  the  week  ended  June 
21.  Filings  have  been  rising  since  late  May. 
In  the  week  ended  June  7,  they  stood  at 
339,000.  With  labor  markets  the  tightest  in 
24  years,  analysts  are  looking  at  claims  to 
forecast  the  June  unemployment  rate. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity  to 
ask  questions  about  fea- 
tures from  the  magazine. 

52*^  Sunday 


From  cradle  to  college,  kids 
are  the  target  of  a  torrent  of 
sales  pitches.  Have  the 
marketing  folks  taken  this 
trend  too  far?  BW's  David 
Leonhardt  leads  a  discussion 
based  on  the  Cover  Story  in 
the  current  issue.  June  22 
9  p.m.  EDT  in  the  Odeon 


Monday 

Susanne  St.  Amant  is  a  rare 
species:  someone  who  has 
found  a  niche  for  making 
money  by  selling  products  on 
the  Net — from  home.  Find 
out  how  she  did  it  in  another 
of  the  weekly  chats  presented 
by  BW's  Enterprise  edition  for 
small  business  and 
entrepreneurs.  June  23 
8  p.m.  EDT  in  the 
BW  Enterprise  Chat  Room 


franscripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
cocn  after  each  event. 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  I-8OC-1  41-4848 
and  mention  Business  Week. 


A 

A  M  E  Ryl  C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABB  Asea  Brown  Boven  48 
Adetphia  Communications  94 
Air  Canada  52 
Akin  Gump  Strauss  HauerS 
Feld  39 

Alcatel  Alsthom  (ALA)  46 
AlliedSignal  (ALU)  51 
Allstate  (ALL)  12,72 
Amencan  Airlines  (AMR)  52 
Amencan  Express  (AXP)  48 
American  Home  Products 
(AHP)  74 
Amgen  (AMGN)  51 
Anheuser-Busch  (BUD)  62, 76 
Arbor  Trading  Group  36 
AT&T  (T)  6.39,40.48,68 

B 


Ban  Chang  Group  70 
Banc  One  Capital  Partners 
(ONE)  41 

Bank  of  New  York  74 
Bausch  &  Lomb  (BOD  96 
Bayer  74 

-  -.<•  ui  62 
Becton  Dickinson  (BDX)  51 
Beijing  Enterpnses  Holdings  54 
Bell  Atlantic  (BEL)  40,  94 
Bernstein  (Sanford  C)  36 
Biochemical  Procedures  78 
Biomatnx  (BI0X)  74 
Blockbuster  Videos  70 
Boston  Co.  (MEL)  74 
Bristol-Myers  Squibb  (BMY)  62, 
78 

British  Airways  (BAB)  52 
British  Sky  Broadcasting 
(NWS)  48 

Brooks  Fiber  Properties  40 
Bulkley  Capital  41 
Burger  King  (GRM)  68 


Cablevision  (CVC)  94 
CaboComm  46 
Calvin  Klein  62 
Cambndge  Economics  76 
Camden  Fire  Insurance  72 
Campbell  Soup  (CPB)  68 
Carnival  48 
Cartoon  Network  62.68 
Catellus  Development  (CDX)  98 
CBS  (WX)  48 
Celebrity  Cruises  48 
Chase  Manhattan  (CMB)  74 
Citicorp  (CCD  48 
Coca-Cola  (K0)  12 
Collagen  (CGEN)  74 
Columbia  Pictures  (SNE)  15 
CommerceNet  46 
Compaq  Computer  (CPQ)  25, 81 
CompuCom  Systems  (CMPC)  81 
Costa  Crociere  48, 68 
Credit  Suisse  First  Boston  48 
Cub  Foods  68 
CUC  International  (CU)  42 


Daniels  &  Associates  94 
De  La  Rue  92 


Dell  Computer  (DELL)  81 
Deloirte  &  Touche  42 
Delta  Air  Lines  (DAL)  52,  62 
Dirks  Van  Essen  &  Associates  41 
Donaldson  Lufkin  &  Jenrette 
(DU)  36 

Dreyfus  (MEL)  74 


Eastman  Kodak  (EK)  76 
Entex  Information  Services  81 
Epson  81 
Exxon  (XON)  76 

F 


Fidelity  Investments  15 
First  Union  (RU)  74 
Florida  Power  &  Light  (FPL)  6 
Ford(F)  8 

Forrester  Research  40 
Fortune  Brands  42 
Fox  Radio  Network  (NWS)  62 
Frrto  Lay (PEP)  62 
Fujitsu  81 

G 


Gabelli  Funds  94 
Gadzooks  (GADZ)  98 
Gateway  2000  (GATE)  48 
General  Motors  (GM)  48,51.62 
Goldman  Sachs  52 
Grey  Advertising  62, 67 
Groupe  Bull  81 
Guangshen  Railway  54 

H 


Harte-Hanks  Communications 

(HHS)  41 
HFS(HFS)  42 
Hitachi  (HIT)  46.  81 
Hoffmann-La  Roche  74 
Home  Depot  (HD)  86.89 
Hongkong  &  Shanghai 

Banking  54 
Hong  Kong 

Telecommunications  54 
Hughes  (GM)  48 


IBM  (IBM)  81 
Ideon  (CU)  42 

Industnal  &  Commercial  Bank  of 

China  54 
Intel  (INTO  81 
International  Data  81 
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S&P  SmallCap  600 
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S&P  SuperComposite  1500 
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%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

269.0 

2.5 

33.0 

S&P  Financials 

103.2 

3.5 

54.3 

S&P  Utilities 

196.9 

1.8 

5.1 

PSE  Technology 

284.2 

3.5 

36.5 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

4657.0 

-1.4 

24.0 

Frankfurt  (DAX) 

3730.3 

1.4 

46.3 

Tokyo  (NIKKEI  225) 

20,497.9 

1.0 

-8.2 

Hong  Kong  (Hang  Seng) 

14,203.9 

-1.5 

29.7 

Toronto  (TSE  300) 

6498.1 

0.6 

28.4 

Mexico  City  (IPC) 

4281.5 

2.1 

33.7 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Personal  Loans 
Invest.  Banking/Brkrge. 
Oil  &  Gas  Drilling 
Broadcasting 
Heavy-Duty  Trucks 


21.9 
19.3 
18.6 
17.9 
16.2 


Oil  &  Gas  Drilling 
Savings  &  Loans 
Invest.  Banking/Brkrge. 
Semiconductors 
Computer  Software 


82.9 
77.9 
75.3 
72.5 
59.9 


WORST-PERFORMING   Last  Last  12 

GROUPS  month  %  months  % 

-22.3 

-15.6 

-5.3 

-2.8 

-2.6 


Restaurants  -3.9 

Oil  Exploration  &  Prod.  -3.8 

Metal  &  Glass  Containers  -1.9 

Gold  Mining  -1.8 

Airlines  -1.6 


Gold  Mining 
Engineering  &  Constr. 
Manufactured  Housing 
Hotels  &  Motels 
Photography/Imaging 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


FUNDAMENTALS 


Latest 


Week 
ago 


Year 
ago 


S&P  500  Dividend  Yield  1.66%    1.72%  2.16% 

S&P  500  P/E  Ratio  (Last  12  mos.)  22.6  21.9  19.1 
S&P  500  P/E  Ratio  (Next  12  mos.)*    18.4      17.8  NA 

First  Call  Earnings  Revision*        -1.25%  -1.70%  NA 

TECHNICAL  INDICATORS  Latest 


Week 
ago 


Reading 


S&P  500  200-day  average  762.6  757.0  Positive 

Stocks  above  200-day  average       78.0%    76.0%  Negative 

Options:  Put/call  ratio                0.57       0.54  Negative 

Insiders:  Vickers  Sell/buy  ratio       1.43       1.41  Positive 

Data:  Bloomberg  Financial  Markets;  'First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Texas  Instruments 

895/e 

-V4 

UAL 

74^4 

-2 

in 

587/8 

-Vs 

Photronics 

40'/4 

-55/B 

Delta  Air  Lines 

887/8 

-3'/8 

Abbott  Laboratories 

65% 

-3/4 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

1343/!6 

19  V16 

Dell  Computer 

1207/8 

23% 

3Com 

47 '/4 

9  3/8 

Worldcom 

31 

4% 

Atmel 

27'3/ie 

213/16 

Quantum 

223/4 

23/8 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


MONEY  MARKET  FUNDS 

5.16 

5.15 

4.98 

90-DAY  TREASURY  BILLS 

5.06 

4.97 

5.21 

6-MONTH  BANK  CDS 

5.21 

5.21 

4.88 

1-YEAR  TREASURY  BILLS 

5.61 

5.72 

5.78 

10-YEAR  TREASURY  NOTES 

6.39 

6.55 

6.93 

30-YEAR  TREASURY  BONDS 

6.68 

6.83 

7.09 

LONG-TERM  AA  INDUSTRIALS 

7.18 

7.35 

7.66 

LONG-TERM  BBB  INDUSTRIALS 

7.61 

7.75 

8.05 

LONG-TERM  AA  TELEPHONES 

7.42 

7.58 

7.90 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 
assuming  a  31%  federal  tax  rate. 

10-yr.  bond  30-yr.  bond 

Latest        Last       Latest  Last 
week       week         week  week 


GENERAL  OBLIGATIONS 

4.71% 

4.79% 

5.28% 

5.36% 

PERCENT  OF  TREASURIES 

73.74 

73.00 

79.01 

78.42 

TAXABLE  EQUIVALENT 

6.83 

6.94 

7.65 

7.77 

INSURED  REVENUE  BONDS 

4.82 

4.92 

5.47 

5.57 

PERCENT  OF  TREASURIES 

75.46 

74.96 

81.86 

81.47 

TAXABLE  EQUIVALENT 

6.99 

7.13 

7.93 

8.07 

orningstar,  Inc. 


EQUITY  FUNDS 
Leaders 

Four-week  total  return  % 

American  Heritage  15.6 

Keystone  Am.  Hart.  Em.  Gr.  A  14.8 

Invesco  Worldwide  Cap.  13.5 

Morgan  Stan.  Inst.  Lat.  Am.  A  12.1 

Morgan  Stan.  Latin  Amer.  A  1 1 .8 

Leaders 

52-week  total  return  % 

Morgan  Stan.  Inst.  Lat.  Am.  A  61 .5 

Morgan  Stan.  Latin  Amer.  A  59.6 

Legg  Mason  Value  Primary  53.9 

Davis  Financial  A  53.9 

Transamerica  Equity  Investor  52.4 


Laggards 

Four-week  total  return  % 

Bull  &  Bear  Gold  Investors  -9.0 

Fontaine  Global  Growth  -8.7 

Lindner  Bulwark  Investors  -8.0 

Invesco  Strategic  Gold  -7.7 

United  Svcs.  Gold  Shares  -7.6 

Laggards 

52-week  total  return  % 

United  Svcs.  Gold  Shares  -42.6 

Steadman  Technology  Grth.  -34.9 

Bull  &  Bear  Gold  Investors  -33.1 
Lexington  Strategic  lnvmnts.-32.0 

Morgan  Stan.  Inst.  Gold  A  -31 .2 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Latin  America 
Communications 
Small-cap  Growth 
Financial 
Small-cap  Blend 

Leaders 

52-week  total  return 

Financial 
Latin  America 
Real  Estate 
Large-cap  Blend 
Large-cap  Value 


9.0  Precious  Metals  -3.6 
7.7  Europe  1.6 

7.1  Natural  Resources  2.1 
7.1  Foreign  2.6 
6.7  Japan  2.8 

Laggards 
 %  52-week  total  return  % 

44.7  Precious  Metals  -21.7 

39.0  Japan  -5.0 
31.6  Small-cap  Growth  0.0 

30.1  Diversified  Pacific/Asia  4.6 
29.5  Pacific/Asia  ex-Japan  6.0 


re  as  of  market  close  Wednesday,  June  18,  1997.  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  June  17.  For  a  more  detailed  explanation,  write 
:lude  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 


THE  GOP'S  WORST  ENEMY 


The  Republican  Party  can't  take  "yes"  for  an  answer.  Its 
core  center-right  policies  clearly  have  broad  public  sup- 
port, but  the  party  continually  trips  itself  up  on  extreme 
partisan  moves.  The  Democrats  survive  by  taking  advan- 
tage of  GOP  overreach  and  counterpunching  with  kinder, 
gentler  versions  of  the  Republicans'  own  programs.  It  hap- 
pened in  '96  with  the  government  shutdown  over  the  budget. 
It's  happening  again  today.  Will  the  GOP  ever  learn? 

Take  the  disaster  surrounding  the  disaster  relief  bill.  Con- 
servatives loaded  up  a  much-needed  bill  to  help  communities  in 
the  Midwest  recover  from  heavy  flooding  with  two  marginal 
provisions  opposed  by  President  Clinton.  One  would  have  for- 
bidden government  shutdowns  during  budget  disagreements. 
The  other  would  have  prohibited  the  Census  Bureau  from 
using  standard  sampling  techniques  in  the  2000  census  for 
fear  that  the  Democrats  would  somehow  manipulate  them  to 
their  advantage.  The  bill  was  delayed  for  weeks  as  Clinton  re- 
fused to  budge.  And  for  what?  The  public  didn't  care  a  whit  for 
the  intramural  partisan  politics.  People  simply  wanted  the 
flood-aid  bill  passed  and  blamed  the  gop  for  dodging  it. 

The  Republicans  are  in  danger  of  shooting  themselves  in 
the  foot  again  with  the  tax  bill.  They're  offering  a  SoOO-per- 
child  tax  credit  but  not  to  the  poorest  working  families,  who 
need  it  most.  The  reason?  The  poor  already  receive  an 
Earned  Income  Tax  Credit  or  a  Child  Care  Tax  Credit.  Con- 
servatives figure  these  families  get  enough  government  mon- 
ey and  want  to  give  the  credit  to  higher-income  families — who 
need  it  less.  Once  again,  the  Republicans  open  themselves  to 
accusations  of  being  mean-spirited  to  the  poor. 

Ditto  for  the  inheritance  tax.  There's  a  good  argument  to  be 


made  for  raising  the  tax  exclusion  from  $600,000  to  SI  mil 
for  small  farmers  and  business  people  whose  estates  are  uj 
value  thanks  to  inflation  and  higher  real  estate  prices, 
bumping  up  the  exclusion  on  the  inheritance  tax  will  afl  " 
only  about  30,000  estates  annually,  or  less  than  1%  of 
deaths  in  a  nation  of  270  million.  Of  those  hit  with  taxes.  1,  I 
are  farmers  and  2.000  are  small  business  people.  All  the  r 
are  actually  well-off  investors  with  assets  in  stocks,  bonds. ; 
mutual  funds.  Their  estates  already  get  one  tax  break,  beca  , 
capital  gains  are  wiped  out  at  death.  Their  heirs  also  have  g 
eration-skipping  trusts,  charitable  foundations,  and  other  g 
micks  to  avoid  paying  inheritance  taxes. 

If  the  gop  wants  to  help  the  estates  of  3,500  small  far 
and  businesses  that  get  hit  every  year,  it  should  simply  ra  \ 
the  exclusion  rate  for  them.  If  it  really  wants  to  help  the  r 
lions  of  small  businesses  in  America  that  must  operate  un< 
onerous  burdens,  it  should  lower  payroll  taxes.  This  bad  1 
havior  on  the  inheritance  tax  issue  is  yet  another  example 
why,  for  the  gop,  the  positive  message  of  lowering  ta? 
gets  lost  in  the  issue  of  fairness.  Instead  of  being  a  si 
porter  of  the  middle  class,  the  gop  opens  itself  up  to  bei 
mean  to  the  poor  and  helpful  to  the  rich — all  over  again. 

The  plain  fact  is  that  on  the  issues  of  lowering  taxes,  b 
ancing  the  budget,  and  reforming  entitlements,  the  country 
center-right  and  squarely  behind  the  gop.  But  when  the 
veers  to  the  fringe  or  caters  to  tiny  slivers  of  well- 
constituents,  it  loses  that  backing  and  makes  itself  vulne 
Similar  behavior  is  typical  of  the  Democrats.  Better  to 
to  the  middle  ground,  sheath  the  partisan  knives,  and  bat  | 
for  the  public's  vote  in  2000  on  core  issues. 


LIGHTEN  I  P  ON  HARD-SELLING  TO  KIDS 


It  may  be  time  for  a  "time-out"  for  aggressive  marketers  tar- 
geting children.  It's  great  that  we  live  in  a  society  that  al- 
lows the  free  flow  of  information,  including  product  information. 
But  freedom  also  requires  sensible  restraint  when  it  comes  to 
selling  to  seven-year-olds.  Parents  are  becoming  increasingly 
uneasy  at  how  marketers  are  treating  their  children  as  con- 
sumers. It  goes  way  beyond  appealing  to  teens  with  Joe 
Camel  and  "heroin  chic"  to  an  unrelenting  pressure  to  build 
brand  lust  in  kids,  starting  from  the  moment  they  are  born. 
Responsible  marketers  will  reassess  their  onslaught  before 
public  reaction  generates  pressure  for  regulation  (page  62). 

Take  the  Internet.  Some  4  million  kids  under  17  went  on- 
line in  1996  alone.  What  have  many  of  them  found?  At  one 
tesigned  for  children,  marketers  were  offering  free 
stuff  to  kids  in  exchange  for  personal  information  about 
themselv  d  their  families.  No  parental  consent  was  re- 
quested ;  ■  this  data.  This  should  stop.  So  should  the  mar- 
keting of  hrajid  names  in  schoolrooms.  It  is  one  thing  for  com- 


panies to  donate  computers  to  schools  that  need  them.  Pi 
viding  needed  scholarships  in  your  corporation's  name,  as 
the  Westinghouse  science  scholarship  program,  is  also  a  go 
deed.  But  packaging  a  way  of  proving  your  spaghetti  sauce 
thicker  than  your  rival's  as  a  science  experiment?  It's  b 
enough  that  some  textbook  covers  now  carry  advertising. 

Marketers  are  increasingly  ignoring  the  line  between  chil 
hood  and  adulthood.  Do  kids  really  need  margarita-  ai 
tequila-flavored  lollipops?  Not  long  ago,  it  was  considered  i 
appropriate  for  advertisers  to  take  advantage  of  childn 
because  they  were  seen  as  too  immature  to  make  the  prop 
decisions  for  themselves.  Marketers  pitched  their  ware 
parents,  who  were  the  gatekeepers.  We'd  like  a  return  to  th 
era.  Web  site  developer  KidsCom  Co.  now  notifies  parents  1 
E-mail  before  it  gives  their  children  free  merchandise  in  e, 
change  for  information.  All  marketers  would  be  wise  to  sho 
such  self-restraint.  Children  need  time  to  learn  how  to  becon 
wise  consumers.  Parents  should  insist  they  get  it. 
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The    S  A  S®  Data    Warehouse  Solution 
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Smart  business 
decisions. 

Even  smarter 
investment. 

A  recent  International  Data  Corporation  (IDC)  study 
of  organizations  that  have  implemented  data  warehouses 
reveals  an  average  three-year  Return  on  Investment  of 
401%!  There's  no  better  choice  for  reaping  similar  rewards 
than  the  SAS  Data  Warehouse,  a  data  warehousing 
Product  of  the  Year  for  two  years  running. 

And  the  world's  only  end-to-end  warehousing 
solution  for  managing,  organizing,  and  exploiting  your 
business  data— including  data  from  external  sources. 
Here's  what  two  companies  featured  in  the  IDC  study 
have  to  say 

MERRILL  LYNCH  ROI=1,464% 
For  this  leader  in  financial  services  markets,  the  SAS 
Data  Warehouse  yielded  fast  payback  and  measurable 
benefits.  According  to  John  Crawford,  VP  of  Reporting 
Systems  in  the  Marketing  Systems  Group,  "We've  been 
using  SAS  software  for  all  of  our  solutions  in  terms  of 
our  data  warehouse  implementation,  and  our  return 
on  investment  has  only  grown   it's  a  broad-scope, 
well-integrated  solution  that  provides  all  of  our  data 
warehousing  needs  from  one  vendor,  and  there's  no 
other  single  vendor  out  there  capable  of  doing  that " 

LTV  STEEL  COMPANY  ROI=16,995% 
As  the  third  largest  steel  operator  in  the  U.S.,  they've 
been  using  SAS  software  for  data  warehousing  since 
long  before  the  term  was  coined  According  to  Quality 
Assurance  Senior  Analyst  Robert  Scharl,  "SAS  software 
is  THE  element  of  our  data  warehousing  solution  It 
beat  everything  else  for  data  retrieval   and  it  would 
have  cost  us  maybe  a  half  million  dollars  to  bring 
something  else  in  for  a  data  warehousing  system." 


lor  your  bottom  line 


ffif 
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IT'S  ALMOST  IMPOSSIBLE  TO 
TAKE  IT  OUT  FOR  A  SPIN. 


INTRODUCING  SEVILLE  STS  WITH  STABIL1TRAK. 

THE  MOST  ADVANCED  INTEGRATED  STABILITY  CONTROL  SYSTEM  IN  THE  WORL 

On  a  perfectly  paved,  perfectly  straight  road  on  a  perfectly  dry  day  a  I  mo), 
any  car  will  feel  stable,  poised  and  confident.  But  in  the  real  world,  thing 
are  rarely  so  perfect.  Roads  can  be  wet,  snowy  or  icy.  They  cg 
be  lightly  coated  with  sand.  Or  filled  with  unexpected  twists  and 
turns.  Under  these  conditions,  even  the  world's  best- 
handling  cars  can  lose  their  composure.  They  can 
suddenly  feel  like  they're  no  longer 
firmly  planted  to  the  road. 
Turn  your  knuckles 


white 


with  tensiot 
Or  simply  refuse  to  g 
where  you  point  them,  taking  yo 
off  course  and  into  danger  ^  Tfiat's  wh 
Cadillac  has  developed  StabiliTrak.  the  most  advance 
integrated  stability  control  system  in  the  world.  Employin 


m 


0  6  3  9 


